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BMW  INTRODUCES  ASC+T: 
IT  MAY  WEU  REDEFINE  WHAT  YOU  THINK 
OF  AS  A  PERFECT  DAY  FOR  A  DRIVE. 


Once  again,  BMW  takes  the  luxury  car  where  it's  never  been  before.  To  hei| 
keep  the  driver  in  firm  control  even  on  slippery  surfaces,  the  750iL  now  offers 
the  breakthrough  of  ASC+T  (Automatic  Stability  Control+lktiction).  It's  a  system 
that  continually  monitors  the  traction  of  all  four  wheels.  Then,  at  the  first  sign  | 
of  slippage,  it  automatically  makes  split-second  adjustments  to  the  engine  and 


®  1990  BMW  of  North  America.  Inc  The  BMW  trademark  and  logo  are  registered 

nkes— regulating  the  torque  applied  individually  to  each  of  the  rear  wheels. 
;C+T  results  in  superior  handling  notonly  in  wetor  icy  conditions,  but  on  per- 
ctly  dry  surfaces  as  well.  Call  800-334-4BMW  to  find  out  more  about 
i  1991 750iL,  or  visit  your  nearest  BMW  dealer  for  a  thorough  test 
hre.  Rest  assured,  it's  a  perfect  day  for  one.  the  ultimate  driving  machine: 
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1991  Industry  Outlook 


Introduction 

61    WHAT'S  IN  STORE  FOR  1991 

The  watchword  for  tliis  year  may  be 
'malaise.'  The  service  sector,  hard  hit 
in  1990,  is  likely  to  keep  reeling — and 
manufacturing  isn't  safe,  either 
64  FOUR  CONTRARIANS  WEIGH  IN 


Manufacturing 


67  AUTOS 

Detroit  could  use  an  airbag  itself 

69  DEFENSE 

Defenseless  against  cutbacks 
73  MACHINERY 

Toolmakers  don't  know  the  'R'  word 
76  STEEL 

Low  demand,  flat-rolled  profits 

78  CHEMICALS 

Earnings  should  keep  bubbling 

80  FOOD  PROCESSING 

Recession  or  no,  people  have  to  eat 


Services 

85  RETAILING 

Fewei'  rings  on  the  cash  registers 

86  WHOLESALERS 

Quality  control  will  equal  survival 

90  HEALTHCARE 

Let's  play  'shuffle  the  costs' 

91  TRANSPORTATION 

'It's  going  to  be  terrible'  for  airlines 

92  RESTAURANTS 

The  big  chains  will  fare  best 

96  UTILITIES 

'Changes  are  thundering  along' 

97  ENTERTAINMENT 

The  world  is  Hollywood's  oyster 

High  Technology 

101  COMPUTERS 

There'll  be  plenty  of  downtime 
104  SEMICONDUCTORS 

Silicon  Valley  is  still  parched 


106  TELECOMMUNICATIONS 

The  wires  will  cool  off  a  bit 

107  PHARMACEUTICALS 

Drugs  just  keep  getting  healthier 

Natural  Resources 

109  ENERGY 

Black  gold  looks  golden  again 

110  AGRICULTURE 

For  farmers,  a  fair  to  middlin'  year 
112  FOREST  PRODUCTS 

An  industry  going  up  in  smoke 

Finance 

115  BANKING 

This  year  will  be  no  holiday 

116  INSURANCE 

The  sky  may  not  fall  in,  but . . . 

117  SECURITIES 

Expect  more  cutbacks  and  pink  slips 
121    REAL  ESTATE 

A  buyer's  market — but  no  buyers 
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Top  of  the  News 

to  BEEN  DOWN  so  LONG  .. . 

Most  of  the  unions  whose  pacts 
expire  this  year  can  anticipate  at 
least  a  small  pay  hike 

12  THE  CENTER  MAY  NOT  HOLD 

With  momentum  for  change  growing 
in  the  republics,  they  could  lead  the 
Soviet  Union  to  chaos  or  real  reform 

13  MORE  TEETH  FOR  THE  FDA 

Congress  is  feuding  over  how  to  give 
the  agency  power  to  prevent  another 
generic-drug  scandal 

14  KEEPING  THE  GRINCH  AWAY 

With  low  prices  and  a  little  bit  of 
luck,  some  retailers  enjoyed  solid 
sales  growth  this  Christmas 

35  JUDGMENT  IN  TINSELTOWN 

Hollywood  may  have  to  change  its 
hallowed  business  habits — in 
particular,  creative  accounting 

i  ECONOMISTS  WITHOUT  ADVICE 

Few  of  the  7,000  who  gathered 
recently  in  Washington  even 
mentioned  recession 

1  KEEPING  NCR'S  CLIENTS  ON-LINE 

A  light  hand  after  an  AT&T  buyout 
might  serve  the  computer  maker's 
business  best 

I  MURDER  ON  MAIN  STREET 

Violence  is  spreading  to  smaller 
cities — and  fighting  back  is 
squeezing  already-tight  budgets 

I  HUNTING  DOWN  HEADHUNTERS 

As  business  dwindles,  theft  of  talent 
from  rival  executive  search  firms 
is  on  the  rise 

f  IN  BUSINESS  THIS  WEEK 

Rhode  Island  banks.  Western  Union, 
USG,  baby  formula,  Mickey  Mouse, 
California  produce.  Landmark  Land 

International 

50  .IRAQ 

Its  nuclear  weapons  program  shows 
that  efforts  to  control  the  spread  of 
atomic  technology  have  been  a  huge 
failure  so  far 


54 


57 


BRITAIN 

David  Coleridge  is  the  new  broom  at 
Lloyd's  of  London — and  he  vows  to 
bring  it  into  the  21st  century 

INTERNATIONAL  OUTLOOK 

A  tidal  wave  of  immigrants  from  the 
east  may  soon  crash  down  on 
Western  Europe 


123   HERE'S  TOTHE  WINNERS: 

BUSINESS  WEEK'S  EDITORS  HAVE 
PICKED  THE  YEAR'S  TOP  PERFORMERS, 
A  DAZZLING  HIT  PARADE 


30  LABOR:  SHIFTING  OUT  OF  NEUTRAL? 
UNIONIZED  WORKERS,  WHO  TOOK  IT 
ON  THE  CHIN  THROUGHOUT  THE  PAST 
DECADE,  MAY  GET  SOME  RELIEF  IN  '91 


SO    SILENT  ALLIES: 

SADDAM  HUSSEIN  HAS  GOTTEN  HELP 
FROM  COMPANIES  IN  1  6  NATIONS  IN 
HIS  EFFORT  TO  MAKE  A  NUCLEAR  BOMB 


Economic  Analysis 

22  ECONOMIC  VIEWPOINT 

Kuttner:  This  overhaul  could 
undermine  the  banking  system 

26  ECONOMIC  TRENDS 

Skimpy  inventories  and  recession, 
commodity  prices  and  the  recovery, 
inflation,  deficit  spending 

27  BUSINESS  OUTLOOK 

The  recession:  A  snowball  that's 
rolling  faster  and  farther  than 
anyone  expected 

Government 

49  WASHINGTON  OUTLOOK 

Attorney  General  Dick  Thornburgh 
goes  suddenly  from  fumbles 
to  scoring  touchdowns 

Finance 

58  INSIDE  WALL  STREET 

Perkin-Elmer's  blues  may  lure  fans 
Healthy  gains  for  a  test  lab 
Tough  times'.'  Yipijee! 

1 43  INVESTMENT  FIGURES  OF  THE  WEEK 

The  Best 

123  THE  BEST  OF  1990 

For  this  bunch,  pretty  good  isn't 
nearly  good  enough.  BUSINESS 
week's  list  of  the  year's  outstanding 
performers  salutes  innovation 
everywhere — from  product  design 
and  science  to  entrepreneurs  and  ads 

Personal  Business 

138  INVESTING;  Slick  oil-patch  plays 
VALUABLES:  First  aid  for  artwork 

LEISURE:  A  super  Super  Bowl  site 

Features 

4  BUSINESS  WEEK  INDEX 

5  READERS  REPORT 

1  1   CORRECTIONS  &  CLARIFICATIONS 

14  BOOKS 

Yergin:  The  Prize:  The  Epic  Quest 
for  Oil,  Money,  and  Power 
Harden:  Africa:  Dispatches  from  a 
Fragile  Continent 

141    INDEX  TO  COMPANIES 

144  EDITORIALS 

Crunch  time  for  services 
Keeping  the  bomb  from  Saddam 
Soviet  reform  gains  a  life  of  its  own 
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PRODUCTION 

Change  from  last  week:  —0.1% 
Change  from  last  year:  -0.3% 
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The  production  index  declined  slightly  for  the  week  ended  Dec.  15  as  the 
industrial  sector  continued  to  contract.  On  a  seasonally  adjusted  basis,  output  of 
steel,  electric  power,  coal,  poperboord,  and  rail  freight  traffic  dropped.  Truck  and 
paper  production  increased,  while  auto,  crude-oil  refining,  and  lumber  production 
were  unchanged  from  the  prior  week  Before  calculation  of  the  four-week  moving 
overage,  the  index  dropped  to  174.6  from  176 

BW  production  index  copyright   1991   by  McGrow-Hil!  Inc 


LEADING 

Change  from  last  week; 
Change  from  last  year; 
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The  leading  index  fell  again  during  the  week  ended  Dec.  15  as  it  continued  to 
indicate  recession.  In  the  latest  week,  higher  stock  prices,  lower  bond  yields,  and  o 
pickup  in  M2  growth  offset  the  negative  signals  given  by  o  larger  rate  of  decline  in 
material  prices,  slower  growth  in  real  estate  loons,  and  a  jump  in  business  failures. 
Before  calculation  of  the  four-week  moving  overage,  the  index  rose  slightly  to  207.9 
from  207.5. 

Leading  index  copyright  1991  by  Center  for  International  Business  Cycle  Reseorch 


PRODUCTION  INDICATORS 


Latest 
week 

Week 
ago 

%  Change 
year  ago 

STEEL  (12/22)  thous.  of  net  tons 

1,613 

1,700  = 

4.3 

AUTOS  (12/22)  units 

90,695 

125,742rJr 

-33.2 

TRUCKS  (12/22)  units 

34,328 

60,794r  = 

-54.6 

ELECTRIC  POWER  (l  2/22)  millions  of  kilowatt-hours 

55,887 

55,507 

-13.5 

CRUDE-OIL  REFINING  (12/22)  thous.  of  bbl./day 

12,856 

12,753  = 

-7.0 

COAL  (12/15)  thous.  of  net  tons 

21,332  = 

21,730 

12.3 

PAPERBOARD  (12/15)  thous.  of  tons 

756.1  = 

760.0r 

3.8 

PAPER  (12/15)  thous.  of  tons 

767.0  = 

768. Or 

6.4 

LUMBER  (12/15)  millions  of  ft. 

470.7  = 

466.8 

-14.0 

RAIL  FREIGHT  (12/ 15)  billions  of  ton-miles 

21.0:p 

20.9 

9.9 

Sources:  American  Iron  &  Steel  Inst.,  Worcy's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
icon  Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst  ,  WWPA',  SFPA-^  Association  of 
American  Railroads. 

FOREIGN  EXCHANGE 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (12/26) 

136 

134 

144 

GERMAN  MARK  (12/26) 

1.54 

1.48 

1.70 

BRITISH  POUND  (12/26) 

1.88 

1.93 

1.60 

FRENCH  FRANC  (12/26) 

5.21 

5.05 

5.79 

CANADIAN  DOLLAR  (12/26) 

1.16 

1.16 

1.16 

SWISS  FRANC  (12/26) 

1.31 

1.27 

1.55 

MEXICAN  PESO  (12/26)^ 

2,948 

2,930 

2,682 

Sources:  Ma|or  New  York  banks.  Currencies  expressed  in  units  per  U.  S.  dollar,  except  for 
British  pound  expressed  in  dollors. 

PRICES 

latest 
week 

Week 
ago 

!o  Change 
year  ago 

GOLD  (12/26)  $/troyoz. 

383  750 

378.900 

-5.5 

STEEL  SCRAP  (12/24)  c  l  heavy,  $/ton 

106.00 

106.00 

9.8 

FOODSTUFFS  ( 1 2/24)  incJex,  1 967  =  1 00 

207.3 

210.3 

-3.0 

COPPER  (12/22)  cVlb. 

1 14.9 

1 14.4 

6.2 

ALUMINUM  (12/22), /lb. 

71.0 

70.0 

-3.0 

WHEAT  (12/22)  -2hard,  $/bu. 

2.74 

2.80 

-37.3 

COTTON  (12/22)  strict  low  middling  1-1/16  in.,  c/lb. 

69.02 

70.29 

12.1 

imnEnnEEHiis 


Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Konsas  City  mkt.,  Memphis  mkt. 


Latest 
week 

Week 
ago 

%  Change 
yeor  ago 

STOCK  PRICES  (12/21)  S&P  500 

329.63 

328.34 

-4.2 

CORPORATE  BOND  YIELD,  Aaa  (12/21) 

9.02% 

9.03% 

1.9 

INDUSTRIAL  MATERIALS  PRICES  (12/21) 

100.0 

99.7 

-2.4 

BUSINESS  FAILURES  (12/ 14) 

356 

328 

43.5 

REAL  ESTATE  LOANS  (12/12)  billions 

$387.6 

$387.3 

10.1 

MONEY  SUPPLY,  M2  ( 1 2/10)  billions 

$3,326.0 

$3,317.6r 

3.8 

INITIAL  CUIMS,  UNEMPLOYMENT  (1 2/8)  thous. 

455 

471 

36.6 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  [index:  1980=100},  Dun  & 
Brodstreet  (foilures  of  lorge  companies).  Federal  Reserve  Boord,  Labor  Dept.  CIBCR  season- 
ally adjusts  data  on  business  failures  and  real  estate  loans. 


MONTHLY  ECONOMIC  IHDICATORS 


Latest 
month 

Month 
ago 

%  Change 
year  ago 

CONSTR.  SPENDING  (Nov.)  annual  rate,  billions 

$422.4 

$425.1 

-2,5 

PURCHASING  MANAGERS'  INDEX  (Dec.) 

40.4% 

41.3% 

-13,5 

12  LEADING  INDICATORS  COMPOSITE  (Nov.)  inde 

X  139.7 

141.4 

-3,4 

PERSONAL  INCOME  (Nov.)  onnuol  rate,  billions 

$4,710.5 

$4,697.0 

5.4 

Sources:  Census  Bureau,  Nationol  Association  of  Purchasing  Management,  Commerce  Dept 

1:1.1 u  n 'VI 1 M  r^.w.i'r^^H^H^H 

latest 
week 

Week 
ogo 

%  Cbonge 
year  ogo 

MONEY  SUPPLY,  Ml  (12/10) 

$820.4 

$818.8r 

3.4 

BANKS'  BUSINESS  LOANS  (12/12) 

317.1 

318.8r 

-1.1 

FREE  RESERVES  (12/12) 

584r 

816r 

-20.8 

NONFINANCI AL  COMMERCIAL  PAPER  (12/12) 

149.2 

147.7 

15.1 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves,  which  are  exp 
a  two-week  period  in  millions). 

ressed  for 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (12/26) 

6.45% 

7.37% 

8.38% 

PRIME  (12/26)  9.50-10.00 

10.00 

10.50 

COMMERCIAL  PAPER  3-MONTH  (12/26) 

8.30 

7.79 

8.31 

CERTIFICATES  OF  DEPOSIT  3-MONTH  ( 1 2/26) 

8.36 

7.57 

8.33 

EURODOLLAR  3-MONTH  (12/19) 

7.89 

7.58 

8.44 

Sources:  Federal  Reserve  Board,  First  Boston 


—  Raw  data  in  the  production  indicators  are  seasonolly  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment 
1  =  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         NA  =  Not  available         r  —  revised         NM  =  Not  meaningful 
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CONTEMPLATING 
U.S.  COMPETITIVENESS 


You  seem  to  feel  that  more  should  be 
spent  on  human  capital  ("Why  we 
.should  invest  in  human  capital,"  Special 
Report,  Dec.  17).  If  the  U.S.  spends 
11.2?'  of  gross  domestic  product  on 
health  care,  it  is  certainly  doing  more 
than  the  other  countries  you  mention. 
Yet  our  infant-mortality  rate  is  much 
higher  than  the  average  in  industrialized 
lands.  The  question  becomes  not  what 
are  we  spending  but  what  are  we  doing 
wrong  compared  with  other  countries? 

And  take  your  mimbers  regarding 
public  spending  per  pupil.  We  are  at  the 
top  of  the  list,  spending  164'''  of  the 
average.  What  are  we  doing  wrong  in 
spending  these  sums  to  produce  kids 
who  you  feel  are  not  literate  enough  for 
this  age? 

Conversely,  our  colleges  and  universi- 
ties are  sought  out  by  foreigners.  How 
can  the  lower  grades  (through  high 
school)  be  so  bad  yet  the  higher-educa- 
tion system  be  the  envy  of  the  world? 

When  I  think  of  competition,  I  usually 
think  of  Germany  and  Japan.  I  certainly 
don't  think  of  Sweden  and  Italy.  I  also 
think  of  Korea,  Thailand,  Hong  Kong, 
Taiwan,  and  Singapore.  Those  are  the 
countries  that  seem  to  beat  us  in  manu- 
facturing at  lower  cost,  etc.  Yet  you 
mostly  ignore  these  fast-growing  power- 
houses in  the  article. 

William  R.  Power 
Chicago 

Your  comparison  of  the  U.  S.  with 
other  industrialized  nations  did  not 
include  the  costs  of  our  legal,  judicial, 
and  legislative  environment.  The  costs  of 
liability  and  malpractice  litigation,  the 
related  insurance  premiums,  OSH.\,  the 
EPA,  the  EEOC,  etc.,  already  a  significant 
burden,  continue  to  increase. 

Richard  A.  Butler  Jr. 

Chairman 
Butler  Automatic  Inc. 
West  Wareham,  Mass. 

You  can  forget  our  competitiveness, 
standard  of  living,  morals,  and 
many  other  societal  factors  until  we 
muddle  through  to  such  time  as  this  na- 


tion develops  a  Bill  of  Responsibilities 
ecjual  to,  and  matching,  our  Bill  of 
Rights. 

Milton  E.  Ballard 
Tucson 

Can  you  compete?"  (Special  Report, 
Dec.  17)  examines  critical  issues.  Yet 
in  "AT&T  bares  its  teeth"  (Top  of  the 
News,  Dec.  17)  there  is  implied  criticism 
of  a  staid  utility  because  it  is  changing 
corporate  culture  and  competing. 

Thank  God  for  executives  with  the 
courage  to  lead!  I  left  American  Tele- 
phone &  Telegraph  20  years  ago  because 
there  were  no  leaders  such  as  CEO  Rob- 
ert Allen  willing  to  make  waves.  Sure, 
Allen  wants  NCR  because  of  its  interna- 
tional strength.  I  say  "Godspeed!"  Will 
we  really  miss  "that  nice  Cliff  Robert- 
son" if  AT&T  kicks  some  butt  to  compete 
and  achieve  deregulation's  promise? 

Roy  L.  Elkins 
San  Jose,  Calif. 

Finally,  the  shoe  is  on  the  other  foot. 
The  culture  shock  and  "discrimina- 
tion" that  the  American  managers  work- 
ing for  Japanese  companies  mentioned 
in  youi'  article  are  only  too  familiar  to 
thousands  of  Asian-American  scientists 
and  engineers  working  in  major  U.  S. 
corporations  here  at  home.  Most  of  us 
are  hired  by  U.  S.  corporations  as  high- 
tech donkeys  and  have  very  seldom  been 
given  a  "fair  shake"  for  career  advance- 
ment, particularly  into  managerial 
ranks.  With  increasing  globalization  of 
the  world  economy,  U.  S.  corporations 
should  value  their  minority  employees 
with  diverse  cultural  backgrounds  as  un- 
tapped assets  and  try  to  utilize  them  in 
the  global  competition,  rather  than  con- 
tinue excluding  them  from  managerial 
positions. 

David  Y.  Chung 
Edison,  N.J. 

In  this  case,  rather  than  providing  us 
with  a  production  methodology  or  a 
management  technique,  the  Japanese 
have  presented  us  with  what  might  be  a 
L>roader  and  more  expansive  learning  ex- 
perience. They  have  exposed  competent, 
talented,  success-oriented  white  males  to 
the  same  conditions  that  competent,  tal- 
ented, success-oriented  blacks  and  fe- 
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At  Continental  Bank,  our  business  focus 
allows  us  to  go  beyond  standard  solutions 

Its  likely  you  have  very  little  use  for  cookie-cutter  banking  products.  (Unless, 
of  course,  you  happen  to  be  in  the  cookie-cutter  business.) 

Why,  then,  do  banks  continue  to  insist  on  stamping  out  the  same  fmancial  j 
solutions  for  different  fmancial  problems?  Well,  while  the  exact  answer  escapes  us, 
we  have  been  sharp  enough  to  take  advantage  of  the  situation  and  carve  a  new  niche 
of  our  own:  business  banking  pure  and  simple. 


These  days.  Continental  bankers  are  even  more  inventive.  Our  products  even 
more  sophisticated.  And  our  ability  to  respond  quickly,  yet  ever-so-prudendy,  has 
become  polished  and  honed.  Even  to  the  point  where  we  can  draw  on  any  of  the 
expertise  available  throughout  the  bank  without  compromising  expedience. 
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For  example,  we  might  couple  lines  of  credit  with  commodit}'  risk  manage- 
nent  solutions  to  create  predictable  revenue  streams  in  volatile  markets.  Or  v^  e  could 
:ombine  asset  securitization  with  a  structured  finance  program  to  enhance  your 
)alance  sheet.  On  we  just  might  come  up  with  something  totallv  new 


or  your  business. 

\X"hich  brings  us  to  you.  Will  vou  settle  for  simple,  run-of- 
he-mill  cookie-cutter  answers  and  perhaps  subsequently  have  vour 
lead  bitten  oti?  Or  will  you  work  with  someone  like  Continental 


Bank"E: 


Continentali  Bank. 


who  can  knead,  shape  and  tilet  vour  dough  into  what  could  onlv  be  termed  a 
financial  thing  ot  beaut\'?  It  the  latter  appeals  to  you,  call  a  Continental  banker  at 
(312)  828-5799.  You'll  tind  that  when  it  comes  to  customized  business  banking, 

we  are  indeed  a  cut  above  the  rest  Continental  Bank 

A  new  approach  to  business. 

[knsesSi  rjju'cL-  Arianta.  Qiicago.  Dallas.  Los  .^ngdes.  NIiamL  Xe\*.-  \brL  hknuno^ui  '■ffh^^:  Buenos  ^\iit5.  Carscai.  Franiaiin.  Hon^  Kon^.  London.  Mexico  Gn,  Milan,  feis.  Santiago.  Sao  fWo,  Singapore,  Tok>t). 


Transactions  speal 
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Lfilm 


TowntiousePentlioiise  Industries,  Inc. 
AEA  Investors  Inc. 

and  Management 

$85,000,000 

Senior  Term  Loan  and 
Revolving  Ciedil  Facility 


@    Continental  Bank 


APPLIED  POWER  INC 
S25,000.0OQ 

Revolving  Purchase  Program 
tor  Trade  Receivables 


Continental  Bank 


SCI 

8CI  SYSTEMS.  INC. 

$65,000,000 

U  S  Commercial 
Paper  Program 

tfrevocable  Oif  ecl-Pay  Lettei  o(  Cffiflpl 
Algemene  Bank  Nederland  N  V 


Continental  Bank 


$15,000,000 

Revolving  Credit  Agreement 
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PENTAIR 

Niagara  of  Wisconsin 
Paper  Corporation 


$36,271,000 

Levef3ge(3  Lej^.?  Financing  o'  a  Piessunzed 
GfounOwooc)  Pulp  Facility  louted  m 
Ma'ineUe  County  Wisconsin 

NatWest  Leasing  Corporation 


Continental  Bank 


3 MORRISON  KNUDSEN  CORPORATION 


$500,000,000 

Liquid  Yield  Option  Noles 


Continental  Bank 


lie—-,,,, 

Intercrafl  Inilustries  Corporation 
intercraft  Holdings,  L.P. 

$62,500,000  Senior  Debt 


National  Re  Holdings  Corp. 


TheRoberlM  8ass  Group.  Inc 
Acadia  Partners,  L  P 
and  Managemenl 


IIIIHlR*  National  Re 
National  Reinsurance  Corporation 


$210,000,000 

Senior  Note 


Argemene  Bdnk  NaiSt'lfd  N 
BankOns  Tews  U  A 
%e  Rov3tBanki}f  Unjda 
Amenun Security BjnliN  A 
Conneclitut  National  Bank 
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Mobi 


Mobil  Oil  Corporation 

Employee  Slock  Ownership  Plan  Trust 

$800,000,000 

9  17°.j  Sinking  Fund  Debentures 
DueOZ'29/2000 

Public  Debt  Financing  ol  ESOP  Trust 
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$250,000,000 

Revolving  Purcfiase  Program 
for  Wholesale  Receivables 


Receivable'^  Capitjl  CoiDOratioi 


@    Continental  Bank 


Financial  Federal  Credit  Inc. 


Financial  Federal  Corporation 

$15,000,000 

Subordinated  Notes 


@    Continental  Bank 


^j^tualex 

Long-term  Silver  Pnce  Protection 
Swaps.  Floaters.  Caps 


@   Continental  Bank 


f0>  ums^mmisi 

FASCO  Industries,  Inc. 
Sensors  and  Controls  Division 

Cash  Management  Operating  Syste 


Continental  Bank" 


MARK  IV 
INDUSTRIES  INC 

$300,000,000 

Revolving  Credit 


ConlinenUl  BankH  A 
Security  italic  Narional  Bank 
NjlKinaiWeslminswreank  USA 

MiifiolaOyiefi  Hjiwvei  Trust  Cotnwfiy 
Weslpac  Bifiking  Cotporafton 
The  Bank  ol  New  York 

IheLong  TefmCreOitBankoUapan  Lid 
National  Sank  o'  Canada  New  ion  Brancn 
istiluto  Bancjrio  San  Paolo  <Ji  loino 
OreiOnef  Bank  AG  New  VO'li  Biancti 


@    Continental  Bank'' 


$50,000,000 

Revolving  Credit 

Letter  ot  Credit  Issuance 

Facility 

Term  Loan 


The  Bank  ol  New  Wk 


Continental  Bank 


@    Continental  Bank 


$15,000,000 

Trade  Finance  Facility 
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£i«  ENGINEERED 
U  CONTROLS 
■    INTERNATIONAL  INC 

$7,905,000 

Senior  Secured  Term  Loan 


@    Continental  Bank 


$57,000,000 

Senior  Secured  Noles  Due  2002 


@    Continental  Bank^ 


ouder  than  words. 


e.  CHMino 


$40,000,000 

EquipmenI  Leasing 
Receivables  Purchase  Agreement 


@   Continental  Bank 


La  Mirada  Hills  Developmenl  Company 


TCIEVIATICS 

lelematics  International,  Inc. 

$15,000,000 

Secured  Revolving  Credit 


@   Continental  Bank' 


3M 


Import  Letter  of  Credit  Services 
and  CONFIRM  L7C  Express 


@   Continental  Bank" 


VtlliJ.IJLi 

Turner  Broadcasting  System,  Inc. 
$200,000,000 

U  S  Commerciai  Paper  Program 
@   Continental  Bank 


$20,000,000 

Senior  Subordinated  Notes 

With  Warrants 

Neodata  Services,  bic. 

\  11'  \ 

Woks  Muse  SCO.  In 

corporatnl 

@   Continental  Bank 

Gulfstream  Aerospace  Corporation 

Forstmann  Little  &  Co. 

$650,000,000 


\  M  I M  IN  '(<  - 


9c 


'  Chevian  Land  md  OBvElopmenl  Company 

$121,000,000 

Proiect  Financing 


Bayeiische  Veieinsbanh  AG 
ShDpDanh 

SlaleBinkof  Soum  Auslwlia 
Continental  BanV  H  A 


@   Continental  Bank 


WinnkkS 


0 


RTM.  Incorporated 


Treasury  Management  Services 
Cash  Concentration, 
Controlled  Disbursement 


@   Continental  Bank 


General  Instrument  Corporation 


Forstmann  Little  8  Co. 

$1,150,000,000 

Senior  Debt  Financing 


@    Continental  Bank 


Ashland  Coal,  Inc. 

$100,000,000 

Senior  Notes  Due  2000 


@   Continental  Bank 


•FMC 

FMC  Corporation 


Aluminum, 
Copper,  and 
Lead  Swaps 


^    Continental  Bank 


(iff;!!  AnH'iH'iin 

$150,000,000 

Senior  Bank  Financing 


Coniineniji  Bank  N  A 
Trie  First  Naioiul  Banii  n\  Bosion 
Manu(ji:lu'ei5  Hanovei  Tiusi  Comoan/ 
The  Bank  ol  New  yotk 


@    Continental  Bank 


XEROX 

Xerox  Financial  Services.  Inc. 


$75,000,000 

Three  Year  Term  Loan 


Three  Year  Interest  Rate  Swap 


ill  Gtroieninle 
8anti  ot  Mom  real 

eayeriscfv  Hyooireken  Und  AWimI  eank  A  G 


ASLK-CGER  Bank 


^   Continental  Bank^' 


4SMSW 

Hartmarx  Corporation 

$45,000,000 

Senior  Notes 


@    Continental  Bank 


HE4L1HDYNE 


$20,000,000 

Revolving  Credit  Facility 


@    Continental  Bank 


French  Francs  230,000,000 

Senior  Facilities 


Conbnental  Bank  N  A  / 
UmcrMil-Groupe  CrfeJil  Agncole 


ConlncnlalBankN  A 

UniciMil-GroupeCfMitAflncole 

Sanque  Naiiooale  de  Pans 

BanqueStern  (Swiss  Bank  CorDOtarion  Group) 

CaisseRegionaleileCfMit  Agncoie  desVtisges 

CrMrt  Lyonnais 

GUF  Banque 


uSu    Continental  Bank 


ConAgra,  Inc. 

$200,000,000 

Revolving  Purcfiase  Program 
for  Trade  Receivables 


Receivables  Caprtal  Corporation 


^    Continental  Bank 


@  Continental  Bank 

A  new  approach  to  business; 
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males  have  endured  for  decades  (and  in 
large  part,  still  endure  today). 

Michael  Jordan 
Lexington,  Ky. 

BUSINESS  WEEK'S  'MATURE 
ATTITUDE'  GETS  AN  A-PLUS  

■ appreciated  the  contrasting  views  on 
the  Milken  sentence  reflected  in  "The 
right  sentence  for  Milken"  (Editorials, 
Dec.  10)  and  in  the  commentary  "Milken 
is  taking  the  fall  for  a  'decade  of 
greed'  "  (Top  of  the  News,  Dec.  10). 
Your  mature  attitude  on  promoting  a 
deeper  awareness  of  complex  issues  is 
one  reason  I  assign  so  many  BU.siXESS 
WEEK  selections  to  my  students. 

Alan  Posner 
Associate  Professor 
Michigan  State  University 
East  Lansing.  Mich. 

WAS  MIKE  MILKEN  A  BUILDER 

OR  A  BUNKO  ARTIST?  

In  his  courageous  defense  of  Michael 
Milken  ("Sure,  Milken's  sentence  will 
serve  as  a  deterrent — to  innovators," 
Economic  Viewpoint,  Dec.  17),  Paul 
Craig  Roberts  actually  understates  Mil- 


ken's contribution  to  American  competi- 
tiveness. 

During  the  first  half  of  the  1980s,  Mil- 
ken financed  the  key  U.  S  innovations  in 
television,  telecommunications,  and  cellu- 
lar phones — at  Turner  Broadcasting,  TCI 
International,  MCI  Telecommunications, 
and  McCaw  Cellular  Communications — 
with  multibillion-dollar  issues.  This  mon- 
ey, which  could  not  possibly  have  been 
raised  any  other  way,  not  only  launched 
these  companies  but  also  created  crucial 
markets  for  U.  S.  sujjpliers  of  fiber  op- 
tics, such  as  Corning,  and  telecom  com- 
ponents, such  as  Motorola. 

During  the  late  1980s,  while  Milken 
himself  was  being  -hounded  from  the 
scene  and  the  equity  market  for  high 
technology  collapsed,  Milken's  $200  bil- 
lion junk-bond  market  saved  the  leading 
edge  of  the  U.  S.  computer  industry  with 
a  series  of  $100  million-plus  high-yield 
financings — many  of  them  convertible 
debentures  with  low  interest  costs.  Ac- 
cording to  a  Morgan  Stanley  study  by 
John  Paulus  and  Stephen  Waite,  some 
80'/'  of  the  industry's  financing  came 
from  junk  between  1985  and  1989. 
Among  the  key  beneficiaries:  Compaq, 
Silicon  Graphics,  Convex,  Seagate,  VLSI 
Technology,  Micron,  Conner  Peripherals, 


Cray  Research,  and  other  companies  suf- 
fering growth  pangs  or  foreign-takeovei 
threats  during  the  high-tech  recession  oi 
those  years. 

With  high-tech  price-earnings  nov, 
running  some  20/f  behind  the  Dow  Jones 
industrial  average  and  the  junk-bonc 
market  in  regulatory  rout,  the  chiel 
source  of  high-tech  finance  in  the  1990s 
is  Japan. 

George  Gilder,  Senior  Fellow 
Hudson  Institutf 
Indianapolis 

Iilken  did  not  pioneer  a  new  financ 
ing  instrument.  It  has  existed  foi 
years:  the  Ponzi.  True,  he  took  it  tc 
heights  that  were  never  dreamed  possi 
ble  by  its  inventor. 

Victor  Adams 
Anchorage,  Alask£ 

SOME  AMERICANS  ARE  READY 

TO  CO  TO  WAR  

In  regards  to  your  article  "It's  way  toe 
early  for  war"  (Editorials,  Dec.  10) 
may  I  ask  how  your  editors  know  then 
is  a  lack  of  public  support  for  an  Ameri 
can  military  action  against  Iraq?  How 
can  you  be  so  sure  that  the  economi( 
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ibarj^o  "is  t'xerliiijf  relenUoss  pressure 
ainst  Iraq"?  And  how  can  you  state: 
■/hat  Bush  seems  Hkely  to  hear,  loud 
d  clear,  is  that  most  Americans  are 
convinced"? 

A  "broad  consensus"  on  what  Ameri- 
n  goals  should  be  in  the  gulf  region  is 
rtainly  evident  when  a  warlike  dictator 
ibbers  his  neighbor.  That  consensus  of 
5  American  people  knows  that  any  dic- 
;or  must  be  defeated  and  by  force,  if 
cessary. 

Edgar  Steinau 
Cincinnati 

:ATH  AND  TAXES: 

)W,  AN  EVEN  BETTER  DEAL 


rou  note  in  "A  win-win  life  insurance 
deal  for  you  and  your  company" 
jrsonal  Business,  Dec.  10)  that  "death 
nefits  from  any  form  of  life  insurance 
Tfiain  exempt  from  income  tax  as  long 
your  spouse  is  the  beneficiary." 
The  fact  of  the  matter  is  that  the  in- 
me-tax  exclusion  applies  regardless  of 
i  beneficiary.  Using  a  spouse  would 
ow  the  unlimited  marital  deduction  to 
ply  for  estate-tax  purposes,  which,  in 
dition,  can  be  used  for  assets  other 
an  life  insurance. 

Lawrence  R.  Sherman 
Lancaster,  Pa. 


CORRECTIONS  &  CLARIFICATIONS 


"Labor  may  still  have  Greyhound  col- 
lared" (Top  of  the  News,  Nov.  26)  in- 
correctly stated  that  the  Amalgamated 
Transit  Union  had  retained  Blackstone 
Group  to  assist  in  an  effort  to  take 
over  Greyhound  Lines  Inc.  Blackstone 
and  the  ATU  have  held  talks,  but  they 
have  not  teamed  up  to  attempt  a 
buyout. 


CANADIAN  HEALTH  CARE 
WOULDN'T  WIN  KUDOS  IN  THE  U.S. 

The  study  of  the  Canadian  govern- 
ment-sponsored health  care  system 
("Why  Canadian  dollars  buy  more  health 
care  than  the  greenback,"  Economic 
Trends,  Dec.  17)  failed  to  cite  the  nega- 
tives. Because  the  rationing  process  is 
entrenched  there,  thousands  cross  the 
border  to  physicians  and  hospitals  in  Se- 
attle, Rochester  (Minn.),  Detroit,  Cleve- 
land, Buffalo,  and  other  cities. 

As  for  fees,  besides  the  much  higher 
overhead  incurred  by  U.  S.  physicians, 
all  Americans  make  10'^^  to  lo7'  more 
than  Canadians — why  shouldn't  physi- 
cians? Americans  would  not  tolerate  the 
higher  taxes  or  the  inferior  health  care 
standards  in  Canada.  While  the  U.  S. 


consumer  regards  access  to  the  best  and 
latest  in  medical  technology  to  be  virtu- 
ally a  divine  right,  it  isn't  available  to 
many  Canadians,  whose  provincial  gov- 
ernments do  not  consider  it  a  priority. 

Timothy  B.  Norbeck 
Executive  Director 
Connecticut  State  Medical  Society 
New  Haven 

WHERE  TO  LOOK 

FOR  A  SAFER  AUTOMOBILE  

Your  article  "Can  Detroit  hold  its 
lead  in  .safety?"  (Industries,  Nov. 
26)  is  misleading.  The  U.  S.  car  industry 
was  never  a  leader  in  safety.  Even  your 
statistics  show  that  the  safest  car  was  a 
Volvo,  and  among  the  first  six  top  con- 
tenders, there  are  only  two  American- 
made  cars.  These  rankings  would  be 
even  more  one-sided  if  measured  under 
international  standards  where  speed, 
road  conditions,  and  additional  factors 
are  not  as  advantageous  as  in  the  U.  S. 

Carl-Horst  Brune 
Viernheim,  West  Germany 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Amen- 
cas.  New  York,  N.  Y.  10020,  Fax:  (212)  512-4464, 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 


The  struggle  to  protect  the  environment  has  a  powerful  new  weapon. 
AViiON™  Systems  from  Data  General.  The  U.S.  Geological  Survey 
will  soon  begin  installing  more  than  6000  of  our  AViiON™  UNIX* 
servers  and  workstations  in  a  sophisticated  new  computer  network 
that  spans  50  states,  two  territories  and  the  District  of  Columbia 
Data  General  won  this  7-year  contract  for  all  the  right  reasons:  great 
open-architecture,  superb  service,  support,  systems  engineering, 
training.  Plus  22  years  experience  working  in  multivendor  environ- 
ments. If  you  need  new  solutions  to  help  conserve  and  maximize 
resources  why  wait  for  the  others  to  catch  up.  Call  1-800-DATAGEN 
now.  We  have  good  news  for  you,  too. 
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We're  counting  on 
Melissa  and  James  to  fulfill 
our  wildest  dreams. 


The  dreams  of  childhood  have  the  power 
to  transform  our  world.  They  can  shape  the 
future  of  science,  business  and  society.  But 
only  when  they're  given  the  chance. 

Thousa.nds  of  kids  like  Melissa  and  James 
have  dreams  to  share.  But  before  they  can 
improve  the  quality  of  life  in  our  world,  we 
must  help  improve  the  quality  of  their  lives 
in  the  inner  city. 

And  the  odds  are  against  them  even 
graduating  from  high  school.  Sixty  percent 
of  their  classmates  are  predicted  to  drop  out. 

It's  an  American  tragedy.  Potentially 
productive  young  people  lose  interest  or  hope 
and  join  the  rolls  of  the  uneducated  and 
unemployed. 

What  Rockwell  is  doing. 

To  help  bring  dreams  to  life  in  the  inner  city, 
more  than  25  employees  at  one  of  Rockwell's 
Electronics  businesses  have  volunteered  for 
a  local  project  of  the  nationwide  "I  Have  a 
Dream"  program.  They  will  serve  as  mentors 


to  Melissa  and  James  and  fifty  of  their 
schoolmates.  For  the  next  nine  years,  people 
like  Barbara  Walter  will  provide  inspiration 
and  guidance  to  the  adopted  "Dreamers"— 
helping  motivate  each  student  to  complete 
high  school  and  pursue  higher  education  and 
a  satisfying  career.  Those  who  graduate  from 
high  school  will  receive  scholarships  for 
college  or  vocational  training. 

What  you  can  do. 

The  "I  Have  a  Dream"  program  has  proven 
successful  at  helping  thousands  of  inner  city 
children  in  over  40  cities.  It's  one  of  hundreds 
of  ways  you  can  encourage  American 
innovation  and  leadership  through  quality 
education.  For  more  information,  simply  write 
Rockwell,  RO.  Box  905,  Dept.  BWQ,  El  Segundo, 
CA  90245-0905  for  printed  information 
created  in  cooperation  with  the  National 
Association  of  Partners  in  Education  (NAPE). 

Emphasize  Education.  It's  our  future. 


^1^ 

Rockwell  International 
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ELECTRONICS    AEROSPACE     AUTOMOTIVE  GRAPHICS 


Rockwell  is  a  $12  billion  company  with  nnore  than  100,000  employees  worldwide.  Our 
people  have  a  common  goal:  Understanding  our  customers  and  satisfying  them  with 
the  innovative  application  of  science  and  technology.  We  never  stop  reaching  higher. 
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And  See  Why 


South  Carolina 

Ranks  As  One  Of  The 
NATION'S  Top  Ten 

Locations  For  

Manufacturing. 

For  a  free  Prospectus  contact 


Palmetto  Economic  Development  Corporation 

Representmn  CcTtnal  Electric  Cooperatwe  anl  Sanies  Cooper 
J201MainStre.:t,  Suite  1710  •  Columbia,  SC  29201-3213 
l>hone(«03l2S4-«ll  ♦  FAX (803) 771-0233 


1-800-CALL-EDF 
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THE  PRIZE:  THE  EPIC  QUEST  FOR  OIL,  MONEY,  AND  POWER 

By  Daniel  Yergin 

SImcn  &  Schuster   •   877pp  •  $24.95 


A  GUSHER  OF  FAaS  ON  OIL 
—IN  FACT,  A  GLUT 


E! 
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/  )>etrdlcof  E's  biieno  y  es  molo." 
1  was  in  a  bar  in  Villahermosa,  in 
llie  thick  of  the  Mexican  oil  boom 
of  the  late  197()s,  and  that's  what  a 
youn^'  boy  said  when  I  asked  what  he 
thoujjht  of  all  the  excitement.  Oil  is  both 
S^ood  and  bad.  It's  one  of  those  simple 
insi^'hts  you  c;in  i.)ass  over  too  quickly. 
Here's  another:  Oil  i.i  power.  Physical 
power,  to  be  sure,  but  also  economic  and 
hence  political  power.  That's  the  simple 
insi^lit  Daniel  Yerj^-in  ponders  in  The 
Pri:c:  Tlic  Epic  Qnc>;t  for  Oil,  Money, 
(1)1(1  Poieer. 

One  tliini;'  he  doesn't  do  is  pass  over  it 
too  (juickly.  Tliis  is  an  exhaustive 
work — an  STT-pa^e  his- 
toi'y  of  <iil.  Even  so,  it 
was  expected  to  be  a 
"cross(jver"  book,  one 
tliat  draws  readers 
from  outside  its  field. 
Yer^'in's  1979  book,  Eii- 
eiUji  Future,  was.  Alas, 
Tlie  Prr.e  is  destined 
fur  llie  library  shelf. 

Ilul  it  beloni^s  there 
— ainl  1  mean  that  as  a 
compliment.  It's  proba- 
l:>ly  the  best  history  of 
oil  ever  written,  surely 
the  l)est  I've  read.  Yer- 
^'in  put  seven  years  into 
it,  and  it  shows. 

Tlie  Priie  has  been 
compai'ed  with  772c  Ser- 
eii  Sisters,  Anthony  Sampson's  1975 
look  at  the  ^iobul  oil  majors.  But  that 
book  was  much  narrower.  And  it  had  a 
messa^'e:  that  the  biji'  oil  companies, 
throuji'h  various  arran.uements,  con- 
trolled the  price  of  this  crucial  commod- 
ity. John  Blair  made  the  same  point  in 
his  more  scholarly  Tlie  Control  of  Oil. 

Yer^'in  wouldn't  necessarily  dis- 
aji'ree — he  probably  wouldn't  bother.  In 
tellinj;'  the  history  of  oil  as  an  observer, 
not  a  commentator,  he  shows  that  some- 
one will  always  control  it.  After  all,  oil  is 
the  lifeblood  of  Industrial  Man.  No  one 
in  a  position  to  matter  would  ever  leave 
this  critical  sul.istance  to  the  whims  of 
the  market — not  for  lonj^',  anyway.  John 
D.  Rockefeller,  the  big  oil  companies 
that  followed,  the  Texas  Railroad  Com- 
mission, OF'KC — they've  all  taken  turns, 
sometimes  together.  This  has  been  nei- 
ther good  nor  bad;  it's  just  the  way  it  is. 


Although  exhaustive  works  can't  hel 
but  be  exhausting,  Yergin  general! 
tells  his  story  well.  But  he's  not  flawles 
as  writer  or  historian.  His  book  is  somt 
times  repetitive,  and,  despite  its  lengtl 
sometimes  sketchy.  Covering  the  heyda 
of  wildcatting  in  the  U.  S.,  he  falls  into 
jjarticularly  unctuous  habit:  His  heroe 
always  seem  to  end  up  broken  by  thei 
struggle  against  entrenched  forces 
Didn't  they  ever  just  succumb  to  som 
disease?  Later  on,  Yergin,  an  energ; 
consultant,  seems  to  go  easy  on  oilmer 

It's  not  that  we  need  another  jeremia' 
about  Big  Oil.  Far  from  it.  The  oil  con 
I)anies  have  probably  been  pushe- 


he  account  of 


oit's  role  in 
World  War  H  is 
persuasive  and,  at 
times,  gripping 
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around  as  much  as  they  have  pusher 
Time  and  again,  the  Interior  or  Stat 
Dept.  forced  them  to  take  some  join 
action  to  safeguard  U.  S.  oil  supplies- 
for  which  the  Justice  Dept.  or  som 
grandstanding  subcommittee  would  the 
pursue  them  for  conspiracy.  The  patter 
was  established  by  the  1980s,  when  th 
price  of  oil  collapsed.  At  Washington' 
behest,  the  majors  helped  stabilize  th 
market.  Justice  then  hit  them  with  a 
antitrust  suit. 

Yergin  describes  this  good-cop,  bac 
cop  script  well.  But  he  skews  the  cas' 
While  he  finds  plenty  of  dolts  in  publi 
office,  the  characters  from  Big  Oil  a 
ways  seem  to  be  dedicated  men  of  v 
sion.  Uh-uh.  If  oil  is  good  and  bad,  s 
are  all  the  players  in  the  oil  drama. 

But  these  are  small  complaints  abou 
a  good  book.  The  best  of  its  five  section 
is  a  summary  of  World  War  II  as 
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Well,  its  a  Start. 

If  you're  ready  to  take  control 
of  your  life,  get  a  Day  Runner.® 
It  can  help  you  set,  evaluate,  and 
achieve  even  the  most  ambitious 
goals.  In  fact,  there  may  be  only 
one  thing  a  Day  Runner  can't  help 
you  do.  Get  started. 

PERSONAL  ORGANIZERS 

Vol  ( 7/  find  Day  Runners  in  office  product,  specialty,  and  department 
stores,  and  the  liandsoforgwiized people  everywhere  Forinforma- 
tion,  call  (800)  635-5544,  In  Canada,  (800)  668-4575 


Our  STRUCTURE  MAY 
SURPRISE  YOU  IN 
MORE  WAYS  THAN  ONE. 

You  probably  know  that  today's  Transamerica 
is  focused  on  financial  services.  It  may  surprise 
you,  though,  to  know  that  our  earnings  are 
evenly  split  between  our  two  major  areas  of 
business:  finance  and  msurance.  So  if  you're 
looking  for  a  balanced  investment,  you  should 
take  a  closer  look  at  us.  When  we  say  our 
structure  is  unique,  we're  talking  about  more 
than  our  building. 


Transamerica 

THE  POWER  OH  HE  I'YRAMID  IS  WORKING  EORYOU  * 


©  1990  Transamenca  CorporatKin 


Success  in 
business  in  Europe 

depends  on  the  decisions  you  make 

.  .  .which  depend  on  the  information  you  receive 


PANORAMA  OF  EC  INDUSTRY  1990 

This  annual  publication  gives  : 

•  for  1 68  sectors  of  manufacturing  and  services  industries  :  an 
analysis  of  industry  structure,  prospects,  trends  in  production, 
employment  and  trade 

•  figures  from  1 980  up  to  1 988  or  1 989  and,  for  all  major  sectors, 
forecasts  up  to  1991 

•  a  comparison  of  Community  figures  with  those  of  the  US  and  Japan. 

It  has  been  produced  in  co-operation  with  European  professional  associations 
and  is  available  in  English,  German,  French,  Italian  and  Spanish. 

1 152  pages,  38  ECU",  ISBN  92-825-9924-8 

•  Price  (excluding  VAT  and  postage)  in  Luxembourg.  Exchange  rate  as  at  October  1 , 1 990  : 
1  ECU  =  US$1.31:    UK  E  0.70;    FF6.90:    DM2.06;    BFR  42.40 

Order  form  to  be  sent  to  : 
UNIPUB 

4611  -  F  Assembly  Drive,  Lanham,  MD  20706  -  4391  USA 

Tel.  Toll  Free  (800)  274  4888   Fax.  (301 )  459  0056  Telex  71 0826041 8 

Please  send  me  copy(ies)  of 

Panorama  of  EC  Industry  1990 

Name  

Address  


Tei   Signature. 
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I  ayed  the  flip  side  of  a  record  any  time 
!  ■  thouglit  his  audience  needed  a  change 

pace.  Yergin  should  know  that,  but  he 
"li  ays  back  only  The  Best  of  Yamani. 

Still,  The  Prize  should  stand  the  test 
it  time.  Although  it  tells  more  about  its 
"'I  bject  than  most  people  will  ever  want 
™  know,  it  does  bring  our  knowledge  of 
ii  e  20th  century — the  Age  of  Oil — into 

II  arper  focus.  That's  no  small  feat. 

.'n  BY  ANTHONY  J  PARIRI 

■.sMant  Managing  Editor  Pnrisi  corcnd 

"f  e  197If  oil  crisis  for  BVSISESS  WEKK  a  ml 
e  1.97.9  crisis  for  The  New  York  Times. 

in   — 
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RICA:  DISPATCHES  FROM 
FRAGILE  CONTINENT 

Blaine  Harden 
lip  jrton  •  333pp  •  $22.50 

OLONIALISM'S  DEBRIS 

In  Moses  Lake,  Wash.,  "where  no- 
body's  fingertips   had   ever  fallen 
off,"  and  leprosy  is  a  Biblical  curios- 
iif  /,   people  die  of  natural  American 
<  .uses — old  age  or  car  crashes.  Blaine 
arden's  move  from  there  to  assign- 
*  ent  in  Africa  for  The  Washington  Post 
^  aced  him  in  a  world  where  they  die  in 
assive  numbers  from  famine,  disease, 
I'f  cal  wars,  neglect,  or  manipulation. 
To  come  to  terms  with  this  continent- 
zed  disaster  zone.  Harden  uses  a  series 
'  well-written  profiles.  He  brings  to  the 
sk  the  best  possible  combination  of 
urnalistic  skepticism  about  what  he's 
*'  Id  and  a  gee-whiz  attitude  toward 
hat  he  sees,  no  matter  how  appalling. 
Sprinkled  among  interviews  witli  gov- 
m  -nment  officials,  a  teacher,  and  the  odd 
%  )orts  figure  are  telling  facts  and  statis- 
ts that  sum  up  Black  Africa's  skewed 
't  ;onomies.  For  e.xample,  10'.'  of  discre- 
3nary  income  in  oil-rich   Nigeria  is 
'  )ent  on  air  tickets,  which  are  bought 
)t  just  for  travel  but  also  for  invest- 
ent  and  use  in  daily  business  transac- 
3  ons.  Currencies  lost  value  throughout 
«  frica  in  the  1980s,  and  the  air-ticket 
■I'  ame  is  a  local  solution, 
i*   In  Harden's  view,  Africa  was  brought 
?i  I  its  knees  by  colonialism  and  its  de- 
3'  .ructive  aftermath.  PJorders  drawn  up 
"  y'  19th  century  Europeans  bore  no  rela- 
«  on  to  tribal  boundaries  or  the  natural 
I"''  ow  of  commerce.  Local  armies  were 
ft  with  modern  weapons  but  without 
le  political  infrastructure  to  guide 
lem.  Wealthy  countries  have  been 
irowing  aid  at  the  resulting  mess  ever 
nee.  But  foreign  aid  imposed  without 
a  understanding  of  local  culture  fosters 
irruption,  dislocation,  and  misery.  This 
ngaging  book  will  enrich  any  discussion 
f  what  to  do  when  Africa  finally  claims 
le  appropriate  American  attention. 

BY  JONATHAN  KAPSTEIN 


WELL  SEASONED  TRAVELERS 


The  pepper  mill.  The  salt  shaker.  The  garlic  press.  The 
freshest  herbs.  Exotic  and  fragrant  spices.  These  are  only 
some  of  the  tools  of  VARIG's  master  chefs  who  create  the 
consisfantly  memorable  meals  served  on  every  VARIG  flight. 

Word  of  mouth  has  made  these  feasts  for  the  eye  and 
palate  highlights  of  VARIG's  award  winning  on  board  service. 
Even  our  "wine  cellar  in  the  sky"  was  voted  by  an  impressive 
panel  of  wine  connoisseurs,  one  of  the  ten  best  out  of  29 
airlines  who  participated  in  a  Business  Traveler  International 
magazine  competition. 

Come.  Join  us  for  a  typical  VARIG  repast  and  relish  what 
our  cuisine  and  Brazilian  hospitality  can  do  for  your  in-flight 
pleasure. 


Everything  you  wished  an  airline  was,  VARIG  is.  We  serve 
Brazil,  the  rest  of  South  America  and  Japan  with  31  flights  o 
week  from  North  America. 


The  World  Class  Airlirw  o1  Brazil 
Since  1927 


DKS 
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WILL  A  SINGLE  EUROPEAN  CURRENCY  CREATE 
BUSINESS  OPPORTUNITIES  THERE,  OR 
JUST  STIFLE  CAPITAL  FORMATION  HERE? 


EJjS  ,s  ft  registeied  iuidemark  oj  Elect  ran  u  Data  S\'-lrms  Cuipotalinn. 


Economic  change  opens  doors  for  some  and  closes  doors  on  others, 
(-ompanies  wiili  the  agihiy  to  take  ad\aniage  of  change  often  get  a  real  edge 
on  their  competition. 

If  \ou're  looking  for  a  competitive  ad\antage  here  in  the  U.S.,  or  even  if 
von're  contemplating  overseas  expansion.  KL).S  can  help.  With  computing  and 
communications  svstems  thai  lei  respond  faster,  iniproxe  qualit\.  and 
reduce  costs. 

IS  MANAGING  YOUR  INFORMATION  MANAGING  YOU? 

Information  that  helps  \()u  achieve  \()ur  business  goals  is  valuable. 
Information  for  information's  sake  is  not.  EDS  can  help  evaluate  vour  informa- 
tion technologv'  to  make  sure  vou  get  moi  e  of  ihe  former  and  less  of  tfie  latter. 

ARE  YOUR  NEEDS  UNIQUE? 

EDS  has  an  unmatched  record  of  developing  svstems  and  soflvsare  for  a 
business's  individual  needs.  Not  off-the-shelf,  one-si/e-f its-all  solutions. 
No  other  systems  developers  have  as  much  experience  in  as  many  business 
areas  as  EDS. 

CAN  YOUR  SYSTEMS  REALLY  BE  INTEGRATED? 

For  over  28  vears  we've  been  making  hardware,  software,  commimications, 
process  and  people  work  together  seamlesslv.  \'ou  v\x)n'i  find  a  svstems  inte- 
grator with  a  longer  or  better  record  of  results. 

SHOULD  YOU  MANAGE  LESS  AND  LEAD  MORE? 

We  provide  svstems  management  for  giant  industn'  leaders  and  small  com- 
panies on  their  wav  to  becoming  leaders.  So  we  can  help  manage  vour 
information  svstems  a  little  or  a  lot.  We  work  closelv  with  vour  people,  lo  add 
resources,  new  technologv  and  provide  flexibilitv,  so  vou  can  focus  on  vour 
core  business. 

CAN  EDS  PUT  INFORMATION  TECHNOLOGY  TO  WORK  FOR  YOU? 

Keeping  vour  eves  on  the  changing  business  environment  has  never  been  more 
important.  ,\nd  even  though  vou  can't  control  change,  vou  can  take  advan- 
tage of  it  with  EDS.  To  learn  more  aboiU  how  we  might  help  vou,  write  EDS, 
7171  Forest  Lane,  Dallas,  TX  752,S0.  Or  call  (214)  490-2000. 


EDS 


TAKE     ADVANTAGE     OF  CHANGE 


Economic  Viewpoint 


THIS  OVERHAUL  COULD  UNDERMIHE 
THE  BANKING  SYSTEM 


BY  ROBERT  KUTTNER 


By  attempting  to 
make  both  banking 
and  bank  regulation 
more  'marketized,' 
policymakers  run 
the  risk  of  putting 
commercial  banks 
out  of  business  and 
contributing  to  the 
disease  of 
short-term  thinking 


R: 


ROBEk;  ;  'ITTNER  IS  ECONOMICS 
CORRESPONDENT  FOR  THE  NEW 
REPUBLIC  AND  AUTHOR  OF 
THE  LIFE  OF  THE  PARTY 


epeat  after  me:  The  financial  economy 
exists  to  serve  the  real  economy,  not 
.vice  versa.  In  1991,  Congress  is  in  dan- 
^•er  of  ignorinji  this  fundamental  truth  as  it 
attempts  to  overhaul  our  financial  system. 

In  ascending  order  from  the  particular  to 
the  general,  the  present  problems  are  these; 
F'irst,  the  Federal  Deposit  Insurance  Corp.  is 
running  out  of  money.  Second,  the  current 
regulatory  system  makes  it  too  easy  for  bank- 
ers to  foist  losses  onto  taxpayers.  Third,  com- 
mercial banks  have  lost  their  traditional  profit- 
able loan  business  to  the  commercial-paper 
market  and  new  tyjjes  of  securities,  leading 
banks  into  riskier  businesses  such  as  real  es- 
tate development  and  Third  World  lending. 
y\nd  fourth,  the  entire  banking  system  is  now 
dangerously  shaky,  which  spills  over  onto  the 
real  economy  and  risks  a  credit  implosion. 

The  policy  challenge  has  been  framed  as 
follows.  On  the  one  hand.  Congress  must 
shore  up  the  sti'ucture  of  supervision  and  de- 
posit insurance  to  reward  sound  banks,  punish 
profligate  ones,  and  protect  taxpayers.  Para- 
doxically, it  should  also  liberate  banks  from 
Depression-era  regulations  so  they  can  enter 
more  profitable  businesses  such  as  insurance 
and  securities  underwriting.  That,  in  turn, 
should  help  recapitalize  the  banking  system. 

As  this  debate  plays  out.  Congress  has  more 
enthusiasm  for  tightening  the  supervisory  ap- 
[jaratus,  while  the  Bush  Treasury  Dept.  is 
more  eager  to  give  the  banks  new  powers. 
Seemingly,  the  obvious  trade-off  is  stiffer  su- 
pervision based  on  market  tests  in  exchange 
for  abolition  of  venerable  laws,  such  as  the 
Glass-Steagall  Act,  that  keep  banks  out  of  the 
securities  Inisiness. 

NEARSIGHTED  REFORM.  But  this  emerging  con- 
sensus, (lirecied  at  the  immediate  malady,  is 
ultimately  myopic.  It  does  little  to  remedy  the 
deeper  mismatch  between  the  needs  of  the 
real  economy  and  those  of  the  financial  econo- 
my— and  may  actually  worsen  the  problem.  As 
countless  students  of  comparative  economics 
have  observed,  America's  real  economy  suf- 
fers from  short  time  horizons  and  impatient 
capital.  In  turn,  the  impatience  of  money  mar- 
kets for  high  yields  every  quarter  makes  cor- 
porate managei-s  impatient  for  the  quick  buck. 

In  the  l!)S()s.  the  entire  system  became  more 
speculati\e.  Hostile  takeovers,  or  the  threat  of 
them,  were  substituted  for  more  ordinaiy 
forms  of  corporate  comjjetition  and  account- 
ability. Bankers,  the  natural  repository  of  con- 
cern for  the  long  term,  became  more  like  ev- 
eryone else.  More  of  the  financial  system 
became  "seeuritized."  Secondary  markets 
were  created  for  just  about  every  kind  of  fi- 
nancial paper — which  meant  loans  were  turned 


into  securities  that  financial  markets,  in  tl 
wisdom,  could  instantly  value.  This  all  worl 
fiiie  when  mai-kets  were  booming.  But  on 
downside,  many  of  these  markets  turned 
to  be  shallow  and  inflexible.  When  tin 
turned  tough,  buyers  vanished — and  nobc 
knew  the  real  "value"  of  many  assets.  T 
was  particularly  tough  for  banks,  whose  1: 
ance  sheets  are  based  on  asset  values. 
EDUCATED  GUESSES.  Financial  intermedi 
ies — banks — exist  in  large  part  because 
value  of  every  asset  cannot  be  instantaneou 
calculated  by  money  markets.  The  worth 
real  assets  depends  in  part  on  how  astut 
management  makes  midcourse  corrections  a 
on  the  state  of  the  overall  economy  and 
several  subeconomies.  A  condominium  or  a 
crochip  plant  is  a  bonanza  or  a  fiasco  depei 
ing  on  whether  it  can  ride  out  short-te 
storms  and  on  whether  customers  ultimat 
materialize.  The  caprice  of  money  markets  c 
kill  a  sound  business.  Financial  markets  ma 
educated  guesses  about  the  future  and  val 
assets  accordingly.  But  they  do  not  predict  t 
actual  future  (that's  why  opi)ortunities  for 
bitrage  exist).  In  contrast,  bankers,  good  or 
at  least,  can  help  influence  the  future — 
making  informed  judgments  about  their  ci 
tomers  and  working  with  them.  Junk-bond 
nancing  is  a  poor  substitute  for  a  long-te) 
liaison  with  a  commercial  banker. 

In  the  niarketization  vogue  of  the  198( 
economists  proceeded  as  if  the  ideal  woi 
were  one  giant  money  market.  On  one  side 
the  transaction,  rational  investors  wou 
choose  among  an  infinite  number  of  securiti 
based  on  increasingly  perfect  information, 
the  other  side,  entrepreneurs  would  compe 
for  capital.  This  sort  of  world  leaves  virtua 
no  room  for  commercial  bankers — peo[, 
whose  job  it  is  to  know  the  details  of  acti 
businesses  and  to  lend  "on  character"  for 
relatively  long  term.  But  the  real  world  is  U' 
and  cannot  be,  one  giant,  perfectly  liquid  mc 
ey  market.  We  are  finding  that  out,  as  banke 
come  under  increasing  regulatory  pressure 
"mark  to  market"  assets  whose  value  is  inh' 
ently  imponderable. 

In  short,  by  attempting  to  make  both  t 
business  of  banking  and  the  business  of  ba 
regulation  more  "marketized,"  policymake 
run  the  I'isk  of  putting  connnercial  banks  o 
of  business  and  contributing  to  the  disease 
short-term  thinking.  Our  strongest  compe 
tors,  Germany  and  Japan,  are  famed  for  th( 
ability  to  plan  for  the  long  term — and  th 
banks  play  a  role  quite  opposite  from  the  o 
envisioned  for  America's  financial  system 
have  some  thoughts  on  jjroposed  regulate 
changes,  but  that's  another  column. 
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ECONOMIC  VIEWP'I 


When  it  comes  to  measuring  temperatures, 
Schott  is  even  more  precise  ttian  nature. 


Gauging  temperatures  - 
nature's  way  and  Schott's 
The  crocus  reacts  to  tem- 
perature changes  of  1  O  F 
Thermometers  made  with 
Schott  special  glass 
register  changes  of 
0.002"  F. 


The  temperature  outside  has  just 
risen  to  35°  F.  How  do  we  know? 
Because  that's  when  the  crocus 
begins  to  open  its  petals. 

 The  crocus  has  a  natural, 

internal  thermometer.  Tempera- 
ture changes  of  just  1.0°  F  cause 
a  fast  reaction.  When  the  temper- 
ature rises  above  a  given  level, 
the  flower  opens.  When  it  drops, 
the  flower  closes. 

 Today,  we  can  measure 

temperature  variations  as  minute 
as  0.002° F  thanks  to  the  special 
thermometer  glass  invented  by 
Otto  Schott. 

 His  capillary  glass  tube 

thermometers  filled  with  liquid 
were  the  first  to  make  such  pre- 


cision measurements  possible. 
Unlike  earlier,  standard  glass 
models,  thermometers  made  of 
this  special  glass  give  accurate 
readings  even  after  they  have 
been  temporarily  heated  and 
then  cooled.  Thousands  of  spe- 
cific precision  thermometers  now 
in  use  in  science  and  technology 
are  made  with  Schott  special 
glass. 

 Thermometer  glass,  avail- 
able from  Schott  America,  is  just 
one  example  of  how  Schott's 
innovative  development  responds 
to  specific  needs.  In  today's 
world,  special  glass  helps  keep 
technology  advancing. 
 Schott  worldwide:  50,000 


products,  50  production  facilities, 
represented  in  more  than  100 
countries,  with  over  $  1  billion  in 
sales. 

_  Schott  in  North  America: 
11  companies  employing  more 
than  1,800  people. 

 Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation,  De- 
partment B  30,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


O  SCHOTT 

Nobody  knows  more  aboi'  glass. 


SIEMENS 


1908.  That  was  then. 


One  of  the  favorites  in  the  The  Great  New  York  to  Pans  Race  was  a  motor  car  named 
Protos.  It  was  built  by  a  company  named  Siemens. 


'CI  Siemens  Cotporalion  1991 


I 


1991.  This  is  now. 


Today  Siemens  builds  almost  everything  for  an  automobile  except  the  automobile  itself. 
We  supply  22  of  the  world's  major  car  makers  with  over  700  systems  and  products, 
from  fuel  injectors  and  microprocessors  to  halogen  headlamps.  Those  products  are  only 
some  of  the  many  precision  technologies  made  by  the  10,000  Siemens  people  working  at 
60  U.S.  manufacturing  sites.  In  fact,  with  35,000  men  and  women  working  nationwide, 
Siemens  remains  determined  to  continue  as  a  leader  in  the  kind  of  thinking  that  produces 
innovative  technology  for  everyone.  Siemens.  Precision  Thinking. 


For  more  information,  write  for  Siemens  '90  Box  8003A,  Trenton,  New  Jersey  08650 

Automation  Automotive  Electronics  Electronic  Components  Energy  Information  Systems 
Lighting  Systems        Medical  Systems        Power  Generation        Telecommunications  Transportation 


BY  GENE  KORETZ 


WILL  SKIMPY 
INVENTORIES  MAKE  FOR 
A  SKIMPY  RECESSION? 


As  many  economists  see  it,  the  sharp 
d(j\vnlurn  in  the  fourth  quarter 
foreshadows  a  more  moderate  decline  in 
the  first  quai-ter  of  1991  and  a  relatively 
brief  and  mild  recession.  The  reason, 
they  say,  is  that  business  has  kept  inven- 
tories relatively  lean  during  the  past 
year,  avoiding  the  kind  of  overbuilding 
that  led  to  protracted  problems  during 
past  cyclical  declines. 

Reduced  inventory  investment  has,  in 
fact,  largely  determined  the  severity  of 


RETAIL  INVENTORIES 
ARE  ANYTHING  BUT  THIN 


1.60 


RATIO  OF  INVENTORIES 
TO  SALES 

RETAIL  TRADE  — 


RECESSION 
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▲  RATIO  -FOURtH  QUARTER  1990  BASED  OH  OOOBER  RATIO 

DAM:  COMMERCE  OEPI.,  A.  GARY  SHILLING  S  CO. 


most  past  recesssions,  accounting  for  an 
average  80''  of  the  decline  in  gross  na- 
tional product.  In  a  typical  business  cy- 
cle, stock-building  picks  up  steam  in  the 
late  stages  of  the  exj)ansion,  partly  be- 
cause rising  prices  inspire  speculative 
holdings.  As  sales  decline  in  the  ensuing 
recession,  previously  acceptable  inven- 
tory levels  turn  rapidly  excessive.  And 
that  prompts  sharp  cutbacks  in  produc- 
tion and  em[)loyment  to  bring  stocks 
back  in  line  with  diminished  demand. 

Inventory-building  has  been  markedly 
restrained  this  time  around,  however, 
judging  by  the  inventory-to-sales  dS)  ra- 
tio in  manufacturing  and  trade.  It  regis- 
tered only  1.47  in  October,  just  a  tad 
above  .Yugust's  1.4(i,  which  was  the  low- 
est reading  since  1981. 

The  key  factor  in  the  improved  inven- 
tory picture  has  Ijeen  the  behavior  of 
manufacturei's.  By  adopting  just-in-time 
inventory-contr  )l  systems,  factory  man- 
agers have  been  able  to  pare  their  IS 
ratios  throughout  the  expansion,  bring- 
ing them  close  to  their  historic  lows. 
"That  means  output  adjustments  to  fall- 


ing demand  are  quicker  and  smaller," 
says  economist  Maury  Harris  of 
PaineWebber  Group  Inc.,  "so  the  reces- 
sion should  be  shorter  and  milder." 

Other  economists  aren't  so  sure.  A. 
Gary  Shilling  of  the  consulting  firm  that 
bears  his  name  points  out  that  "inven- 
tory-to-sales ratios  usually  do  not  ex- 
plode until  after  a  recession  begins,  and 
recent  IS  ratios  for  the  overall  manufac- 
turing and  trade  sectors  are  higher  than 
they  were  at  the  outset  of  two  of  the 
jiast  three  recessions." 

More  important,  as  factory  inventory- 
sales  ratios  have  fallen  during  the  ex- 
pansion, retail  IS  i-atios  have  moved  to 
historic  highs  (chart).  This  trend  may  be 
related  to  the  overbuilding  of  retail  out- 
lets and  the  inability  of  small  retailers  to 
use  point-of-sale  terminals  to  manage  in- 
ventories. But  whatever  the  cause,  says 
economist  Richard  B.  Berner  of  Salomon 
Brothers  Inc.,  "manufacturers  have 
been  able  to  push  some  of  the  burden  of 
holding  stocks  onto  retailers." 

The  upshot,  say  Shilling  and  Berner,  is 
that  the  coming  inventory  correction  is 
likely  to  be  more  pronounced  than  many 
oljservers  expect.  "Factory  inventories 
may  look  lean,"  says  Shilling,  "but  the 
key  question  is  how  they  compare  with 
desired  levels.  By  that  standard,  they're 
likely  to  look  increasingly  excessive  to 
manufacturers,  as  retailers  cut  orders  to 
i-educe  their  own  stocks." 


COMMODITY  PRICES 
COULD  BE  SAYING 
THE  WORST  IS  OVER 


If  factories  are  about  to  shed  inven- 
toi'ies,  there's  little  hint  in  the  recent 
behavior  of  the  Commodity  Research 
Bureau's  spot-i)rice  index  of  industrial 
i-aw  materials.  Economist  Edward  E. 
Yardeni  of  Prudential-Bache  Securities 
Inc.  notes  that  the  index  plunged  from 
321.32  on  Oct.  1  to  302.89  on  Nov.  30  but 
hardly  budged  in  December.  The  index's 
recent  stability,  says  Yardeni,  suggests 
that  "the  worst  may  be  over  and  that  a 
recoverv  mav  not  be  far  awav." 


WHY  INFLATION  MAY 
STAY  BOTTLED  UP  FOR 
THE  NEW  YEAR 


Get  set  for  some  relief  on  the  infla- 
tion front.  Economist  Donald  Ra- 
tajczak  of  Georgia  State  University  pre- 
dicts that  the  producer  price  index  for 
finished  goods  for  December  will  post  a 
O.r;  decline — after  rising  0.5''^  in  No- 
vember and  hitting  a  double-digit  an- 


nual pace  in  the  prior  three  month 

Behind  the  decline  are  sharp  drops 
fuel  oil  and  gasoline  prices  and  the  ir 
pact  of  the  recession  on  consumer  gooc 
and  industrial  goods.  Looking  ahead,  R 
tajczak  expects  energy  prices  to  trer 
down  in  1991,  helping  to  limit  the  rise 
the  PPI  for  finished  goods  to  just  0.5 
between  December,  1990,  and  Decembe 
1991,  compared  with  a  6.29J  increase 
the  previous  12  months. 


IT'S  NOT  WHAT  THE 
FEDS  SPEND,  BUT 
WHAT  THEY  SPEND  IT  Oil 


These  days,  deficit  spending  is  a  dirl 
word,  but  it  wasn't  too  long  ago  th 
it  had  a  distinct  appeal  to  the  econom 
fraternity.  According  to  Keynesian  th 
ory,  such  spending  can  act  as  an  elixir  ; 
a  moribund  economy,  often  causing 
quicker  and  more  potent  rebound 
business  activity  than  falling  intere: 
rates.  The  concept  of  fiscal  stimulus 
embodied  in  all  traditional  macroeconoi 
ic  models,  which  tend  to  focus  on  tl 
size  of  the  deficit,  not  the  specific  wa; 
the  government  spends  its  funds. 

In  a  recent  study  published  in  Co 
temporary  Policy  Issues,  howeve 
economist  David  Alan  Aschauer 
Bates  College  examines  the  relationsh 
between  the  forms  that  governme 
spending  takes  and  the  potency  and  d 
rability  of  its  stimulative  impact.  Speci 
cally,  he  looks  at  the  effects  that  thn 
components  of  government  spending 
consumption,  military  investment,  ar 
nonmilitary  investment — have  on  cu 
rent  and  future  levels  of  national  outpi 
Aschauer's  findings  are  enlightenin 
Based  on  data  from  1949  through  19S 
he  calculates  that  expenditures  for  go 
ernment  consumption  (its  operating  bu 
get)  and  for  military  investment  had  n 
atively  little  effect  on  output.  B 
nonmilitary  investment  in  such  infi 
structure  as  highways,  sewers,  dan 
and  ports  had  a  potent  effect:  Each 
increase  in  such  investment  induced  a 
rise  in  the  level  of  national  output  with 
four  to  five  years. 

The  results  of  the  study  compleme 
Aschauer's  earlier  work,  which  foui 
tliat  rising  public  infrastructure  inve: 
ment  stimulates  private  investment  1 
lowering  the  cost  of  business  and  th 
boosting  its  rate  of  return.  They  al 
suggest  that  the  traditional  practice 
initiating  public  works  projects  durii 
recessions  makes  good  economic  sens 
Without  such  investment  projects,  A 
chauer  found,  increased  governme 
spending  had  only  a  minor  and  transii 
ry  impact  on  growth. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN, 


E 


HE  RECESSION:  A  SNOWBALL  ROLLING 
'ASTER  THAN  ANYONE  EXPECTED 


It's  been  said  that  a  pessimist  is  an  optimist  who  has 
all  the  facts.  That's  why  so  many  U.  S.  consumers 
and  businesses  are  down  in  the  dumps  these  days, 
s  not  just  idle  worry:  The  facts  are  too  overwhelming. 
Most  of  the  December  economic  data  are  still  to  come, 
it  it's  already  clear  that  the  fourth  quarter  was  a 
master.  In  December,  a  BUSINESS  WEEK  survey  showed 
at  economists  expected  last  quarter's  real  gross  na- 
»nal  product  to  drop  at  an  annual  rate  of  about  27<-,  but 
e  decline  is  shaping  up  to  be  far  greater. 
Despite  strong  exports,  manufacturing  fell  off  a  cliff 
?t  quarter.  That's  clear  from  the  plunge  in  the  Nation- 
Association  of  Purchasing  Management's  index  of 
iustrial  activity  (chart).  The  December  reading  was  the 
.vest  since  the  severe  1981-82  recession,  a  sign  that  the 
91  outlook  for  U.  S.  industry  is  not  bright  (page  62). 

The  speed  with  which  the  cur- 
rent recession  is  developing 
means  that  the  fourth-quarter 
weakness  will  almost  certainly 
spill  over  into  1991.  The  down- 
\f  ■  I       turn  is  feeding  on  itself  in  clas- 

sic recession  style:  Flagging  de- 
mand is  causing  cuts  in  output 
and  jobs,  which  further  depress 
incomes  and  spending. 

The  leading  indicators,  which 
are  designed  to  forecast  the 
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onomy's  direction,  are  still  in  a  free-fall.  The  govern- 
ent's  index  of  11  such  indicators  sank  1.27<  in  Novem- 
!r,  and  since  June,  it  has  plunged  4.4?' .  The  index  has 
ily  fallen  that  fast  in  a  recession. 
And  the  downturn  is  very  near  to  being  official.  The 
asiness  Cycle  Dating  Committee  of  the  National  Bu- 
au  of  Economic  Research  released  a  statement  on 
ec.  26  saying  that  the  committee  will  likely  set  the 
•cession's  starting  point  at  sometime  between  June  and 
jptember.  It  will  meet  again  probably  after  the  release 
'  the  fourth-quarter  report  on  GNP  set  for  Jan.  25. 

THE  SLUMP  Of  course,  that  will  only  tell  consumers 
SPREADS  and  businesses  something  they  already 
TO  ALL  know.  Going  into  the  new  year,  both  sec- 

SECTORS  (-Qj.g  j^j.g  ^}^g  most  downbeat  about  their 
;onomic  and  financial  situation  since  the  last  recession, 
nd  as  the  Jan.  15  deadline  for  Iraq's  withdrawal  from 
uwait  looms,  the  growing  threat  of  a  desert  war  only 
lightens  the  air  of  uncertainty. 

Business  expectations  for  sales,  profits,  and  employ- 
ent  in  the  first  quarter  of  1991  are  all  down  sharply. 


according  to  a  Dun  &  Bradstreet  survey  of  1,500  compa- 
nies. Optimism  for  the  fourth  quarter  had  also  fallen, 
but  the  drop  in  first-quarter  expectations  for  sales  is 
even  steeper  than  the  previous  quarter's  decline. 

Moreover,  there  are  more  signs  that  the  recession  is 
leaving  few  areas  and  sectors  untouched.  First-quarter 
expectations  are  down  in  all  nine  regions  of  the  country, 
and  every  industry  group  reported  a  drop. 

I HOUSEHOLD  Consumers,  meanwhile,  have  their  own 
INCOMES  set  of  concerns:  disappearing  jobs,  shrink- 
TAKE  ij^g-  incomes,  low  savings,  and  high  debts. 

A  BLOW  j(^'g  j-jq|-  surprising  that  the  Conference 
Board's  index  of  consumer  confidence  continued  to  lan- 
guish at  an  eight-year  low  in  December  (chart). 

Jobs  are  a  growing  worry.  The  percentage  of  people 
saying  that  jobs  were  "hard  to  get"  jumped  sharply  in 
December  to  its  highest  level  in  almost  four  years. 
That's  not  hard  to  figure.  The  Board  also  reported  that 
its  index  of  help-wanted  advertising  fell  to  a  five-year 
low  in  November,  with  declines  in  every  region. 

The  recession  is  already  hit- 
ting consumers'  pocketbooks. 
Personal  income  rose  a  slim 
0.3'a  in  November,  and  real  dis- 
posable income — what's  left  af- 
ter inflation  and  taxes — has 
been  declining  since  July. 

The  fourth-quarter  drop  was 
particularly  steep.  If  real  in- 
come in  December  holds  at  the 
November  level — an  optimistic 
assumption — it  will  post  a  quar- 


CONSUMERS  CAN'T 
LOSE  THEIR  BLUES 


DEC  '89 
▲  INDEX  1985=10 


DATA  CONFERENCE  BOARD 


terly  decline  of  more  than  4.57f ,  at  an  annual  rate.  Real 
income  did  not  fall  that  fast  in  any  quarter  during  the 
1981-82  recession.  That  plunge  comes  after  a  0.7%  fall  in 
the  third  quarter  and  no  growth  in  the  second  quarter. 

Consumers  don't  have  much  in  the  way  of  savings  to 
draw  on,  either.  During  the  past  three  months,  savings 
as  a  percentage  of  disposable  income  has  fallen  to  3.8%, 
the  lowest  in  nearly  three  years.  The  saving  rate  usually 
rises  in  a  recession,  but  consumers  are  so  strapped  for 
cash  that  rebuilding  their  nest  eggs  will  take  time. 

Not  surprisingly,  real  consumer  spending  last  quarter 
is  on  track  to  drop  at  an  annual  rate  of  3% — the  largest 
decHne  in  a  decade.  The  slide  could  be  even  greater  if 
buying  fell  in  December,  which  is  likely.  Sales  of  domes- 
tically made  cars  stalled  to  a  5.1  million  annual  rate  in 
mid-December,  the  lowest  10-day  pace  in  eight  years. 

A  lower  prime  rate,  to  which  many  consumer  loans  ■  ^ 


BUSINESS  WEEK/JANUARY  14  i991  27 


Susiness  Outloo 


tied,  will  eventually  help  spur  spending.  Many  of  the 
nation's  largest  banks  have  cut  their  prime  from  10%-  to 
9.5%,  but  further  cuts  will  be  necessary  to  get  the  con- 
sumer sector — and  the  economy — back  on  its  feet. 

(FACTORY  With  consumers  in  such  a  deep  retrench- 
ORDERS  ment,  businesses  are  reeling.  Orders  are 
PLUNGED  IN  drying  up,  output  is  falling,  and  layoffs 
NOVEMBER  ^^j.^  qj-,  j.jg^  jj-,  j-j-^^^  environment,  it's 
becoming  increasingly  difficult  for  companies  to  justify 
any  major  expansions.  And  that  is  robl)ing  the  economy 
of  yet  another  source  of  demand  in  1991 — capital  spend- 
ing for  new  plants  and  equipment. 

Factory  order  books  ended  1990  with  lots  of  blank 
pages.  In  November,  new  orders  for  durable  goods  took 
a  header,  falling  10.57' ,  to  $115.9  billion.  The  November 
plunge  matched  the  record  drop  in  January,  1990.  Falling 
demand  for  aircraft  and  other  transportation  equipment 
led  the  latest  loss,  but  other  orders  declined  as  well. 

In  addition,  the  backlog  of  unfilled  orders  shrank  by  a 
large  1.1%,  and  the  purchasing  managers  reported  more 
softness  in  new  orders  during  December.  All  this  means 
even  more  cuts  in  factory  output  and  jobs. 


I MORE 
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Against  that  backdrop,  the  outlook  for 
capital  spending  is  looking  bleak.  After 
price  adjustments,  sales  of  nondefense 
capital  goods — used  by  industries  that 
business  and  consumer  goods — are  going 
nowhere.  That  means  investment  in  new  equipment 
didn't  add  much,  if  anything,  to  last  quarter's  real  GNP. 

The  1991  prospects  for  capital  outlays  aren't  any  rosi- 
er, particularly  when  you  throw  in  the  dreary  outlook  for 
construction.  The  Commerce  Dept.'s  survey  of  plant  and 
equipment  spending  plans  of  nonfarm  businesses  found 
that  capital  budgets  will  rise  by  2.4'/'  this  year  (chart). 
That's  just  0A7'  after  taking  estimated  inflation  into 
account,  which  would  be  the  smallest  gain  in  five  years. 


The  survey,  taken  in  October  and  November,  foun^ 
that  manufacturers  plan  to  increase  capital  spending  b_ 
a  mere  0.7%,  even  before  price  adjustments.  Nonmanu 
facturing  companies — mostly  trade,  finance,  and  othe 
services — expect  outlays  to  rise  by  3.4%. 

But  plant  and  equipment  spending  won't  provide  muc) 
help  to  the  economy  as  this  year  progresses.  That'; 
because  all  of  the  gain  in  business  investment  is  slate( 
for  this  quarter  and  next.  If  businesses  follow  thei: 
planned  pattern  of  spending,  capital  outlays  will  b( 
slashed  by  more  than  10%,  at  an  annual  rate,  in  th( 
second  half  of  the  year.  That  means  makers  of  durabl* 
goods  won't  get  much  relief  anytime  soon. 

Builders  of  plants  and  other 
projects  are  also  facing  a  bleak 
new  year.  In  1990,  times  were 
already  tough  for  the  housing 
and  office  sectors.  Now,  the  bad 
news  is  spreading  to  other  con- 
struction projects.  Construction 
spending  fell  0.67'  in  November, 
but  excluding  a  second  consecu- 
tive jump  in  public-works  out- 
lays, spending  in  the  private 
sectors  dropped  2.1/ 
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And  there  are  more  declines  to  come.  The  F.  W.  Dodge 
Div.  of  McGraw-Hill  Inc.  reports  that  new  building  con 
tracts — an  indicator  of  future  construction — fell  by  0.17> 
in  November,  to  their  lowest  level  in  five  years.  That 
means  construction  will  be  yet  another  drag  on  economic 
growth  in  the  first  half  of  1991. 

With  the  economy  heading  into  the  new  year  amid  so 
much  weakness,  the  current  wave  of  pessimism  seems 
justified.  The  best  hope  is  that  the  cutbacks  in  output  so 
far  have  been  sufficient  to  prevent  a  buildup  of  inven 
tories  that  would  cause  even  more  cutbacks  later  on.  But 
because  last  quarter's  demand  shock  was  so  great,  even 
that  bit  of  optimism  is  open  to  question. 


THE  WEEK  AHEAD 


INSTALLMENT  CREDIT 


Tuesday,  Jan.  S 

Consumers  pi'obabiy  toc)k  cjii  abcjut  $1.8 
l)illion  more  in  installment  debt  than 
they  paid  off  in  November,  after  their 
debt  levels  grew  l)y  %\.^>  billion  in  Octo- 
l)er.  In  November,  a  gain  in  revolving 
credit — mainly  credit  cards — offset  the 
continued  downturn  in  auto  loans.  Auto 
financing  has  declined  for  seven  months 
in  a  row,  including  an  $800  million  drop 
in  October.  Consumers,  however,  ai'e  re- 
lying heavil>  on  credit  cards.  Revolving 
credit  grew  $1.6  billion  in  October 
and  is  up  some  147  from  a  year  ago. 
Rising  oil  bills  and  higher  taxes  have 
taken  large  bites  oui  of  personal  income 
since  the  summer.  Househokls  may  be 


using  credit  cards  to  bridge  the  gajj  be- 
tween income  and  spending. 

INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  Jan.  10,  8: JO  a.m. 
New  filings  for  state  unemployment  in- 
surance benefits  likely  stood  at  an  annu- 
al rate  of  about  450,000  for  the  week 
ended  Dec.  29,  the  same  recession-like 
level  that  has  prevailed  since  late  Octo- 
ber. The  high  rate  of  jobless  claims  indi- 
cates that  the  U.  S.  unemployment  rate 
should  be  running  closer  to  77,  rather 
than  the  5.97  reported  in  November. 
Claims  could  be  depressed  by  state  of- 
fice closings  for  Christmas  or,  in  the 
following  week,  for  New  Year's  Day. 
That  would  mean  a  sharp  rebound  in 
filings  in  mid-January. 


PRODUCER  PRICE  INDEX 


Friday.  Jan.  11,  8:S0  a.m. 
Producer  prices  for  finished  goods  prob- 
ably increased  by  0.27  in  December,  the 
same  modest  gain  as  in  November.  Ex- 
cluding food  and  energy,  prices  likely 
also  rose  by  0.27  last  month,  after  a 
faster  0.5?'  advance  in  November.  That 
gain,  however,  was  due  mostly  to  rising 
prices  of  cars  and  tobacco  products.  Oil 
costs  likely  remained  subdued  last 
month,  after  rising  0.17  in  November. 
However,  the  jump  in  fuel  prices  from 
August  to  October  will  leave  its  mark  on 
1990  inflation.  For  the  year,  producer 
prices  rose  by  77 .  But  in  the  last  half  of 
1990,  wholesale  inflation  soared  at  an 
annual  rate  of  more  than  137. 
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It's  certainly  no  surprise  that 
British  Airways  Club*  Class 
passengers  arrive  ready  to  do 
business.  After  all,  they've 
been  pampered  the  entire  way 
by  an  attentive  crew.  They've 
selected  from  a  choice  ol  gour- 
met entrees-all  served  on 
Royal  Doulton*  china.  And 
they've  relaxed  in  a  comtort- 
ably  contoured  reclining  seat. 
In  other  words,  they've  experi- 
enced the  kind  of  service  one 
never  tires  ot. 


CLUB 


BRITISH  AIRWAYS 


The  world's  tavouritc  airline.' 
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BEEN  DOWN 
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BUT  UNIONS  MAY  RIDE  OUT  THE  RECESSION 
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veil  before  the  economy  i)efian  to 
^^ul■,  llie  1990s  looked  like  a  dark 
decade  for  organized  labor.  Fir.st, 
(jreyhound  Lines  Inc.  replaced  its  strik- 
ing drivers  last  summer.  Then,  the  New 
York  Daili/  Neii's  tried  to  put  out  a  pa- 
per without  its  unions.  Now,  with  a  re- 
cession apparently  in  full  swing,  you 
might  think  that  any  union  negotiating  a 
new  contract  in  1991  would  have  to  run 
at  top  speed  just  to  stay  in  place. 

Not  exactly.  In  fact,  many  union  em- 
ployees can  look  forward  to  a  fairly  hap- 
py new  year.  To  be  sure,  there  will  be 
some  tough  negotiations.  And  unions 
will  probably  get  minimal  raises  in  hard- 
hit  industries  such  as  rubber,  trucking, 
and  in  parts  of  the  public  sector. 

Still,  unless  the  recession  is  much 
more  severe  than  most  economists  pre- 
dict, few  unions  will  face  the  kind  of 
concessionary  demands  that  left  labor 
reeling  in  the  19S(ls. 
Most  of  those  whose 
pacts  expii'e  this  year 
can  anticipate  at  least  a 
small  pay  hike  (table). 
And  a  few  of  the  stron- 
ger unions  should  see 
increases  that  approxi- 
mate or  even  exceed  in- 
flation, assuming  that 
1991  prices  rise  by  only 
the  current  consensus 
forecast  of  4''  or  so. 
That  would  l.)e  no  small 
achievement,  since 
union  employees  as  a 
whole  have  matched 
the  Consumer  Price  In- 
dex (Cl'I)  only  once  since  198.>.  "If  we 
don't  have  a  really  long  recession, 
unions  should  do  0.  K.  on  i)ay  next 
year,"  says  Audrey  Freedman,  a  labor 
economist  at  the  Conference  Board. 

Tlie  prospects  for  organized  labor  look 
relatively  upbeat  largely  because  union 
workers  have  already  taken  most  of 
their  lu-nps.  Spurred  by  over.seas  rivals, 
much  Oi  the  manufacturing  sector  bit 
the  bullet  during  the  past  decade.  The 


resulting  restructurings  caused  sharp 
cuts  in  jobs  and  pay  for  many  unions, 
which  are  most  heavily  represented  in 
factories.  But  productivity  also  shot  up. 
What's  more,  manufacturers  kept  the  ef- 
ficiency gains  coming  last  year  by  cjuiet- 
ly  trimming  their  payrolls  before  de- 
mand di})ped.  That  kept  unit-labor  costs 
flat  even  as  employers  doled  out  biggei' 
pay  hikes  (chart). 

TIGHT  SHIPS.  The  result:  Many  manufac- 
turers are  relatively  well-equipped  to 
deal  with  a  slowdown.  In  the  12  months 
prior  to  September,  1990,  factory  produc- 
tivity shot  up  nearly  4'/',  notes  Stephen 
S.  Roach,  an  economist  at  Morgan  Stan- 
ley &  Co.  That's  roughly  four  times 
greater  than  the  gains  that  occurred  in 
the  12  months  preceding  the  past  four 
recessions.  "The  manufacturing  sector  is 
finally  realizing  a  significant  productivi- 
tv  dividend,"  sav-s  Roach.  "So  this  down 
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174,000 

March 

TRUCKING 
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cycle  may  not  be  as  bad  as  usual." 

rsx  Corp.'s  steel  unit  is  a  good  exam- 
ple. The  former  U.  S.  Steel  Corp.  re- 
sponded to  the  industry  shakeout  of  the 
early  1980s  by  cutting  employee  compen- 
sation, closing  old  plants,  and  slashing 
its  unionized  work  force  from  some 
.50,000  in  1982  to  about  18,000  today.  The 
company's  remaining  plants  are  among 
the  most  productive  in  the  world. 

Now,  USX  believes  it  can  sustain  an 
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THE  STEELWOKKERS' 
PACKAGE  COULD 
MATCH  INFlATIONv^, 


expected  5'7J  to  10'/'  decline  in  industry 
shipments  this  year  with  little  impact  on 
the  bottom  line.  The  company  recently 
tried  to  negotiate  a  new  contract  with 
the  United  Steelworkers  (IISW)  months 
before  the  current  one  expires  on  Jan. 
■il.  Management  offered  an  8.87'  pay 
hike  over  four  years,  plus  relatively  gen- 
erous benefit  upgrades.  And  an  incen- 
tive plan  tied  to  quality  improvements 
could  bring  added  increases  of  anywhere 
from  2'/!  to  2!)'a.  The  l!SW  turned  down 
the  idea,  increasing  the  probability  of  a 
short  strike  this  winter.  But  in  the  end, 
the  union  is  likely  to  get  a  package  that 
roughly  matches  inflation. 

General  Electric  Co.'s  spring  bargain- 
ing sessions  are  also  likely  to  be  relative- 
ly cordial.  The  company  weathered  the 
'80s  by  holding  down  pay  hikes,  boosting 
productivity,  and  selling  less  competitive 
divisions  such  as  television  manufactur- 
ing. As  a  result,  its  estimated  1990  oper- 
ating margin  was  16.57,  up  from  127  in 
1980,  and  is  expected  to  remain  over  16'  ' 
in  1991,  according  to  First  Boston  Corp. 
True,  much  of  the  good  news  comes 
from  NBC  Inc.  and  other  units  that  em- 
ploy relatively  few  union  workers.  Still, 
insiders  say  management  will  probably 
avoid  a  fight  by  granting  pay  hikes  that 
more  or  less  keep  pace  with  the  CI'l. 

The  pay  cuts  of  the  1980s  are  over  at 
the  airlines,  too,  at  least  at  the  strongest 
carriers.  The  rhetoric  is  already  flying  at 
American  Airlines  Inc.  and  United  Air- 
lines Inc.,  where  initial  bargaining  began 
last  year.  American's  pilots  are  unhappy 
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with  a  low  pay  offer  and  proposed  cost 
shifts  in  medical  insurance.  But  they 
have  already  been  offered  a  deal  that 
would  almost  match  inflation,  and  the 
terms  are  sure  to  be  sweetened  before 
the  battle  ends. 

Although  there  could  be  a  fight  in 
heavy  equipment  as  well,  the  final  out- 
come may  not  be  much  different  there, 
either.  The  United  Auto  Workers  dJAWi 
is  sure  to  demand  that  Caterpillar  Inc. 


and  Deere  &  Co.  match  the  tei'iiis  it 
recently  won  from  Navistar  Internation- 
al Corp.  after  a  short  strike  in  early 
November.  Navistar  agreed  to  an  imme- 
diate '.i'/'  pay  hike,  plus  two  37  bonuses 
in  the  second  and  third  years,  on  top  of  a 
generous  cost-of-living-adjustment  for- 
mula. Caterpillar  and  Deere  are  expect- 
ing a  poor  first  quarter  and  may  resist  a 
similar  deal.  But  unless  the  recession 
shows  no  sign  of  easing  by  October, 
when  their  contracts  expire,  the  UAW  is 
likely  to  put  its  foot  down.  Already,  the 
union  has  pointed  to  the  fat  profits 
Deere  has  raked  in  since  1988. 
WHERE  IT  HURTS.  Labor's  prospects 
aren't  uniformly  cheery,  of  course. 
There's  likely  to  be  a  lot  less  give  in 
industries  such  as  trucking,  rubber,  gar- 
ment-making, and  in  the  public  payrolls 
of  budget-pinched  states  such  as  New 
York.  In  trucking,  for  example,  stiff 
competition  from  nonunion  truckers  hurt 
many  unionized  companies  long  before 
the  economy  slowed.  In  fact,  a  number 
of  smaller  truckers  would  probably  go 
belly-up  without  special  concessions 
granted  by  the  Teamsters. 

The  union  knows  it  could  lose  more 
jobs  if  it  demands  too  much  in  its  Master 
Fi'eight  Agreement,  which  covers  some 
160,000  drivers  and  sets  a  pattern  for 
several  hundred  thousand  more.  But 
that  doesn't  guarantee  labor  peace.  In 
1988,  skimpy  pay  raises  prompted  angry 
members  to  vote  down  the  current  con- 
tract by  6:]'  - .  It  took  effect  only  because 
of  a  union  rule  that  allowed  the  leader- 
ship to  implement  any  deal 
not  rejected  by  a  two- 
thirds  margin.  That  rule 
has  since  been  abolished. 

What's  more,  the  first- 
ever,  secret-ballot  elections 
for  the  union's  presidency 
are  scheduled  for  next 
year.  That  will  put  the  con- 
tenders, including  R.  V. 
Durham,  the  Teamsters' 
chief  negotiator,  under  in- 
tense political  pressure  to 
fight  for  a  better  deal.  "I 
don't  think  we  can  sell  our 
members  on  a  deal  that 
doesn't  include  a  wage 

 :  —  I  hike  that's  higher  than  last 

time,"  says  a  top  Teamsters  official. 

While  some  unions  may  get  respect- 
able raises  in  1991,  unionized  workers  as 
a  whole  will  have  a  tough  time  outpac- 
ing inflation.  Still,  given  labor's  weak- 
ness in  the  past  decade,  union  members 
should  be  as  pleased  with  their  pros- 
pects as  anyone  can  be  in  an  economy 
that's  on  the  decline. 

By  Aoro>i  Bernstein  in  New  Yorl{.  witlt 
bureau  reports 
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SOVIET  UNION 


A  LITHUANIAN  MARKET:  NEW  TRADE  AGREEMENTS  AMONG  REPUBLICS  COULD  FACILITATE  FOOD  DISTRIBUTION 


A  WRENCHIHG  TUG-OF-WAR 
WITH  MOSCOW 


Conflicts  over  sovereignty  are  flaiing  across  the  Soviet  Union 


If  only  all  choices  were  so  easy.  Kerst 
is  one  of  the  first  factories  in  Mos- 
cow to  privatize.  According  to  feder- 
al Soviet  law,  the  maker  of  building  ma- 
terials must  pay  taxes  equal  to  45'/  of 
its  net  revenues  this  year.  If  it  somehow 
turns  a  profit  anyway,  two-thirds  of  the 
earnings  go  to  the  state.  The  Russian 
rejjublic's  new  tax  policies  are  generous 
by  comparison:  The  republic  claims  only 
38'/'  of  net  revenues  and  half  of  any 
profits.  Whose  laws  does  Kerst  plan  to 
obey?  "Enterprises  that  are  strong  and 
have  the  support  of  their  workers  will 
follow  the  Russian  laws,"  says  Director 
Viktor  Y.  Makarov. 

That's  the  kind  of  breakaway  Presi- 
dent Mikhail  Gorbachev  can  expect 
throughout  the  Soviet  Union  in  1991,  a 
year  that  he  predicts  will  decide  "the 
fate  of  our  multinational  state."  And  de- 
spite the  new  presidential  powers  that 
Gorbachev  has  amassed,  it's  more  appar- 
ent that  the  Soviet  leader's  ability  to  set 
(lie  country's  political  and  economic 
.'i  :' nda  is  waning.  While  Gorbachev  is 
si  i.  ::  juggling  the  left  and  right  wings 
in  sscow,  momentum  for  change  is 
grow  ;-  stronger  in  republican  and  local 
gover;.!iients.  They  will  either  lead  the 
country  into  even  moie  chaos  or  set  the 


stage  for  true  reform.  The  key  is  for 
Gorbachev  to  abandon  his  insistence  on 
centralized  economic  control. 

The  greatest  pressure  is  coming  from 
the  Russian  republic,  which  is  trying  to 
wrest  control  of  the  economy  away  from 
Gorbachev.  Not  only  did  the  Russian 
parliament  approve  separate  tax  policies 
but  it  also  dealt  Gorbachev  a  devastat- 
ing blow  on  Dec.  27  by  slashing  its  con- 
tribution to  the  national  budget  by  85'/'. 
The  Russians  say  they  render  more  tax 
money  than  any  other  republic,  yet  the 
central  government  has  never  accounted 
for  the  proceeds.  "The  Russian  Federa- 
tion will  no  longer  automatically  remit 
money  to  the  [federal]  budget,"  says 
Sergei  Krasavchenko,  head  of  the  Rus- 
sian parliament's  Committee  on  Econom- 
ic Reform  &  Ownership. 
BIG  TEST.  Unless  the  dispute  is  resolved, 
tlie  damage  could  be  enormous.  If  the 
Russians  fulfill  their  threat  to  withhold 
payment,  "millions  of  people  will  be  left 
without  salaries,"  says  Mikhail  Bo- 
charov,  a  radical  deputy  who  sits  in  both 
the  national  and  Russian  parliaments. 
Also,  transport  will  stop,  institutes  and 
factories  will  close  down,  and  the  econo- 
my will  grind  to  a  halt  within  a  few 
weeks.  Coming  to  terms  with  the  Rus- 


sian republic  is  a  crucial  tt 
for  Gorbachev.  At  worst, 
could  risk  a  parliamenta 
standoff  by  issuing  a  deer 
canceling  the  Russian  repi 
lie's  decision.  A  happier  oi 
come  would  be  for  him 
finally  accept  the  idea  of 
decentralized  Soviet  Unior 
At  that  point,  Moscow  a 
the  republics  could  ma 
strides  on  a  new  union  tn 
ty.  Few  of  the  leaders  of  t 
country's  15  republics  li 
Gorbachev's  version,  whi 
keeps  much  power  in  t 
hands  of  the  central  gove: 
ment.  So  the  republics  £ 
simply  acting  as  if  the  uni 
no  longer  exists  and  £ 
working  on  agreemer 
among  themselves.  Russ 
for  example,  has  signed 
lateral  treaties  covering  e 
nomic  and  political  relatic 
with  Byelorussia,  Kazal 
Stan,  Moldavia,  and  t 
Ukraine.  Such  deals  coi 
form  the  basis  for  a  new  agreement  gi 
erning  trade  between  republics. 

They  could,  for  example,  facilitate  b 
ter  distribution  of  food.  Widespre 
shortages  now  hamper  large  cities  si; 
as  Moscow  and  Leningrad.  Yet  food-r 
provincial  centers  such  as  Alma  Ata 
Kazakhstan  and  Kislovodsk  in  the  nor 
ern  Caucasus  have  ample  supplies 
moderately  priced  meat  and  produ 
The  reason:  Local  farmers  have  brot 
from  Moscow's  control  and  are  refusi 
to  send  most  of  their  products  to  1 
cities  at  cheap  prices. 
MASTER  TACTICIAN.  In  a  last-ditch  eff 
to  keep  central  control,  Gorbachev  co] 
turn  to  crackdowns  by  the  police,  Kii 
and  army.  Yet  that  would  jeopardize 
to  $17  billion  in  credits  that  the  Inter 
tional  Monetary  Fund  expects  the  Wj 
to  grant  the  Soviet  Union  this  year.  S(i 
eral  of  the  world's  largest  oil  compani 
are  now  in  the  country  putting  togetl 
deals,  and  violent  reaction  would  almt 
surely  stall  the  much-needed  influx  |) 
foreign  currency  and  expertise.  ji 
The  Soviet  Union's  future  is  incref 
ingly  difficult  to  predict.  For  his  enijj 
six-year  tenure,  Gorbachev  has  pro'i 
to  be  a  master  tactician,  balancing  ji 
tween  right  and  left,  patching  toget? 
compromises,  and  pushing  the  counj?; 
toward  ever  more  surprising  changs 
But  to  keep  reform  moving,  Gorbacfir 
now  must  make  a  clean  break  from  I 
past.  For  many  reasons,  his  wis$ 
course  would  be  to  allow  a  high  deg^i 
of  regional  autonomy — if  he  can  bri? 
himself  to  do  it. 

By  Rose  Brady  in  M'> 
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ONGRESS  WANTS  A  TOUGHER  FDA— 
;UT  IT'S  NOT  SURE  HOW  TOUGH 


bill  to  prevent  a  new  generic-drug  scandal  has  run  into  roadblocks 


ack  in  1989,  as  federal  investiga- 
tors uncovered  a  morass  of  brib- 
ery and  falsified  records  in  the 
neric-drug  industry,  Representative 
in  D.  Dingell  (D-Mich.)  asked  Food  & 
ug  Administration  officials  a  simple 
estion:  If  companies  such  as  Bolar 
armaceutical  Co.  had  hoodwinked  the 
A  into  approving  some  of  their  generic 
-sions  of  brand-name  drugs,  why  was 
agency  allowing  these  companies  to 
itinue  selling  other  generics?  The  be- 
guered  FDA  responded  that  it  didn't 
ve  the  authority  to  ban  the  drugs.  So 
figell  vowed  to  give  the  agency  a 
irp  new  set  of  enforcement  teeth. 
He's  doing  his  best  to  keep  his  prom- 
.  Under  a  measure  Dingell  is  pushing, 
a  generic-drug  company  cheated  on  a 
ig  application,  the  FDA  would  have  to 
id  up  all  of  the  company's  pending 
ig  approvals — and  even  bar  it  from 
ling  existing  products  (table).  "Right 
iv,  we're  not  putting  any  misery  on 
;  scoundrels  who  are  doing  these 
ngs,"  says  Dingell.  "How  about  shut- 
g  them  down  for  a  couple  of  years  so 
iy  can  contemplate  better  practices?" 
HOUSE  BATTLE.  Crafting  new  enforce- 
int  weapons  for  the  FDA  has  already 
•ned  into  a  contentious  process,  how- 
ir.  In  the  waning  days  of  the  last 
ngress,  Dingell  was  set  to  ram  his  bill 
•ough  the  House  after  just  one  hear- 
But  he  dropped  it  at  the  last  minute, 
,er  Senator  Howard  M.  Metzenbaum 
ide  it  clear  that  the  bill  wouldn't  go 
•  in  the  Senate.  The  Ohio  Democrat 
Tiplained  that  the  "debarment"  mea- 
re  suffered  from  too  hasty  drafting 
d  should  cover  more  than  the  gener- 
irug  industry.  "The  question  is  not 
lether  we  should  have  a  debarment 
1  but  rather  what  we  should  put  in 
"  says  a  staffer  for 
itzenbaum,  who  plans 
introduce  legislation 
fitil  is  month  that 
uld  apply  to  food, 
I  md-name  drugs, 
eih  d  medical  de- 
lut  '.es,  as  well  as  ge- 
ric  drugs. 
The  episode  has 
iitl  't  Dingell  fum- 
The  combative 
airman  of  the 
)use  Energy  & 
■mmerce  Committee 
lintains  that  a  narrow  bill  is  a 


that's  needed  to  clean  up  what  he  calls 
"the  most  pervasively  corrupt  industry 
we  have  ever  uncovered."  Indeed,  gener- 
ic drugmakers  have  much  more  opportu- 
nity to  cheat  than  closely  scrutinized 
brand-name  drug  companies.  In  1990, 
three  generic-drug  companies  were  con- 
victed of  fraud,  and  indictments  of  up  to 
a  dozen  more  are  expected. 

Dingell's  strategy  has  the  advantage 
of  muting  industry  opposition.  The  pow- 


Lawmakers  are  considering 
legislation  that  could  hold  up 
product  applications  and  ban 
sales  of  approved  drugs 


erful  brand-name  companies  don't  object 
to  anything  that  might  take  lower-priced 
generic  rivals  off  the  market.  "We're 
willing  to  accept  Dingell's  bill  because 
debarment  doesn't  cover  our  compa- 
nies," says  a  spokesman  for  the  Pharma- 
ceutical Manufacturers  Assn.  The  gener- 
ic companies,  for  their  part,  are  in  no 
position  to  complain.  "One  of  the  threats 
from  Dingell's  staff  was  that  if  we  op- 
posed the  bill,  they  would  bring  in  doz- 
ens of  people  and  compa- 
nies and  force  them  to  take  .  .  . 
the  Fifth  Amendment," 
says  one  generic-drug 
executive  who  re- 
fused to  be  quoted  by 


A  BITTER  PILL 
FROM  CONGRESS 


name.  "The  companies  would  be  so  stig- 
matized that  they  would  have  wished 
they  had  supported  the  bill." 

Yet  Dingell's  chances  of  passing  gen- 
erics-only  legislation  in  the  next  session 
of  Congress  seem  slim.  For  one  thing, 
concern  among  physicians  and  patients 
over  the  generic-drug  scandal  appears  to 
have  abated  (chart).  More  important, 
congressional  sentiment  is  turning  to- 
ward a  far  broader  bill,  which  has  the 
backing  not  only  of  Metzenbaum  but 
also  of  Henry  A.  Waxman  (D-Calif.), 
chairman  of  the  House  health  and  envi- 
ronment subcommittee. 
RAISING  HACKLES.  But  the  prospect  of  a 
broader  bill  that  also  would  cover  brand- 
name  drugs,  medical  devices,  and  other 
products  regulated  by  the  FDA  is  mobiliz- 
ing Washington  lobbyists.  What  espe- 
cially worries  companies  are  the  strong 
debarment  provisions.  At  their  most  pu- 
nitive, they  would  give  the  FDA  the  pow- 
er to  punish  an  entire  company  for  the 
criminal  behavior  of  a  single  employee. 

Industry  lawyers  charge  that  penal- 
ties such  as  holding  up  all  new-product 
applications  and  banning  sales  of  al- 
ready-approved treatments  are  danger- 
ous as  well  as  draconian.  "Broad  debar- 
ment proposals  would  harm  the  public 
by  leading  to  the  removal  of  safe  and 
effective  therapies  from  the  market," 
explains  Bruce  N.  Kuhlik  of  Washington 
law  firm  Covington  &  Burling.  Nor  does 
the  punishment  fit  the  crime,  critics 
charge.  "We  don't  shut  down  the  Senate 
if  a  senator  takes  a  bribe,"  notes  Wash- 
ington lawyer  Richard  M.  Cooper,  a  for- 
mer FD.A^  chief  counsel. 

Lawmakers  are  already  talking  about 
compromises.  One  idea  is  to  include 
waivers  allowing  the  sale  of  lifesaving 
drugs  despite  a  compa- 
.  -  ■  •        ny's  malfeasance  on  an- 

other product.  Another 
is  to  limit  penalties  to 
drugs  worked  on 


MAKERS  OF 
GENERIC  DRUGS 
BOUNCE  BACK 


Main  points  of  a  bill  backed  by  Repre- 
sentative John  Dingell  (D-Mich.): 

►  Any  generic  drug  company  con- 
victed of  fraud  in  making  a  product 
or  gaining  FDA  approval  would  be 
barred  from  the  FDA  approval  pro- 
cess for  at  least  18  months.  All  appli- 
cations under  review  would  be  put 
on  hold 

:  ►  The  FDA  could  bar  a  convicted 
company  from  marketing  all  of  its 
already  approved  products,  even 
drugs  that  had  been  in  use  for  years 

►  The  agency  could  impose  fines  of 
up  to  .$5  million  on  companies  that 
cheat  in  the  approval  process 


1% 


by  the  errant  em- 
ployee. But  Con- 
gress will  resist 
watering  down  the 
legislation.  "This 
area  is  so  impor- 
tant that  we  have 
to  err  on  the  side 
of  being  harsh," 
says  a  Waxman 
staffer.  The  trick 
for  lawmakers  is  to 
hammer  out  a  mea- 
sure that  is  broad 
enough  to  enlist 
congressional  sup- 
port and  narrow 
enough  to  get 
around  industry  ob- 
jections. 

By  John  Carey 
in  Washington 


THE  BODY  SHOP'S  ECOLOGY-FRIENDLY  BEAUTY  PRODUCTS  WERE  BIG  SELLERS 


THE  STORES 

THAT  SCARED  THE  GRINCH  AWAY 


Some  retailers  did  well  by  offering  bargains.  Others  relied  on  gimmicks 


To  update  the  old  carol,  'twas  the 
season  to  jjinch  pennies.  That's 
how  many  people  felt  about  Christ- 
mas, 1990.  As  retail  analyst  and  consul- 
tant Walter  Loeli  explains:  "The  consum- 
er was  worried  about  higher  heatinf>'  oil 
and  gasoline  prices,  unemployment,  and 
a  war."  Hardly  a  formula  for  carefree 
shop})ing — and  not  even  mid-December 
clearance  sales  could  boost  overall  holi- 
day retail  sales  much.  In  inflation-adjust- 
ed dollars,  Christmas  sales  actually 
dropped  slightly. 

But  not  every  retailer  suffered  from 
dismal  results.  Several  chains  are  ex- 
pected to  report  healthy  sales  gains  for 
the  season  (table).  The  Gap  Inc.  has  been 
a  strong  performer:  December  sales  in 
Gap  stores  open  a  year  or  more  will 
probably  be  up  5' ;  to  10'  ' .  Costco  Whole- 
sale Corp.,  an  operator  of  giant  member- 
ship warehouse  stores,  reports  same- 
store  sales  for  the  four  months  starting 
last  Sept.  1  were  up  20'''' .  Analysts  esti- 
mate that  one  division  of  The  Limited 
Inc.,  Victoria's  Secret,  did  particularly 
well,  with  same-store  sales  up  20'/'  or  so. 

Not  surprisingly,  a  key  strategy  in 
many  of  these  successes  was  to  offer 
consumers  a  way  to  stretch  their  dollar. 
Claire's  Stores  Inc.,  which  dots  malls  na- 
tionwide with  its  tiny  boutiques,  sells 
costume  jewelry  and  such  inexpensive 


accessories  as  belts — items  that  cost  a 
lot  less  than  a  dress.  "As  women  have 
less  money  to  spend,  they  will  look  for 
ways  to  revive  an  old  outfit,"  says 
Claire's  Chief  Executive  Rowland 
Schaefer.  Pi'ofits  f(.)r  1990  should  in- 
crease 2-7 ' ,  to  $24  million  on  sales  of 
$2r,0  million. 

TO  THE  MAXX.  Stores  offering  consistent- 
ly low  prices  also  attracted  new  custom- 
ers. "Consumers  trade  down  in  rough 
times,"  notes  Richard 
N.  Baum,  an  analyst  at 
Sanford  C.  Bernstein  & 
Co.  One  beneficiary, 
says  Baum:  the  T.  J. 
Maxx  chain  of  off-price 
stores,  which  manages 
through  tight  cost  con- 
trols and  opportunistic 
buying  to  offer  lower 
prices  on  brand  names 
year-round. 

Crate  &  Barrel,  the 
purveyor  of  moderate- 
ly priced  tableware, 
also  benefited  from  an 
influx  of  affluent  con- 
sumers feeling  the 
pinch:  Its  same-store 
sales  in  Chicago,  Tex- 
as, and  Washington 
were  up  14'/{  or  more. 


f 
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BRIGHT  SPOTS 

IN  THE  GLOOM 

Retailer             Holiday  sales  growth* 

Percent 

BODY  SHOP 

Natural  beauty  aids 

27% 

VICTORIA'S  SECRET 

Fancy  lingerie  retailer 

20 

CLAIRE'S  STORES 

Costume  jewelry 

16 

MERRY  GO  ROUHD 

Midpriced  trendy  clothes 

16 

T.J.  MAXX  8 

Discount  fashion  apparel 

BON  MARCHE 

7 

Department  store 

*  Estimated  year-over-year  growth  of  holi- 
doy-season  retail  sales  in  stores  open  a 

year  or  more 

DATA:  COMPANY  ESTIMATES. 
SANFORD  C  BERNSTEIN  &  CO, 

"We  were  thrilled  with  the  season  wi 
had,"  says  Gordon  I.  Segal,  Crate  &  Bar 
rel's  founder  and  chief  executive. 
'    Other  retailers  did  not  have  to  rel 
exclusively  on  lower  prices.  At  Seattl 
based  Bon  Marche  Inc.  departmen 
stores.  Chairman  William  Fix  report 
same-store  sales  gains  of  77'  to  87''.  No 
bad  for  a  company  whose  parent,  Fedei 
ated-Allied  Stores,  is  laboring  in  Chapte 
11.  Fix  believes  that  extensive  remode 
ing  of  existing  stores  and  a  sturdy  rd 
gional  economy  did  the  trick.  Pricej] 
items  such  as  $40  neckties  moved  brisky 
ly,  and,  says  Fix,  "we  had  a  huge  leathi:; 
er-jacket  year." 

Most  consumption,  though,  wasn't  so^ 
conspicuous.  "Excessive,  glitzy  thing: 
are  not  cool  anymore,"  says  Carol  Farm 
er,  a  retail  consultant  based  in  Boca  Ra 
ton,  Fla.  The  trend  toward  '90s-style  re 
straint,  she  says,  helps  explain  thi 
Ijhenomenal  success  of  the  basic  T 
shirts,  pants,  and  sweaters  from  Th' 
Gap,  whose  ads  stress  simple  attire. 
CREME  DE  LA  CREAM.  Then  there's  th' 
all-natural  appeal  of  Body  Shop  Interna 
tional  PLC,  a  British-based  chain.  SinC' 
Body  Shop  entered  the  market  here  ii 
1988,  startup  costs  have  kept  U.  S.  oper 
ations  in  the  red.  For  November  an( 
December,  though,  Body  Shop's  U.  S.  lo 
cations  have  been  profitable,  thanks  t( 
an  impressive  27'/'  sales  growth  rate  fo: 
its  13  stores  open  more  than  a  year 
Body  Shop  lotions  and  creams  are  mad( 
with  natural  ingredients  and  without  th( 
use  of  animal  safety  tests.  The  product; 
aren't  bargains:  A  20-ounce  bottle  o 
peppermint-scented  foot  lotion  goes  foi 
$23.15.  But  the  lotion  and  many  othei 
items  sell  fast.  Says  Helen  Mills,  co-own 
er  of  four  Washington  area  Body  Sho{ 
franchises:  "On  Dec.  17,  we  phoned  ou: 
bankers  to  say  we  had  already  met  oui 
sales  projections  for  the  month." 

With  Christmas  pasi 
them,  even  winning  rej 
tailers  face  a  yeai 
when  meeting  sales 
projections  will  just  gei 
harder.  "We  were  slug 
ging  it  out  every  day' 
this  Christmas,  says 
Crate  &  Barrel's  Segal 
who  expects  a  ver\ 
competitive  1991.  Bui' 
the  successful  stores 
have  built  up  a  mo 
mentum  that  ought  tc 
help  them  get  through 
one  of  the  toughesl 
stretches  retailers  havt 
faced  in  years. 

By  Christopher  Powei 
in  New  York,  with  Julio 
Fli/rui  Siler  in  Chicag<^ 
and  bureau  reports 
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TERTAINMENTI 


:URTAINS  FOR  TINSELTOWN 
VCCOUNTING? 


.  judge  may  send  its  cherished  'net-profit'  deals  the  way  of  one-reelers 


rt  Buchwald  thought  it  was  a 
funny  story.  So,  apparently,  did 
Paramount  Pictures  Corp.  A  Cal- 
'ornia  judge  ruled  last  January  that  the 
tudio  used  Buchwald's  idea  when  it 
lade  its  1988  blockbuster  Coming  to 
Imerica.   Most  trials   might  have 
topped  there.  But  in  determining  how 
nuch  money  Buchwald  and  Hollywood 
•roducer  Alain  Bernheim  are  due,  Los 
*Lngeles  Superior  Court  Judge  Harvey 
Schneider  has  effectively  put  Holly- 
vood's  often  mjsteri- 
)us  accounting  prac- 
,ices  on  trial. 

On  Dec.  23,  Schneider 
•uled  that  Paramount,  a 
;nit  of  Paramount  Coni- 
Tiunications  Inc.,  hail 
forced  Buchwald  and 
Bernheim  into  an  "un- 
conscionable" agree- 
ment on  fees.  The  judge 
threw  out  the  contract 
the  two  men  had  signed 
with  the  studio  in  1983 
for  the  rights  to  Buch- 
wald's script,  which  he 
called  King  for  a  Day. 
Attorneys  for  Para- 
mount say  they  will  ap- 
peal all  aspects  of 
Schneider's  decision. 
But  if  it  stands,  the  rul- 
ing will  almost  certainly 
shake  Hollywood's  de- 
cades-old system  of  giving  "net  profit" 
deals  to  the  writers,  producers,  and  ac- 
tors who  make  its  films.  And  it  could 
invite  a  wave  of  litigation  from  creative 
types  who  think  they  got  a  raw  deal 
from  the  studios  on  past  pictures. 
EMPTY-HANDED.  Even  before  Schneider's 
decision,  the  year-long  trial  had  cast  a 
spotlight  on  Hollywood's  frequently  crit- 
icized accounting.  While  Coming  to 
America  generated  more  than  $12.5  mil- 
lion in  revenues  for  Paramount  through 
late  1989,  the  studio  told  Schneider's 
court  that  the  film  posted  an  $18  million 
deficit.  But  that  "loss"  came  after  de- 
ducting such  costs  as  the  interest  the 
studio  would  have  earned  if  it  had 
banked  the  film's  $58.4  million  budget 
instead  of  spending  it  on  moviemaking. 

Paramount  also  loaded  down  the  in- 
come statement  of  Coming  to  America 
with  such  items  as  $3.7  million  paid  to 
house  star  Eddie  Murphy's  office  staff. 
An  additional  $1  million  was  spent  on  his 


"entourage" — including  a  valet,  body- 
guards, and  a  personal  trainer.  Then 
there's  the  $256  paid  to  a  local  McDon- 
ald's. The  Buchwald  camp  contends 
that's  the  check  Murphy's  entourage  ran 
up  in  one  sitting.  Paramount  says  it  was 
the  tab  for  buying  Egg  McMuffins  for 
the  film's  extras. 

With  all  the  charges,  Buchwald  and 
Bernheim,  who  were  entitled  to  a  piece 
of  any  net  profits,  would  come  away 
empty-handed   under   Paramount's  ac- 


counting. "By  skillful  manipulation  of  its 
rights  under  the  net  profit  participation 
agreements,  a  studio  can  .  .  .  literally 
profit  by  spending  more  than  it  takes 
in,"  said  Max  E.  Youngstein,  a  former 
Ijrincipal  at  United  Artists  Inc.,  in  a  de- 
position on  behalf  of  the  Buchwald  team. 

How  skillful  Paramount  was  is  the 
question  that  Judge  Schneider  wants  an- 
swered. He's  focusing  on  seven  areas  in 
the  contract.  Among  other  things,  he 
wants  to  know  if  the  studio  should  have 
assumed  that  an  interest-l)earing  invest- 
ment would  have  earned  125'v  of  the 


'What  the  judge  seems  to 
waiit  to  do  is  to  regulate  us 
like  a  utility,'  says  a 
Paramount  attorney 


prime  rate  and  whether  ov'erhead 
charges — set  at  15'/'  of  the  movie's  pro- 
duction budget  plus  107'  of  its  advertis- 
ing budget — were  excessive. 

Paramount  contends  that  such  ac- 
counting practices  are  the  very  founda- 
tion on  which  most  Hollywood  studios 
operate  and  that  they  are  needed  to  en- 
sure a  healthy  rate  of  return  in  ex- 
change for  shouldering  the  risks  of  mak- 
ing films  that  often  flop.  "If  Coming  to 
A)iierica  bombed,  how  much  money 
would  it  have  taken  out  of  Buchwald's 
pocket?"  asks  Charles  P.  Diamond,  an 
attorney  at  O'Melveny  &  Myers  who  is 
representing  Paramount.  "What  the 
judge  seems  to  want  to  do  is  to  regulate 
us  like  a  utility.  He  doesn't  know  how 
much  it  would  have  cost  us  to  go  to 
Security  Pacific  to  borrow  the  money  for 
the  film,  or  what  our  costs  really  are." 
For  that  matter,  few  outside  the  studio 
know  Paramount's  cost 
structure,  since  it  has 
allowed  only  the  barest 
glimpse  of  its  books. 
NOT  STUPID.  Some  Hol- 
r-  f  lywood  execs  nervously 

Hr*  I  wonder  just  how  closely 

Schneider  will  examine 
the  way  studios  hand 
out  profit-sharing  deals. 
Buchwald  and  Bern- 
heim had  to  settle  for  a 
piece  of  the  illusory  net 
profits  because  they  are 
relatively  far  down  the 
Tinseltown  status  chain. 
Murphy  and  director 
John  D.  Landis,  on  the 
other  hand,  took  a  com- 
bined $11  million  out  of 
the  film  thanks  to  a  so- 
called  gross-participa- 
tion arrangement  with 
the  studio. 
Judge  Schneider  intends  to  rewrite 
Paramount's  contract  with  Buchwald 
and  Bernheim,  but  it  will  be  months  be- 
fore he  settles  on  the  final  form.  Even  if 
his  controversial  decision  is  upheld,  Hol- 
lywood lawyers  aren't  sure  how  the  stu- 
dios will  react.  "Studio  people  aren't  stu- 
pid, and  they'll  do  what's  necessary  to 
protect  their  bottom  line,"  says  Beverly 
Hills  attorney  Robert  J.  Enders  Jr.,  who 
negotiates  contracts  for  writers  and  di- 
rectors. Enders  says  that  if  studios  must 
give  creative  people  a  greater  piece  of 
the  action,  they  will  make  up  the  differ- 
ence by  paying  less  in  up-front  salaries. 

The  Paramount  camp  insists  the  sta- 
tus quo  won't  change.  "This  decision 
doesn't  have  a  snowball's  chance  in  hell" 
of  being  upheld,  says  attorney  Diamond. 
Still,  few  people  thought  Art  Buchwald's 
case  would  get  as  far  as  it  has.  For  the 
moment,  at  least,  it  is  Buchwald  who  is 
laughing  the  loudest. 

Bij  Ronald  Grover  in  Los  Angeles 
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ECONOMICS  I 


7,000  ECONOMISTS 
—AND  NO  ANSWERS 


At  theii'  annual  convention,  few  antidotes  for  the  U.S.  recession 


E: 


ver  since  World  War  II.  people 
have  looked  to  economists  to  tell 
them  what  to  do  when  the  econo- 
my tums  sour.  But  this  time  around, 
economists  have  little  ad\"ice  to  offer. 

Certainly,  that's  the  impression  left  by 
the  annual  meeting  of  the  American 
Economic  Assn..  a  gathering  of  7.000 
economists  in  Washington.  D.  C.  be 
tween  Christmas  and  New  Year's  Day. 
The  conference  opened  on  the  same 
moming  that  the  Commerce  Dept.  an- 
nounced its  index  of  leading  indicator 
had  dropped  for  the  fifth 
straight  month,  a  sure 
sign  of  recession.  And 
even  normally  cautious 
economists  were  begin- 
ning to  acknowledge 
that  the  slump  has  be- 
gun. "We're  at  the  stage 
where  everything  is 
turning  out  to  be  worse 
than  where  the  consen- 
sus thought  it  would  be 
even  thi-ee  weeks  ago. " 
says  Robert  .J.  Gordon, 
an  economist  at  North- 
western University. 
CRUMBS.  But  most  econ- 
omists attending  the 
AEA  meetings  had  little 
to  say  about  the  perva- 
sive slowdown.  The  con- 
ference program  offered 
at  best  a  few  crumbs  on 
macroeconomic  policy 
and  no  forum  for  dis- 
cussing how  the  govern- 
ment should  be  fighting 
the  dovsiiturn.  And  there 
was  hardly  any  talk  of 
how  deep  or  li  ^ng  the  re- 
cession might  be — the 
question  facing  every  consumer  and  ev- 
en," business  in  tht-  countiy. 

The  only  thing  ecunomi.-is  used  to  en- 
joy more  than  telling  gov-rnment  what 
to  do  was  arguing  about  it  anif'ng  them- 
selves. AEA  conferences  held  d'jring  pre- 
\ious  recessions  were  full  of  give  and 
take,  including  some  full-blown  seminars 
set  up  at  the  last  minute.  But  eTono- 
mists  took  a  pounding  in  the  1970s  and 
1980s.  First,  their  theories  failed  to  cope 
with  tough  times:  then,  they  couldn't 
predict  the  historic  expansion  that  lol- 
lowed.  Xo  wonder  thev  find  it  safer  to 


I  focus  on  abstract  theory.  Even  in  pri- 
I  vate,  few  economists  at  the  Washington 
meetings  were  ready  to  venture  anti- 
]  dotes  for  the  cuiTent  recession. 

Indeed,  conference  participants  were 
much  more  fascinated  by  discussions  of 
monetaiy  and  fiscal  policy  in  Eastern 
I  Europe  than  by  the  issue  of  what  to  do 
I  about  economic  woes  at  home.  The  hot- 
test topic  at  the  conference  by  far  was 
Eastern  Europe's  transformation  to  a 
market  economy.  Msiting  economists 
I  and  government  officals  from  the  So\net 


Union  and  former  East  iauc  CDUiitrk'.-- 
were  so  numerous  that  several  signs  at 
registration  were  written  in  Russian  as 
well  as  English.  .And  the  foreign  econo- 
mists drew  packed  crowds. 

Unlike  their  U.  S.  counterpaits,  the 
economists  from  Eastern  Europe  were 
willing  to  propose  imaginative  solutions 
to  the  hard  problems  faced  by  theh- 
countries,  from  creating  a  stock  market 
to  transforming  bureaucrats  into  capital- 
ists. For  example.  Dusam  Triska. 
Czechoslovakia's  Deputy  Finance  Minis- 
ter, described  ambitious  plans  to  priva- 


tize some  100.000  small  businesses,  ini- 
tially by  auctioning  them  off  to  Czech 
citizens.  But  privatizing  large  companies 
by  selling  them  off  to  foreigners  "is  too 
complicated,  too  poUtically  sensitive,  and 
would  take  centuries,"  says  Triska.  "We 
may  have  to  give  away  a  large  amount 
of  state  property-  in  order  to  take  the 
fii'st  step  toward  creating  free-market 
institutions." 

When  U.  S.  economists  did  focus  on 
issues,  they  were  eclectic.  Sessions  on 
en\ironmental  economics,  featuring  ti- 
tles such  as  "Greenhouse  Wai-ming"  and 
■'Tropical  Forest  Protection."  were  more 
numerous  and  popular  than  in  prexious 
years.  Two  sessions  were  devoted  to 
drug  abuse,  an  issue  noticeably  absent 
from  last  year's  program.  In  an  especial- 
ly intriguing  presentation,  Rand  CoiiJ. 
economist  Peter  Renter  reported  that 
selling  illegal  drugs  is  less  lucrative  than 
commonly  believed,  since  street-level 
drug  dealers  typically 
net  only  82,000  per 
month.  That's  not  pea- 
nuts, but  it's  no  more 
than  the  average  manu- 
facturing worker  earns. 
^.:.d  it's  paltiy  in  light  of 
::.e  risks  involved. 
NEW  MOTIVES.  Ironically, 
a:  the  same  time  that 
Eastern  European  econ- 
omists were  embracing 
the  free  market,  this 
year's  meetings  also  un- 
earthed gi'owing  doubts 
a^riong  U.  S.  economists  i 
...uut  unfettered.  1980s-!: 
style  self-interest.  There  I 
were  several  sessions 
that  highlighted  the  im-| 
portance  of  altruism,  re 
ligion,  and  charitj'.  And; 
even  financial  econo 
mists  are  much  more! 
willing  to  admit  that  in 
vestors  are  driven  by] 
motives  other  than  prof-| 
it  maximization. 

Most  disturbing,  per 
haps,  was  the  paper  by 
Robeit  Frank  of  Cornell 
r:...M-.:y.  which  suggested  that  econo- 
mists can  end  up  mimicking  the  narrow, 
self-interested  "economic  man"  they 
study.  "In  the  1960s,  people  went  into 
economics  thinking  they  were  going  tx) 
make  a  contribution  to  the  public  good," 
says  Frank.  "Now,  I'm  concerned  that 
teaching  economics  makes  people  more 
selfish."  This  year's  conference,  marked 
by  so  little  willingness  to  address  the 
hard  macroeconomic  issues  facing  the 
countiy.  seems  to  prove  his  point. 
By  Michael  J.  Mandel  and  Christopher  Far 
re!!,  with  Karen  Pennar.  in  Washington 
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Nuclear  energy 
helps  slow 
the  flow  of  foreign  oil 


Unrest  in  the  Middle  East  has 
once  again  put  America's  national 
security  and  economy  in  danger 

We  now  import  more  than  half 
of  all  the  oil  we  use,  much  of  it 
from  the  Middle  East.  But  nuclear 
energy  can  help  us  reduce  this 
excessive  dependence  on  unstable 
sources.  Our  1 12  nuclear  electric 


plants  already  have  cut  foreign  oil 
dependence  by  4.3  billion  barrels 
since  the  1973  oil  embargo,  and 
continue  to  cut  our  oil  imports  by 
barrels  every  day. 
Nuclear  energy  is  a  clean  and 
safe  energy  source  that  we  can 
count  on,  one  not  endangered 
bv  turmoil  in  the  Middle  East. 


For  more  information,  write  to 
U.S.  Council  for 
Energy  Awareness, 
P.O.  Box  66080, 
Dept.  ME26, 
Washington, 
D.C. 20035. 

U.S.  COUNCIL  FOR  ENERGYAWARENESS 


Nuclear  energy  means  more  energy  independence. 
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COMPUTERS 


NCR  CUSTOMER  ANDERSON  WORRIES  "ABOUT  WHAT  WOULD  BE  THE  DIRECTION  IN  THE  FUTURE' 


CAN  AT&T 

KEEP  NCR'S  CLIENTS  ON-LINE? 


A  light  hand  after  a  buyout  might  serve  the  computer  maker  best 


R 


(Odney  McComas  is  not  the  big- 
gest comjiuter  customer  around. 
But  he  may  be  among  the  most 
grateful.  Thirteen  years  after  the  fact, 
McComas  praises  computer  maker  NCR 
Corp.  for  sending  programmers  to  his 
Cleburne  (Tex.)  coverall  factory  to  up- 
grade its  software.  The  one-of-a-kind  so- 
lution gave  every  terminal  on  the  sys- 
tem access  to  instant  updates  on  orders, 
inventories,  and  the  like.  Says  McComas, 
data  processing  manager  for  Walls  In- 
dustries Inc.:  "NCR  has  a  total  commit- 
ment to  their  customers." 

These  days,  McComas  is  edgy.  He  and 
other  NCR  customers  worry  about  what 
will  happen  to  their  Dayton-based  suppli- 
er if  it's  swallowed  up  by  American  Tele- 
phone &  Telegraph  Co.,  which  has 
launched  a  hostile  $().]  billion  tender  of- 
fer. They  fear  thai 
AT&T  will  meddle  with 
NCR's  strategy — and 
spoil  it.  Or  lhat  the 
takeover  will  drive  out 
NCR's  top  talent,  includ- 
ing Chairman  Charles 
E.  Exley  Jr.  Or  that  the 
challenge  of  combining 
NCR  with  .vt&t's  money- 
losing  computer  busi- 
ness will  distract  NCR 
just  at  a  crucial  moment 
in  the  transition  of  its 
product  line. 


But  fretting  won't  stop  this  deal.  And 
Chuck  Exley's  strident  opposition  will 
probably  just  slow  it.  A  determined  AT&T 
is  likely  to  triumph  eventually,  possibly 
at  a  higher  price,  most  observers  be- 
lieve. So  the  real  question  is:  If  the  deal 
does  go  through,  what  will  AT&T  do  to 
prevent  an  ambitious  initiative  from 
turning  to  ashes? 

The  biggest  challenge  will  be  to  avoid 
messing  up  a  good  thing.  The  history  of 
computer  mergers,  especially  unfriendly 
(jnes,  is  not  good.  Most  famously,  Unisys 
C(.irp.  has  faltered  badly  since  it  was 
f(jrmed  in  1986  through  Burroughs 
Corp.'s  hostile  acquisition  of  rival  Sperry 
Corp.  Many  NCR  customers,  while  with- 
holding judgment  for  now,  are  con- 
cerned that  history  might  repeat  itself. 

AT&T  managers  face  a  tricky  tradeoff. 


HOW  AT&T  COULD  MAKE  THE  HCR  PURCHASE  WORK 


PROBLEM 
SOLUTION 

PROBLEM 
SOLUTION 

PROBLEM 
SOLUTION 


Top  NCR  management  could  quit 

Concede  that  NCR  Chairman  Charles  Exley  Jr.  is  likely  to  re- 
sign, but  offer  incentives  to  retain  other  key  executives 

NCR's  computer  strategy  could  be  thrown  off  course 
Proceed  cautiously  with  attempts  to  meld  AT&T's  communi 
cations  skills  with  NCR's  talents  in  computing 

NCR  customers  could  jump  to  other  suppliers 
Keep  up  service,  support,  and  technology  so  that  NCR  re- 
mains the  customers'  preferred  supplier 


They  need  to  assuage  such  customers  a; 
Ronnie  L.  Anderson,  chairman  of  the  na 
tional  Federation  of  NCR  User  Groups 
who  worries:  "With  new  people  involved 
there's  concern  about  what  would  be  th( 
direction  in  the  future."  So  AT&T  ha: 
vowed  to  leave  NCR  intact  and  let  it  rur 
AT&T's  own  computer  business  as  well 
But  leaving  NCR  entirely  to  its  own  de 
vices  would  mean  giving  up  on  th( 
grand  plan  to  unite  AT&T's  communica 
tions  skills  with  NCR's  computing  tal 
ents — a  union  that  is,  after  all,  the  logi( 
of  the  deal. 

THE  UNIX  FACTOR.  A  few  years  ago 
AT&T  would  have  been  confident  tha 
NCR's  customers  wouldn't  jump  ship 
That's  because  they  were  stuck.  Theii 
programs  would  run  only  on  NCR  com 
puters.  That's  less  true  today.  NCR 
moving  to  embrace  Unix,  a  softwan 
foundation  invented  by  AT&T  that  let: 
customers  run  their  programs  on  man} 
brands  of  computers.  If  NCR  didn't  do  a: 
well  under  AT&T  ownership,  many  cus 
tomers  could  move  their  programs  ont( 
computers  made  by  someone  else.  AT& 
Computer  Systems  President  Richard  A 
McGinn  concedes  the  point  but  say: 
"It's  only  a  vulnerability  if  you  fail." 

AT&T  might  have  most  trouble  with  th 
personal  side  of  a  merger.  NCR's  Exle 
has  vowed  to  quit  if  it  goes  through 
except  in  the  unlikely  event  that  AT& 
raises  its  offer  nearly  40%.  But  it's  no 
clear  who  else  would  follow  him,  sine- 
he  has  prohibited  his  subordinates  fron 
talking  to  the  press.  AT&T's  McGinn  say 
one  NCR  executive  called  him  to  say 
was  looking  forward  to  the  deal.  I 
friendly  mergers  are  any  guide,  AT&T' 
recent  track  record  is  goocl.  Equipmen 
maker  Paradyne  Corp.  and  Istel  Ltd. 
British  data  services  firm,  have  bee 
smoothly  incorporated  since  their  pui 
chase  in  1989. 

Still,  even  if  AT&T  is  right  that  NCR' 
histrionics  are  just  "deal  dynamics,"  de 
nunciations  of  the  phone  company  as 
predator  with  a  failed  strategy  in  corr 
puters  could  poison  the  air  for  a  Ion 
time.  Says  J.  C.  Penney  Co.'s  David  E\ 
ans,  senior  vice-president  for  informj 
tion  systems:  "Th 
more  it  degenerates 
the  more  likely  it  is  t 
have  an  impact  on  on 
or  the  other's  ability 
deliver  a  continue 
stream  of  service."  T 
make  this  deal  worl 
AT&T  will  have  to  den 
onstrate  a  nimblenes 
and  sensitivity  that  ar 
hardly  its  most  note 
characteristics. 

By  Peter  Coy  in  Ne- 
York 
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Lincoln  owners 
never  run  out  of  gas. 

Because  NO  MATTER  WHERE  they  are,  no  matter  what  time  of  day,  gas-or  any  other  kind  of  roadside  help-is  just  a  phone  call  away. 
Lincoln  provides  24-hour  roadside  assistance  at  no  charge  during  the  first  year.  It's  just  another  benefit  of  the  new  Lincoln  Commitment, 
a  program  that  includes  a  free  service  leaner  (or  rental  car  allowance  if  loaner  is  unavailable)  for  overnight  warranty 
work  and  a  four-year/50,000-mile  bumper-to-bumper  warranty  with  no  deductible.  Ask  your  dealer  for  a  copy  of  this  warranty. 
The  Lincoln  Commitment.  Standard  with  every  1991  Lincoln.  It's  what  luxury  car  ownership  should  be. 


How  do  you  plan  to  keep 
that's  moving  so  fast? 


If  you  are  responsible  for  guiding  a  major 
cx)rporation  through  the  1990s,  it  must  seem 
that  new  concerns  are  being  added  to  your 
management  agenda  almost  daily 

The  established  concepts  of  what  a  corpo- 
ration is  and  what  it  stands  for,  how  it  views  its 
product  mix,  where  and  how  it  produces  what 
it  sells,  where  it  sees  its  market  opportunities, 
who  it  views  as  partners  and  competitors,  how 
it  finances  its  present  and  future  growth,  how 
best  it  can  work  within  governmental  regu- 
lations and  policies-all  these  once-familiar 
parameters  are  changing  with  astonishing,  if 
not  alarming,  speed. 

All  this  must  seem  especially  true  if  your 
interests  are  international  in  scope. 

Dates  such  as  1992  and  1997  foreteU  of 
major  changes  in  long-established  routines 
of  managing  the  forces  of  economics,  pro- 
tectivism,  finance  and  politics. 

The  words  "Pacific  Rim"  connote  more 
and  increasingly  vigorous  competition. 

And  the  echoes  of  political  upheavals  in 
every  comer  of  the  globe  are  certain  to  con- 
tinue reverberating  through  it  well  into  the 
next  century 

The  constant  in  assessing  and  managing 
these  challenges,  of  course,  is  your  personal 
involvement.  Input  from  others  is  vital;  but 
in  the  end,  your  decisions  will  be  made  on 
the  basis  of  what  you  yourself  see  and  hear 
and  understand. 


To  do  that,  you  have  to  be  there,  whether  i 
it  is  at  home  or  abroad,  and  for  as  long  and  j 
as  often  as  it  takes. 

This  is  where  the  Gulf  stream  IV  can  ' 
become  one  of  your  most  productive  manage- 
ment tools;  and  the  broader  your  interests  are,  j ; 
the  more  productive  it  can  become.  I  ii 


iihead  in  a  world 


You  see,  wherever  your  business  takes  you, 
the  Gulfstream  IV  can  take  you  there. 

This  amazing  business  jet  can  fly  you 
and  8, 10, 12  or  more  of  your  key  executives 
and  staff  nearly  5,000  statute  miles  non-stop, 
equalling  or  exceeding  commercial  airline 
timetables.  The  Gulfstream  IV  gives  you 


global  access  with  uncompromised  timeliness, 
convenience  and  security. 

It  can  also  fly  shorter  trips  efficiently  and 
cost-effectively  \bu  can  go  to  places  where 
airline  service  is  either  exhausting  or  extinct, 
often  visiting  several  locations  in  a  single  day 
optimizing  your  time  and  energies. 

However  you  choose  to  use  the  Gulfstream 
ly  it  brings  unequalled  levels  of  performance, 
cabin  comfort  and  convenience,  engine  relia- 
bility, systems  dependability  and  technological 
advancement  to  every  trip  it  flies. 

We  have  a  videotape  presentation,  ''The 
Gulfstream  IV:  an  oveniew,"  thai  can  help 
bring  the  many  capabilities  of  this  remarkable 
airplane  into  sharper  focus  for  you. 

Robert  H.  Cooper,  Senior  Vice  President, 
Gulfstream  Marketing,  can  see  that  you  get  a 
copy  to  view  at  your  leisure.  We  only  ask  that 
you  send  your  request  on  your  company  let- 
terhead, addressing  it  to  him  at  Gulfstream 
Aerospace  Corporation,  PO.  Box  2206,  Mail 
Station  B-04,  Savannah,  Georgia  31402  U.S.A. 

We  think  you  will  be  pleased  ^— ^i. 
that  you  added  it  to  your  agenda,  v^^ll 

Gulfstream 
/Icrospacc 


The  Gulfstream  IV 

Uncommonly  versatile, 
uncommonly  productive. 


©Gulfstream  Aerospace  Corporation 


SOCIAL  ISSUES  I 


MURDER 

ON  MAIN  STREET 


Violence  spreads  to  small  cities  without  the  resources  to  fight  back 


O 


n  Dec.  3,  a  gunman  walked  into 
Itlie  Nice-Twice  thrift  sliop  in 
downtown  Fresno,  Calif.,  and 
leveled  Betty  Brukhart-Pereira,  the 
store's  44-year-old  manager,  with  two 
shotgun  blasts.  It  wasn't  robbery,  ap{3ar- 
ently.  Two  weeks  later,  the  jjolice  arrest- 
ed a  suspect  in  what  they  viewed  as  a 
possible  random  killing.  It  was  a  chilling 
example  of  how  life  is  changing  in  fast- 
growing  Fresno,  where  homicides  were 
up  about  60' '  in  1990  (chart). 

Fresno  (pop.  850,000)  isn't  the  only  me- 
dium-sized town  ducking  for  cover.  In 
1990,  once-safe  smaller  cities  nationwide 
saw  dramatic  increases  in  drive-by 
shootings,  gang  rampages,  and  other  vi- 
olent behavior  that  was  long  the  prov- 
ince of  major  urban  centers. 
Homicide  records  were  shat- 
tered last  year  in  Bridgeport, 
Conn.,  Milwaukee,  Providence, 
Richmond,  Va.,  and  even  in 
placid  St.  Paul,  Minn.  While 
such  communities  are  fighting 
back  with  neighborhood 
watches  and  youth  programs, 
smaller  cities  seem  to  have  be- 
come permanent  homes  to 
many  of  the  ills  that  plague 
big  cities — too  many  gangs, 
too  many  guns,  too  many 
drugs.  "We're  really  not  im- 


mune," declares  Fresno  Mayor  Karen 
Humphrey. 

For  Americans,  1990  will  be  remem- 
bered as  a  year  of  living  dangerously. 
When  the  final  numbers  come  in.  the 
nation's  1990  body  count  is  expected  to 
grow  7''  to  10"  over  1989's,  to  about 
23,000,  and  could  break  the  1980  record 
of  28,044.  Big  cities  continue  to  set  the 
standard  when  it  comes  to  carnage.  New 
York  City  is  e.\i)eeted  to  post  a  record 
2,200  or  so  homicides  for  1990. 
RANDOM  TERROR.  Why  is  that  kind  of 
violence  s])illing  over  into  smaller  com- 
munities? One  reason  is  that  smaller  cit- 
ies are  often  used  as  staging  grounds 
for  transplanted  big-city  gangs.  For  in- 
stance, New  York  gangs  have  turned 


THE  MURDER  WAVE 
MOVES  BEYOND  BIG  CITIES 


Cities  with  new  records 
for  homicides 

1989 

1990*      Homicides  per  1,000 
1990 

BRIDGEPORT,  CONN. 

36 

60 

0.47 

FRESNO,  CALIF. 

42 

68 

0.20 

MILWAUKEE 

112 

164 

0.26 

RKHMOND,  VA. 

102 

114 

0.51 

NEW  YORK  CITY 

1,905 

2,200  (est.) 

0.31 

U.S. 

21,500 

23,000  (est.) 

0.09 

'Through  Dec.  28,  1990 

DATA  FEDERAL  BUREAU  OF  INVESTIGATION,  BW 

Bridgeport  into  something  of  a  drug  b 
zaar  for  wealthy  Connecticut  suburl 
such  as  Fairfield  and  Stratford.  Simila' 
ly,  Chicago  gangs  have  expanded  the| 
drug  trade  into  smaller  markets. 

Their  arrival  into  smaller  communitit 
has  often  meant  more  random  violenc 
"A  lot  of  the  people  being  brought 
with  shot  wounds  now  are  innocent  b 
standers,"  says  Dr.  Joseph  C.  Dari: 
chairman  of  emergency  medicine  at  Mil 
waukee  County  Medical  Complex.  "Pel 
pie  are  just  blowing  each  other  awayi 
adds  Nick  Davis,  a  community  activi| 
who  has  worked  with  city  officials 
close  St.  Paul  crack  houses. 

Smaller  cities  in  states  where  gun-coJ 
trol  laws  are  lax  also  draw  big-cilf 
crooks  looking  to  restock  their  weaporf 
arsenals.  States  such  as  Florida  anj 
Louisiana  are  gun-buying  havens.  TH 
easy  availability  of  arms  explains  whf 
the  U.  S.  is  home  to  an  astounding  m 
niilli(.in  guns,  criminal  experts  estimates 
BABY  BANG.  The  small-city  murder  wa\if 
comes  at  a  time  when  recession  has  at 
ready  put  most  local  budgets  under  | 
strain.  Even  so,  smaller  communitia 
aren't  sitting  still.  In  Milwaukee,  loca 
officials  have  set  up  a  special  drug  coui| 
to  speed  prosecutions.  Drug  cases  no^ 
take  about  two  months,  rather  than  ^ 
year,  to  come  to  trial.  In  Fresno,  citl 
hall  has  put  together  a  staff  of  50  corn 
munity-service  officers,  who  aren'i 
armed  and  receive  half  the  typical  cop| 
$85,000  salary,  to  help  organize  neigl 
borhood  crime  watches. 

Such  community-based  policing  dot 
help.  But  smaller  cities  need  to  hir 
more  armed  cops  to  deter  violent  crime 
And  with  state  governments  increasing 
ly  pushing  their  budget  woes  down 
the  local  level,  that's  not  easy.  To  hel 
cope  with  California's  deficit  woes,  citie 
must  pay  their  county  government 
roughly  $100  a  head  to  process  and  boo 
suspects  into  county  jails.  That  will  cos 
Fresno's  already  strapped  budget  aboi 
$3  million  a  year  and  may  force  the  cit 
to  cut  back  on  police,  says  Humphrey. 

Unfortunately,  smaller  cities  are  in  fo 
even  more  mayhem.  Criminologists  ar 
forecasting  a  bloody  decad 
ahead  as  the  ranks  of  14-  to  2] 
year-olds  swell.  So  expect  th 
streets  of  once-peaceful  citie 
such  as  Fresno  and  St.  Paul  t 
get  even  tougher.  Says  Sei 
geant  Michael  Guthrie  of  Fre; 
no's  homicide  unit:  "Ther 
seems  to  be  a  proliferation  o 
violence."  To  the  family  c 
Betty  Brukhart-Pereira  an 
other  murder  victims,  tha 
hardly  comes  as  a  surprise. 
By  Brian  Btemner  in  Nei 

York 


i 
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EADHUNTERSI 


WHY  HEADHUNTERS 

ARE  HUNTIHG  EACH  OTHER 


\s  business  dwindles,  theft  of  talent  from  rivals  is  increasing 


Ac 
c 


dd  yet  another  business  to  the 
ist  of  industries  hurt  by  the  re- 
cession: headhunting.  The  execu- 
;ive  merchants  who  helped  to  turn  the 
Organization  Man  into  the  Migrant  Man- 
iger  are  finding  that  their  business  is  in 
I  tailspin.  Out-of-work  managers  are 
ilooding  recruiters'  mailboxes  with  re- 
sumes just  as  search  assignments 
ire  drying  up. 

For  two  leading  search 
firms,    the  tough 
;imes  have  affected 
:Tiore  than  just  the 
bottom  line.  They're 
engaged  in  a  bizarre 
public  spat  over— of 
all  things — hunting 
each  other's  heads. 
Malcolm  MacGre- 
gor,  president  of 
Boyden  Internation- 
al Inc.,  has  com- 
plained that  a  rival 
headhunting  firm, 
A.  T.  Kearney  Ex- 
ecutive Search,  is 
stealing  away  his 
consultants.  Kear- 
ney has  hired  six 
headhunters  from 
Boyden  since  1989 — which 
has  only  worsened  the  recessionary 
decline  in  business  for  Boyden.  The  lat 
est  defection  occurred  on  Jan.  2,  when 
William  C.  Eatherly  joined  Kearney's 
San  Francisco  office. 

MacGregor  lashed  out  against  the 
firm  last  year  in  a  letter  to  Charles  W. 
Sweet,  president  of  Kearney  Executive 
Search.  "A.  T.  Kearney's  systematic  and 
flagrant  pirating  of  Boyden  personnel  is 
shocking  and  disturbing,"  wrote  Mac- 
Gregor. "You  have  brought  shame  on 
our  profession.  Your  callous  disregard 
[for]  even  the  lowest  standards  of  pro- 
fessional morality  leaves  me  personally 
disgusted."  Kearney  maintains  that  Boy- 
den headhunters  approached  the  firm 
wanting  to  join.  "Everyone  came  to  us," 
says  a  Kearney  spokeswoman. 
'EMBARRASSING.'  The  brouhaha  is  ironic, 
of  course,  because  headhunters  make 
their  living  by  stealing  executives  away 
from  corporations  and  sending  them  to 
client  companies.  "It's  a  bit  like  the  tai- 
lor with  the  hole  in  his  trousers,"  says 
Andrew  Garner,  chairman  of  Boyden  In- 
ternational. Adds  James  H.  Kennedy,  a 
longtime  observer  of  the  business  as  edi- 


tor and  publisher  of  Executive  Recruit- 
er News:  "It's  downright  embarrassing." 

And  it  occurs  just  as  headhunting 
firms  are  finding  business  harder  to  get. 
As  Corporate  America  continues  to  strip 
away  middle  managers,  the  headhunt- 
ers' business  volume  is  dropping  off. 


"The  bread-and-butter  search  business 
for  middle  managers  who  earn  between 
$90,000  and  $150,000  is  way  down,"  says 
Dayton  Ogden,  managing  director  of 
SpencerStuart  Associates.  "Those  jobs 
just  aren't  being  done  anymore." 

Korn/Ferry  International,  the  world's 
largest  search  firm,  expects  its  U.  S.  rev- 
enues to  be  down  by  107<  to  12%  this 
year.  Only  an  increase  in  billings  over- 
seas is  expected  to  offset  the  decline  and 
produce  a  flat  year.  Some  top  firms  are 
trimming  their  work  rolls,  which  makes 
the  pirating  of  big  billers  all  the  harder 


The  bread-and-butter  search 
business  for  middle  managers 
who  earn  between  $90,000 
and  $150,000  is  way  down' 


to  stomach.  Korn/Ferry  and  Russell 
Reynolds  Associates  Inc.,  the  No.  2  firm, 
reduced  their  headcounts  in  the  U.  S.  by 
187'  and  87 ,  respectively,  last  year.  "The 
last  six  months  have  been  very  erratic," 
says  Stephen  R.  Scroggins,  a  managing 
director  at  Russell  Reynolds.  "As  we  get 
into  1991,  we're  looking  for  ways  to  re- 
duce our  headcount  further." 

The  search  business  has  hardly  been 
immune  from  the  musical-chairs  game. 
By  and  large,  headhunting  firms  don't 
place  great  emphasis  on  developing  and 
training  their  own  staff.  They  grow  by 
persuading  disenchanted  consultants  to 
jump  ship.  "A  lot  of  firms  have  recruited 
from  the  competition  as  their  primary 
growth  strategy,"  says  Ogden  of  Spen- 
cerStuart. But  there's  greater  opportuni- 
ty to  raid  the  competition  these 
days,  he  .says,  be- 
cause headhunting 
professionals  are 
making  less  and 
may  be  more  eager 
for  a  change. 

That's  not  the 
only  reason.  The 
double-digit  in- 
creases in  revenues 
that  made  headhunt- 
ing a  booming  busi- 
ness in  the  '70s  and 
'80s  have  given  way 
to  flat  or  single-digit 
rises  in  the  past  cou- 
ple of  years.  If  the 
business  is  maturing, 
the  only  way  to  grow 
may  be  to  hire  good 
people  from  competi- 
tors if  they  can  bring 
their  business  with 
them — that  is,  buy  market 
snare.  "The  business  is  maturing,  and 
revenues  are  more  difficult  to  get," 
savs  Paul  R.  Ray  Jr.,  president  of  search 
firm  Paul  R.  Ray  &  Co. 

To  some,  the  feud  between  Boyden 
and  Kearney,  which  began  last  summer 
as  business  began  to  soften,  is  just  sour 
grapes.  In  the  U.  S.,  Boyden  has  been 
losing  ground  for  years  against  more 
aggressive  competitors.  Kearney  has 
been  one  of  the  few  bright  spots  in  the 
industry,  having  grown  to  85  profession- 
als in  18  offices  in  1990  from  only  23  in 
nine  offices  in  1986.  In  the  past  year, 
Kearney  says,  its  billings  per  profession- 
al have  risen  by  527. 

MacGregor  isn't  sorry  about  the  let- 
ter. He's  not  as  mad  as  when  he  wrote 
it,  he  says,  and,  in  fact,  he  seems  to  have 
learned  from  the  experience.  To  help  re- 
build Boyden,  he  won't  hesitate  to  hire 
from  his  rivals.  "There's  going  to  be  a 
lot  of  going  to  the  competition  to  get 
people,"  says  MacGregor.  That's  the 
type  of  hunt  he  knows  something  about. 

By  John  A.  Byrne  in  New  York 
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Digitals  ^proach 
to  systems  integration 
begins  with  this 
critical  first  step. 


When  we  walk  in  to  learn  about 
your  business  problem,  we  at 
Digital  don't  walk  in  with  precon- 
ceived ideas.  Or  slick  B  school 
answers  up  our  sleeves.  Instead,  we 
walk  in  with  open  minds.  And  we 
roll  up  our  sleeves.  To  work  with  you 
to  find  the  answer.  Together. 

Only  by  talking  long  and  hard 
with  your  people,  can  we  under- 
stand all  the  things  that  make  your 
business  — and  your  culture— 
unique.  And  only  then  can  we 
design  technology  that  will  fit  the 
way  your  processes  and  your  people 
really  work.  Only  then  can  we  create 
systems  that  embody  your  company's 
goals  and  dreams.  And  only  then 
will  you  have  a  solution  that's  going 
to  work  in  real  life.  Not  just  in  theory. 

When  you  work  with  Digital, 
you're  not  working  with  consultants 
who  have  only  studied  systems  inte- 
gration in  textbooks.  You're  work- 
ing with  experts  who  have  solved 
real-life  problems,  for  real-life 
clients,  many  times  before.  In  fact, 
we  have  over  40,000  experienced 
professionals  — with  expertise  in 
everything  from  financial  services 
to  manufacturing,  telecommunica- 
tions to  government  —  to  help  you 
with  the  complex  task  of  systems 
integration.  Anywhere  in  the  world. 
And  we  have  a  20-year  heritage  of 
helping  companies  like  yours  get 
their  systems  —  and  their  people — 
working  together. 

To  learn  more  about  Digital's 
unique  approach  to  systems  integra- 
tion, just  roll  up  your  sleeves,  and 
write  to  Digital  Equipment  Cor- 
poration, 129  Parker  J^j^it^l 


Street,  K29,  Maynard, 
MA  01754-2198. 


has 

• 

It 
now. 


«Digua]Equipmeni  Corporation.  1990  The  DIGITAL  Logo  .,nd  Digital 
has  It  now  are  trademarks  of  Digital  Equipmeni  Corporation 
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Advantage:  Eagle  ^ 
Chryslers  Newest  Division 

Eagle  Talon  TSi  with  all-wheel  drive  and  195  horsepower  turbocharged,  intercooled  engine  is  backed  by  Chrysler's  exclusive  7/70 
Protection  Plan.  This  plan  protects  the  engine  and  powcrtrain  for  7  years  or  70,000  miles  and  against  outerbody  rust-through  for  7  years 
or  100,000  miles.  See  limited  warranty  at  dealer.  Restrictions  apply  Price  claim  based  on  comparison  of  sticker  prices.  For  more 
CSl  information  about  Eagle  Talon,  or  how  to  buy  or  lease  one,  call  1-800-JEEP-EAGLE.  Buckle  up  for  safety. 
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A  BANK  HOLIDAY 
IN  RHODE  ISLAND 


►  Talk  about  hitting  the 
ground  running.  Just  three 
Qours  after  taking  office  on 
Jan.  1,  Rhode  Island  Governor 
Bruce  Sundlun  shut  down  45 
5tate-chartered  banks  and 
:redit  unions  backed  by  a  de- 
bilitated private  insurance 
fund.  The  fund,  one  of  a  dwin- 
dling number  left  in  the  U.  S., 
requested  a  state  takeover  af- 
ter a  member  bank's  embez- 
zlement-related collapse. 

The  affected  institutions, 
with  about  $1.7  billion  in  as- 
sets and  300,000  depositors, 
won't  reopen  until  they  obtain 
federal  insurance,  for  which 
all  but  two  have  applied.  But 
it's  unclear  how  many  of  the 
institutions  can  pass  federal 
solvency  tests.  The  shutdown 
in  Rhode  Island  is  an  unnerv- 
ing reminder  of  1985,  when 
private  insurers  in  Ohio  and 
Maryland  collapsed,  wiping 
out  the  savings  of  thousands 
of  depositors. 


MORE  SLICIHG 

AT  WESTERN  UNION 


►  Western  Union  just  keeps 
shrinking.  On  Dec.  31,  the 
company  completed  the  sale 
of  its  electronic-mail  and  telex 
businesses  to  AT&T  for  $180 
million.  Most  of  the  proceeds 
went  to  retire  $335  million 
worth  of  junk  bonds  at  50$  on 
the  dollar.  What's  left  of 
Western  Union?  Mainly  tele- 
grams, mailgrams,  a  money- 
transfer  service,  and  an  elec- 
tronic bill-payment  network. 
And  more  debt:  The  company 
is  warning  creditors  that  "fur- 
ther refinancing  of  debt  will 
be  required  in  1991." 


USG:  HALFWAY 
TO  A  MAKEOVER 


►  The  banks  have  signed  on, 
but  what  about  the  bondhold- 
ers? After  months  of  talks, 
USG  on  Dec.  31  won  bank  ap- 
proval of  a  restructuring  plan 
that  includes  debt  reschedul- 


ing, the  sale  of  use's  dap  sub- 
sidiary, and  a  possible  debt- 
for-equity  swap. 

The  deal  buys  time  for  the 
building  products  giant,  which 
will  retain  more  than  $100  mil- 
lion in  cash  to  pay  trade  credi- 
tors. But  to  avert  a  potential- 
ly ruinous  creditor  revolt,  new 
USG  Chairman  Eugene  Con- 
nolly will  still  have  to  sell  his 
plan  to  holders  of  $979  million 
in  junk  bonds.  The  bonds 
were  issued  in  1988  as  part  of 
usg's  successful  attempt  to 
ward  off  a  hostile  takeover. 


A  FLAP  OVER  FORMULA 
ISCOMIHGTOABOIL 


►  The  Federal  Trade  Commis- 
sion is  moving  ahead  in  its 
investigation  of  the  infant- 
formula  industry.  It  has  sub- 
poenaed the  records  of  formu- 
la manufacturers  to  deter- 
mine whether  they  conspired 
to  fix  prices  in  their  sale  of 
formula  to  a  federal  food  pro- 
gram for  low-income  women 
and  children.  State  welfare 
agencies  that  administer  the 
program  have  charged  that 
the  bids  have  been  suspicious- 
ly similar. 

business  week  reported  in 
June,  1990,  that  the  FTC  had 
begun  an  investigation  of  the 
three  companies  that  control 
most  of  the  formula  market: 
Abbott  Laboratories'  Ross 
Laboratories;  Bristol-Myers 
Squibb's  Mead  Johnson  Nutri- 
tionals;  and  American  Home 
Products'  Wyeth-Ayerst  Lab- 


PUTTING  YOUR  MONEY  WHERE  YOUR  MOUSE  IS 


The  '90s  are  well  and  truly 
launched,  and  from  all  accounts 
the  dour  decade  won't  look 
much  like  its  immediate  prede- 
cessor, when  greed  was  good 
and  consumption  was  conspicu- 
ous. But  a  few  stubborn  loyal- 
ists are  resisting  the  forces  of 
sensible  shopping.  These  hold- 
outs take  no  note  of  gloomy 
headlines,  focusing  instead  on 
advertisements  for  such  necessi- 
ties as  Jean  Lassale's  $2,000  Mickey  Mouse  watch,  featuring 
"a  mother-of-pearl  dial,  circled  by  sumptuous  18K  gold." 

Who  would  wear  such  a  thing?  Well,  at  least  one  seven-year- 
old  girl,  and  more  than  one  "conservative  businessman,"  ac- 
cording to  Anthony  D'Ambrosio,  executive  director  of  Tour- 
neau,  a  carriage-trade  jeweler.  He  says  the  Lassale  timepiece 
sold  well,  as  did  a  competing  watch  featuring  the  grinning 
rodent  and  priced  at  $3,900.  D'Ambrosio,  not  surprisingly, 
doesn't  know  what  to  make  of  all  this  talk  of  a  recession. 


oratories.  The  agency  also  has 
subpoenaed  the  records  of 
two  smaller  suppliers:  Carna- 
tion, a  unit  of  Nestle,  and 
Gerber  Products. 


CHILLING  PROSPECTS 
FOR  FRESH  PRODUCE 


►  A  record  Christmas  cold 
snap  that  struck  the  $8  billion 
California  fruit  and  vegetable 
industry  promises  to  put  a  big 
financial  chill  on  farmers,  the 
state  economy,  and  consum- 
ers nationwide.  Besides  wip- 
ing out  807<  of  the  $400  mil- 
lion navel  orange  crop,  the 
freeze  also  destroyed  as  much 
as  207^  of  the  state's  $208  mil- 


lion avocado  crop  and  807^  of 
the  $30  million  tangerine  crop. 
Farm  officials  have  already 
pegged  losses  at  about  $1.5 
billion.  Growers  fear  that  tree 
damage  could  affect  orange 
production  for  years. 

Navel  orange  prices  are  al- 
ready soaring.  Distributors 
expect  prices  for  a  pound  of 
premium  navel  oranges  to 
rise  from  about  79$  to  $1.79 
by  mid-January. 


WILL  LANDMARK'S  DEAL 
GET  OFF  THE  GROUND? 


►  Landmark  Land  is  once 
again  trying  to  unload  its  golf 
courses  and  luxury  resort 
properties.  On  Jan.  2,  Land- 
mark announced  its  Oak  Tree 
Savings  Bank  would  sell  most 
of  its  properties  to  Japan's 
Dai-Ichi  Real  Estate  and  oth- 
er investors  for  $739  million. 
Oak  Tree  needs  to  sell  the 
holdings  to  comply  with  new 
federal  capital  requirements. 

The  big  question  is  whether 
the  feds  will  take  kindly  to 
the  sale.  Landmark  has 
agreed  to  put  up  60%  of  the 
deal's  financing.  But  last 
May,  regulators  nixed  a  pro- 
posal to  sell  Landmark's  prop- 
erties to  a  California  develop- 
er for  $979  million.  In  that 
deal.  Landmark  would  have 
put  up  75%  of  the  financing. 
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Business 
Systems 

Work  that 
speaks  volumes. 

Your  company  is  growing. 
And  that  means  more  to 
keep  track  of.  More  clients, 
files,  inventories.  More 
letters,  reports,  memos. 

Tandy's  line  of  386™ -based 
business  computers  have  the 
power  to  turn  mountains  of 
material  into  a  smooth, 
streamlined  process. 

High-powered  database 
management  systems  let  you 
reach  a  new  level  of 
productivity.  Professional 
word-processing  programs 
help  you  tame  reporting  and 
correspondence  nightmares. 

And  we  work  with  you. 
Radio  Shack  provides  the 

best  support  services 
available  in  the  industry. 

For  specialized  business 
support,  see  us  today.  For  our 
location  nearest  you,  call 
1-800-433-5682,  and  ask 

for  operator  14-El. 
Tandy  Computers:  Because 
there  is  no  better  value.^" 

Radio  /haeK 

COMPUTER  CENTERS 

A  DIVISION  OF  TANDY  CORPORATION 

386/TM  licensed  from  Intel  Corp. 
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DICK  THORNBURGH: 

FROM  FUMBLES  TO  TOUCHDOWNS 


You  might  forgive  Attorney  General  Richard  L.  Thorn- 
burgh  if  a  wry  smile  crosses  his  lips  as  1991  arrives. 
Eight  months  ago,  the  former  Pennsylvania  governor 
was  considered  the  underachiever  of  the  Bush  Administration. 
Clumsy  personnel  moves,  bruising  run-ins  w\th  Washington 
interest  groups,  and  cool  relations  with  Congress  and  the 
press  had  tarnished  Thornburgh's  reputation  as  a  savvy  pol. 
Now,  with  John  H.  Sununu's  White  House  crew  developing  a 
bad  case  of  fumble-fingers,  Dick  Thornburgh 
is  suddenly  looking  like  one  of  the  Adminis- 
tration's steadier  hands. 

The  turning  point  came  this  summer  with 
President  Bush's  surprise  choice  of  David  H. 
Souter  for  the  Supreme  Court.  Justice  Dept. 
officials  had  anticipated  an  opening  on  the 
high  court,  and  their  homework,  aided  by 
former  Reagan  White  House  aide  Kenneth 
M.  Duberstein's  grueling  prepping  of  the 
nominee,  paid  off.  The  judge's  personal  life 
held  up  under  intense  media  scrutiny,  and  his 
decisions  offered  no  ammunition  to  his  oppo- 
nents. "Justice  deserves  a  lot  of  credit  for 
making  it  so  smooth,"  says  a  top  Bush  aide. 
FRAUD  COUPS.  Emboldened  by  his  success 
with  Souter,  Thornburgh  defused  another  po- 
litical land  mine:  criticism  of  the  Administra- 
tion's savings  and  loan  cleanup.  Just  as  law- 
makers began  to  ask  embarrassing  questions 
about  the  role  of  Neil  Bush  in  the  S&L  mess, 
Thornburgh  prodded  U.  S.  attorneys  to  speed 
up  their  prosecutorial  blitz,  then  trumpeted  their  successes. 
"Besides  it  being  important  to  do  things,  you  have  to  tell 
people  what  you're  doing,"  says  a  department  insider.  Under 
Thornburgh,  Justice  has  brought  some  400  financial  fraud 
cases  and  won  385  convictions.  In  December,  it  scored  two  S&L 
case  victories:  a  conviction  of  former  Vernon  Savings  &  Loan 
head  Don  Dixon  and  a  guilty  plea  from  former  Sunbelt  Sav- 
ings Assn.  Chairman  Edwin  T.  McBirney  HI. 


Thornburgh  also  won  White  House  praise  for  his  deft  han- 
dling of  a  key  legislative  battle  in  the  last  Congress.  Early  on. 
Justice  lawyers  had  counseled  the  White  House  to  take  on 
liberal  lawmakers  over  the  Civil  Rights  Act,  blasting  the  em- 
ployment-discrimination package  as  a  quota  bill.  The  advice 
produced  a  payoff  when  the  Senate  couldn't  override  the  Presi- 
dent's veto  of  the  bill,  and  the  quota  question  helped  Republi- 
cans beat  some  Democratic  liberals  in  November. 

Thornburgh  took  his  lousy  press  reviews 
to  heart  and  instituted  important  changes  in 
the  way  the  department  deals  with  the  pub- 
lic. A  flap  over  a  damaging  leak  led  him  to 
jettison  two  key  members  of  the  insular  team 
he  brought  from  Harrisburg.  Thornburgh 
then  installed  as  Deputy  Attorney  General 
former  CIA  and  White  House  lawyer  William 
P.  Barr,  who  has  mended  fences  with  depart- 
ment adversaries.  And  Thornburgh  is  relying 
more  on  a  cadre  of  assistant  attorneys  gener- 
al who  supervise  the  antitrust,  tax,  and  civil 
divisions.  Even  the  beleaguered  public-affairs 
office  has  become  more  professional  and  less 
secretive. 

The  yearend  indictments  of  Chicago-area 
officials  on  corruption  charges  and  the  racke- 
teering charges  filed  against  the  Atlantic 
City  casino  workers  union  show  that  Thorn- 
burgh isn't  easing  up  on  his  white-collar- 
crime  crackdown.  And  his  aides  are  working 
on  a  splashy  "crime  summit"  to  highlight 
Administration  moves  to  make  the  streets  safe. 

Thornburgh's  image  as  a  crusading  prosecutor  and  his  suc- 
cess at  handling  politically  sensitive  issues  will  keep  him  in 
good  stead  with  George  Bush.  Although  Thornburgh  stumbled 
in  his  early  outings  in  Washington,  he  did  something  few  of 
his  fellow  bureaucrats  can  bring  themselves  to  do:  He  listened, 
learned,  and  adapted. 

Bi/  Tim  Smart,  with  Douglas  Harbrecht 


CAPITAL  WRAPUPI 


CENSUS 


Although  the  census  numbers  are 
officially  final,  the  controversy  is 
far  from  over.  As  in  the  past,  cities  are 
complaining  that  failure  to  pick  up  vast 
numbers  of  the  inner-city  poor  will  de- 
prive urban  areas  of  federal  poverty- 
program  money,  which  is  based  on  cen- 
sus numbers.  But  the  undercount  could 
have  other  implications,  too.  Employ- 
ment experts  worry  that  the  number  of 
jobless  black  men  may  be  underesti- 
mated because  of  flaws  in  census  data. 
That's  because  monthly  labor  participa- 
tion rates  are  based  on  a  relatively 
small  sample,  which  is  then  projected 
for  the  entire  nation  by  using  the 


flawed  numbers.  The  Commerce  Dept. 
will  decide  by  July  whether  it  needs  to 
adjust  its  numbers  for  an  undercount. 

INTERIOR  

President  Bush  won't  comment  on 
Interior  Secretary  Manuel  Lujan 
Jr.'s  effort  to  strip  Matsushita  Electric 
Industrial  Co.  of  the  Yosemite  National 
Park  food  and  lodging  concessions  it 
acquired  when  it  bought  MCA  Inc.  But 
Bush  advisers  relish  the  move.  Lujan's 
concern  about  selling  the  U.  S.'s  birth- 
right is  "grandstanding,"  concedes  Ed- 
die Mahe  Jr.,  a  GOP  politico,  but  he 
adds:  "You'll  be  able  to  count  on  your 
fingers  the  number  of  Americans  who 
have  a  negative  reaction  [to  it]." 


THE  FED 


Supply  siders  are  about  to  get  yet 
another  seat  on  the  Federal  Re- 
serve Board,  but  it  could  be  a  net  loss 
for  their  cause.  White  House  economist 
Lawrence  Lindsey  is  the  leading  candi- 
date to  fill  the  Fed  vacancy  and  ideo- 
logical niche  left  by  the  departure  of 
Manuel  H.  Johnson  Jr.  But  Lindsey,  a 
36-year-old  former  Harvard  tax  econo- 
mist with  no  background  in  monetary 
economics,  isn't  likely  to  have  John- 
son's smooth  working  style  or  clout. 
What's  more,  his  departure  from  the 
White  House  deprives  supply  siders  of 
their  most  persistent  Administration 
supporter  of  a  capital-gains  cut. 


'ASHINGTON  OUTLOOK 
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IRAQI 


IRAQ'S  SILENT  ALLIES 

IN  ITS  QUEST  FQR  THE  BQMB 


Companies  from  at  least  16  nations  have  helped  Saddam's  nuclear  weapons  program 


On  a  rainy  afternoon  in  Novem- 
ber, 1989,  a  group  of  engineers 
and  scientists  from  Interatom,  a 
nuclear  teciinology  unit  of  Siemens,  met 
with  a  liandfui  of  Iraqi  officials  in  a 
small  conference  room  at  Frankfurt  air- 
port. On  the  agenda:  discussions  of  a 
pipe  mill  that  Interatom  was  building  in 
Iraq.  The  pipes  could  be  used  for  han- 
dling uranium  gases,  but  they  had  other 
possible  uses.  So  the  Germans  felt  com- 
fortable in  proceeding. 

Suddenly,  a  senior  Iraqi  engineer 
asked  if  Interatom  could  provide  Iraq 
with  autoclaves.  The  room  went  silent, 
German  participants  recall.  Autoclaves 
are  large,  sophisticated  devices  for  con- 
verting a  mixture  of  uranium  and  fluo- 
rine into  uranium  hexafluoride  gas  and 
later  converting  it  back  into  metal  pow- 
der, uranium  oxide.  Their  design  is  high- 
ly classified,  and  the  request  was  a  clear 
signal  that  the  Iraqis  were  working  on 
nuclear  weapons. 

MANY  CHANNELS.  Interatom  later  in- 
formed Iraq  it  would  not  provide  the 
autoclaves.  "We  were  not  that  stupid," 
says  one  executive.  But  Interatom  went 
ahead  with  the  mill  plant.  "As  long  as 
we  had  government  blessing,  we  went 
ahead,"  says  Hartmut  Mayer,  an  Inter- 
atom spokesman.  Only  when  intelligence 
agencies  alerted  the  government  to  the 
dangers  did  Bonn  tell  the  company  last 
June  to  stop  the  mill  project. 

Interatom  is  but  one  of  the  channels 
that  Iraq  has  pursued  to  develop  its  nu- 
clear weapons  capability.  It  has  gotten 
help  from  at  least  16  nations.  Some- 
times, Saddam  Hussein's  men  have  braz- 
enly made  request.,  for  technology  and 
expertise  and  Western  governments  and 
companies  have  eagerly  competed  for 
the  deals.  In  other  cases,  the  Iraqis  have 
resorted  to  deception  and  subterfuge, 
using  unknowing  intermediaries  and 
partially  owned  front  companies. 
They've  also  used  dummy  dual-use  cer- 
tificates for  desalinization  or  dairy  proj- 
ects as  well  as  fake  destination  docu- 
ments. Many  companies  lured  into 
helping  the  Iraqis  did  so  either  legally  or 
unwittingly.  These  activities  occurred 


prior  to  Iraq's  Aug.  2  invasion  of  Kuwait 
and  the  U.  N.  embargo. 

But  many  analysts  now  believe  that 
Iraq  could  build  one  crude  atomic  bomb 
from  highly  enriched  weapons-grade 
uranium  obtained  from  France  and  the 
Soviet  Union.  Saddam  has  been  photo- 
graphed holding  detonators,  devices 
based  on  U.  S.  technology  and  probably 
acquired  in  Britain,  needed  for  an  implo- 
sion bomb  of  the  type  exploded  over 
Nagasaki.  His  missiles  are  still  not  up  to 
delivering  a  nuclear  weapon,  but  Iraq 
recently  tested  a  Soviet-made  Scud  B 
missile  that  traveled  500  miles,  well 
above  the  normal  range  of  175  miles. 

Saddam's  ultimate  goal,  however,  is  a 
full-fledged  program  capable  of  large 
production  of  sophisticated  nuclear 


weapons.  Although  he  faces  several  im- 
portant hurdles,  the  evidence  is  that  he 
has  made  greater  strides  than  Western 
governments  have  been  prepared  to  ac- 
knowledge (table).  One  German  engi- 
neer, Bruno  Stemmler,  who  consulted 
with  Iraq  on  its  nuclear  program,  con 
firmed  that  Baghdad  possesses  ultra- 
secret  blueprints  for  German  centrifuge 
machines,  possibly  purloined  through 
Brazil  or  Pakistan. 

That  would  give  Iraq  the  potential  to 
produce  its  own  weapons-grade  urani 
um,  and  several  hundred  Iraqi  scientists 
trained  in  the  West,  are  working  on 
achieving  just  that.  "They  have  the  tech- 
nology," says  Tor  Larsson,  director  of 
the  Swedish  National  Defense  Research 
Institute. 


SADDAM  HUSSEIN'S  DRIVE  FOR  NUCLEAR  WEAPOl 


Iraq  already  has  40  pounds  of  weapons- 
grade  uranium  from  France  and  the  Sovi- 
et Union.  Iraq  apparently  also  has  crude 
detonators.  As  a  result,  Saddam  could  ex- 
plode a  primitive,  untested  device,  but  he 
still  faces  hurdles  in  building  a  full-fledged 
n  uclea  r  weapons  progra  m: 

RAW  MATERIAL 

Iraq  has  more  than  350  tons  of  yel- 
lowcake — uranium  ore  milled  into  pow- 
der and  pressed  into  briquets-from  Portugal 
and  Nigeria.  About  0.7%  of  that  is  uranium  iso- 
tope 235.  That  would  be  enough  for  100 
bombs.  Other  uranium  supplied  by  Argentina, 
Brazil,  and  Italy. 


ENRICHING  THE  URANIUM 

But  there's  a  hitch;  This  low-grade 
uranium  has  to  be  concentrated  to 
bomb-grade  material.  To  do  so,  Iraq  need 
uranium  enrichment  plant,  which  would  n 
yellowcake  with  fluorine  and  send  the  ga 
mixture  through  hundreds  of  sophisticate 
gas  centrifuges  arranged  in  cascades.  Thi 
tremely  corrosive  mixture  then  has  to  be 
verted  into  a  metal  powder,  uranium  oxid 
that  can  be  shaped  into  a  nuclear  bomb  ch 


IRAQ  HAS: 

►  Specialty  metals  for  centrifuges  supplif 
Saarstahl  and  exported  by  Export-Union, 
German  companies.  Another  German  cor 
ny,  Vereinigte  Aluminium  Werke,  was 
stopped  from  exporting  large-size  alumin 
pipes.  The  British  subsidiary  of  Sweden';] 
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The  apparent  ease  with  which  Sad- 
dam acquired,  both  legally  and  ille- 
gally, nuclear  comi)onents  and  know- 
how  shows  that  the  West's  system 
for  preventing  the  spread  of  nuclear 
weapons  doesn't  work  when  chal- 
lenged by  a  determined  outlaw  state. 
Saddam  has  made  a  mockery  of 
Iracj's  signature  of  the  toothless  Nu- 
clear Noni)r()liferation  Treaty. 
TIGHTER  ENFORCEMENT.  Now,  as  the 
U.  S.  edges  toward  a  Jan.  15  war 
deadline,  the  West  will  have  to  deal 
with  Saddam's  nuclear  drive  even  if 
fighting  doesn't  break  out.  That's  be- 
cause Iraq's  efforts  to  flesh  out  its 
nuclear  weapons  program  will  surge 
ahead  after  the  Gulf  crisis  is  resolved 
unless  the  Baghdad  regime  is 
checked.  Although  the  U.  N.  embargo 
and  tighter  enforcement  efforts  in 
Europe  have  slowed  Iraq's  pace,  the 
nation  still  has  feelers  out  in  a  variety  of 
countries  such  as  Pakistan,  China,  and 
North  Korea,  says  Stemmler,  the  engi- 
neer, who  formerly  worked  for  M.AN 
Technologie. 

Whatever  happens  later,  Saddam  owes 
much  of  the  progress  he  has  made  so 
far  to  German  companies.  German  pros- 
ecutors are  now  probing  some  50  compa- 
nies that  they  suspect  of  selling  Iraq 
military  hardware.  And  about  a  dozen 
other  German  companies  exported  dual- 
use  goods,  with  both  civilian  and  mili- 
tary applications,  that  may  have  aid- 


ed the  Iraqi  nuclear  weapons  program. 

What  the  Iraqis  wanted  most  from  the 
Germans  were  gas  centrifuges.  The  Ira- 
qis needed  at  least  1,000  of  these  de- 
vices, all  working  in  computer-controlled 
concert,  to  spin  the  low-grade  uranium 
they  already  had  obtained  into  weapons- 
grade  material.  On  a  visit  to  Iraq  in 
December,  1988,  Stemmler  says  he  was 
shown  blueprints  and  a  test  model  of  a 
gas  centrifuge  similar  to  one  his  compa- 
ny developed  in  the  early  1970s.  German 
companies  such  as  H&H  Metalform,  In- 
wako,  and  others  played  important  roles 


ill  supplying  precision  parts  and  ma- 
chines to  make  them,  according  to 
( lerman  prosecutors.  Inwako  says  it 
IS  cooperating  with  the  investigation. 
.Metalform  says  everything  it  sold 
was  permitted  by  the  export  control 
authorities. 

German  authorities  now  admit  that 
their  export  controls  were  a  sieve  for 
determined  operators.  The  80  over- 
worked bureaucrats  at  the  Federal 
E.xport  Office  have  generally  sided 
with  German  companies  in  granting 
export  permits.  The  unwritten  rule 
was:  "When  in  doubt,  decide  in  favor 
of  the  company,"  says  outgoing  Ger- 
man Economics  Minister  Helmut 
Haussmann. 

The  troubled  state  of  the  German 
nuclear  industry  also  played  a  role. 
Overcapacity  at  German  electrical 
utilities  and  mounting  political  pres- 
sure from  the  Greens  have  made  nuclear 
engineers  in  Germany  an  endangered 
species.  The  Iraqis  found  rich  pickings  in 
Jiilich,  a  small  town  in  northern  Germa- 
ny, where  fog  and  thick  woods  conceal 
an  immense  government-supported  facil- 
ity called  the  Research  Center. 

The  sharp  falloff  in  nuclear  work 
forced  the  institute  to  shed  dozens  of 
experts.  But  many  of  them  kept  their 
security  clearances  and  set  up  their  own 
consulting  firms  either  in  town  or  in  cot- 
tages on  the  grounds  of  the  facility.  One 
Jiilich  physicist  remembers  how  Iraqi 


ta  sold  stainless  steel  via  Britain's  End- 
Export  Marketing  to  Iraq. 

imerically  controlled  lathes  to  cut  special- 
jels  came  from  H&H  Metalform  in  Ger- 
r,  partly  owned  by  Iraq,  and  from  Matrix 
chill  in  Britain,  60%  owned  by  Iraq. 

tig  magnets  to  stabilize  centrifuge  rotors 
'  supplied  by  Inwako  (Gennany).  A  ship- 
;  of  centrifuge  end-caps  made  by  Schmie- 
;ccanica  (Switzerland)  was  stopped  at 
kfurt  airport.  Also,  Britain's  Swift-Levick 
magnets  through  Inwako. 

icuum  pumps  for  the  conversion  plant, 
;by  Veeco,  a  Plainview  (N.Y.)  company, 
/eeco  denies  shipping  to  Iraq.  Another 
nent  of  pumps  from  CVC  Products  in 
lester,  N.Y.,  intended  for  civilian  use,  was 
}ed. 

ghly  classified  design  of  a  centrifuge  simi- 
t  one  developed  by  MAN  Technologie,  a 
nan  company. 

>LE:  Iraq  needs  at  least  1,000  centrifuges 
dng  for  one  year  to  produce  enough 
>grade  uranium  for  one  bomb.  It  has  only 
lozen  centrifuges,  and  it  would  need  at 
five  years  to  build  enough. 


DETONATING  TECHNIQUES 

The  Hiroshima  bomb  was  triggered 
by  two  spheres  of  uranium  being 
slammed  together.  Modern  weapons  are  of 
the  implosion  type  and  require  chemical  explo- 
sives, sophisticated  detonators,  and  reflector 
shields  made  with  beryllium  to  concentrate 
the  energv. 


►  Intelligence  reports  say  Iraq  has  a  plant  pro- 
ducing chemical  explosives  needed  as  a  trig- 
ger. Foreign  supplier  unknown. 

HURDLE:  Iraq  apparently  lacks  beryllium.  That 
is  one  reason  it  is  having  problems  making  its 
warheads  small  enough  to  fit  into  missiles. 

DELIVERY 

The  Soviet  Union  has  supplied 
Scud-B  medium-range  missiles,  and 
Iraq  has  modernized  them  with  help  from  Bra- 
zil and  North  Korea. 


►  Iraq  has  recently  tested  a  Scud-B,  extend- 
ing its  range  up  to  500  miles,  and  the  French 
have  sold  technology  that  may  allow  Iraq  to  in- 
crease the  range  to  700  miles  and  improve  its 
accuracy. 

►  Iraq  is  also  working  with  Argentina  on  the 
Condor  II,  a  new  medium-range  missile.  For- 
mer employees  of  Snia-BPD,  a  unit  of  Italy's 
Fiat  group,  helped  perfect  solid-fuel  propel- 
lants  for  the  Condor  II. 

HURDLE:  None  of  these  missiles  is  yet  capable 
of  carrying  nuclear  warheads  because  the  Ira- 
qis cannot  make  the  warheads  light  enough. 
The  Iraqis  also  can't  make  the  warheads  sepa- 
rate from  their  missiles  above  the  target. 

DATA  LEONARD  SPECTOR,  SENIOR  ASSOCIATE  AT  THE  CARNEGIE  ENDOW- 
MENT fOR  INTERNATIONAL  PEACE,  FEDERATION  OF  AMERICAN  SCIENTISTS; 
NUaiONICS  WCEK,  STOCKHOLM  INTERNATIONAL  PEACE  RESEARCH  INSTI- 
TUTE, BW 
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scientists  and  businessmen  suddenly 
showed  up,  searching  out  independent 
contractors.  "Some  simply  knocked  on 
people's  doors  and  started  talking,"  re- 
members the  physicist,  who  asked  that 
his  name  not  be  used.  Dozens  of  tiny 
companies  were  created  to  do  business 
with  the  Iraqis. 

BLIND  EYE.  The  Germans  also  helped 
soup  up  Iraq's  missile  delivery  systems. 
Inwako,  a  Bonn-based  arms  dealer,  is 
under  investigation  for  selling  Iraq  tech- 
nolog\"  for  upgrading  Soviet-made  Scud- 
B  missiles  as  well  as  centrifuge  parts. 
Its,  owner.  Friedrich-Simon  Heiner.  was 
arrested  and  is  now  out  on  bail  while 
prosecutors  continue  to  investigate  In- 
wako for  breaking  export  control  laws. 


Airways  official,  was  deported.  "The  Ira- 
qis are  very  clever."  says  one  British 
official.  "They  operate  from  Baghdad  by 
fax  and  telephone  and  use  U.  K.  nation- 
als to  operate  for  them." 

The  British  connection  occasionally  led 
to  Iraq's  German  intermediaries.  One 
such  channel  involved  Peter  J.  Phillips, 
who  operated  a  one-man  export  company 
called  Endshire  Export  Marketing  in  a 
country  house  near  Chipping  Norton  in 
the  famous  rolling  hills  of  the  Cots- 
wolds.  Phillips  was  asked  by  Iraq's  Ger- 
man supplier,  Inwako,  to  search  out  sup- 
pliers for  a  stream  of  orders. 

In  one  such  case  in  1988,  Phillips  ob- 
tained 400  tons  of  high-grade  stainless 
steel  from  Avesta  Stainless  Ltd..  the 


IRAQI  NUCLEAR  PLANT  THAT 
WAS  LATER  BOMBED  BY  ISRAEL 


He  declines  to  comment  on  the  allega- 
tions but  says  ruefully:  "Dealing  with 
Arabs  is  complicated." 

The  Germans  were  not  the  only  Euro- 
pean power  to  help  Iraq's  nuclear  pro- 
gram along.  Britain  allowed  itself  to  be 
turned  into  a  key  link  in  Iraq's  network. 
The  British  buying  effort  was  controlled 
through  a  network  of  small  Iraqi-domi- 
nated companies,  the  most  public  of 
which  was  Technology'  &  Development 
Group  Ltd.  In  late  1987,  tdg  bought  60'  f 
of  Matrix  Churchill  Ltd..  a  Coventry- 
based  maker  of  precision  machine  tools. 
The  money-losing  company  suddenly  hit 
the  black  with  three  big  orders  for  S36 
million  worth  of  high-tech  lathes  that 
could  be  used  for  cutting  high-quality 
steel  used  in  nuclear  centrifuges.  British 
Customs  officials  have  questioned  three 
former  directors  of  Matrix,  but  no  ar- 
rests have  been  made. 

The  Iraqis  also  controlled  a  British- 
based  shell  company  called  European 
Manufacturing  Center  (EL'ROM.AO,  which 
served  as  a  conduit  for  buying  U.  S.- 
made  capacitors  for  triggering  nuclear 
devices.  Two  euromac  officials  were  ar- 
rested at  Heathrow  airport  last  March 
attempting  to  ship  the  capacitors  to 
Iraq,  and  Omar  Latif,  a  high-level  Iraqi 


British  subsidiary  of  Sweden's  Avesta. 
Avesta  was  told  that  the  SI. 5  million 
order  was  for  Inwako,  which  was  said  to 
be  supplying  an  Iraqi  desalinization  proj- 
ect. There's  no  evidence  the  steel  was 
actually  used  in  Iraq's  weapons  pro- 
gram, but  it's  an  example  of  how  the 
Iraqis  obtained  materials  through  elabo- 
rate procurement  processes.  Phillips 
says  he  believed  everything  he  was  ship- 
ping was  legal,  and  he  later  reported  his 
deals  to  British  intelligence.  "I'm  not  an 
aggressive  businessman,"  he  says.  "I'm 
just  Joe  Normal.  I  never  wanted  to  be 
Adnan  Khashoggi." 

A  BREAKTHROUGH?  France  was  Iraq's 
chief  nuclear  supplier  until  the  Israelis 
bombed  the  French-built  Osirak  reactor 
in  1981.  The  French  say  that  put  a  stop 
to  their  supplying  nuclear  technology. 
But  it  was  too  late:  France  had  supplied 


'When  in  doubt,  decide  in 
favor  of  the  company,' 

was  an  unwritten  rule  for 
Gennan  export  officials 


the  Osirak  reactor  with  27  pounds  o 
weapons-grade  uranium,  still  intact  i. 
storage.  Even  though  it  was  inspected 
December  by  the  Vienna-based  Intern 
tional  Atomic  Energy"  Agency,  it  woul 
requu-e  only  "several  weeks"  for  Hu 
sein  to  use  this  uranium  to  build  a  crud<| 
device,  says  Leonard  Spector,  a  senio; 
associate  at  the  Carnegie  Endowme; 
for  International  Peace.  Moreove 
France's  Aerospatiale  has  helped  wi 
guidance  systems  for  Iraq's  Scud 
siles.  industrial  sources  say.  Aerosp; 
tiale  denies  any  such  involvement.  But  i 
true,  it  would  represent  a  major  brea 
through  for  Saddam. 

Can  Saddam's  nuclear  ambitions  b' 
halted"?  The  Germans  appear  to  be  mak 
ing  a  genume  effort  t< 
prevent  their  techno 
og\"  and  materials  fron 
reaching  Iraq.  Lists  o 
goods  needing  permit 
have  been  expanded 
jail  sentences  for  evad 
ing  export  laws  hav( 
been  hiked  to  fiv( 
years,  and  the  staff  o 
the  Federal  Export  Of 
fice  has  been  tripled 
Collectively,  these  ef 
forts  have  resulted  in  a 
least  six  shipments  be 
ing  stopped.  Britaii'S 
also  has  quietly  put  sev 
eral  Iraqi  front  compal 
nies  out  of  business 
But  governments  have  not  made  m.uci 
progress  toward  either  a  regional  oi 
global  cooperation  scheme  that  couk 
stop  Saddam.  A  Middle  East  securitj 
pact  among  Iraq,  Israel,  and  Egv'pt  tx 
open  their  nuclear  programs  up  for  in 
ternational  inspections  would  be  one  re 
sponse,  but  it  is  considered  extremelj 
unlikely.  The  U.  S.  is  also  trying  to  pu 
Iraq  on  the  list  of  nations  monitored  bj 
the  Paris-based  Coordinating  Committe( 
on  Export  Controls  (COCOM).  But  tha 
would  still  leave'  Iraq  with  access  U 
dual-use  technology. 

Any  effort  to  crack  down  on  export  o: 
nuclear  technolog}',  however,  would  like 
ly  require  several  yeare  to  implement.  Ir 
a  sense,  the  big  nuclear  powers  are  no 
paying  the  price  for  ignoring  nuclea 


ai 


proliferation  for  decades.  "We  created 
monster,"  says  Vladimir  Isayev.  who  fol 
lows  Arab  affairs  at  the  Academy  ol 
Sciences  in  Moscow.  "We  all  can  shar€ 
the  blame:  the  U.  S.  S.  R.,  France,  Ger- 
many, even  the  U.  S."  And  while  the 
world  dithers,  Saddam  Hussein  draws 
closer  to  his  nuclear  dream. 

By  Igor  Reichlin  in  Julich  and  Mark 
Maremont  in  London,  with  Jonathan  Kap 
stein  in  Brussels.  Jonathan  Levine  in  Par 
is,  and  bureau  reports 
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OFTEN  THE  WAY  WE  FIT  IN  IS  WHAT  MAKES 

US  STAND  OUT.  As  a  multinational  producer  of  nickel  and  nickel-based  alloys,  we 
understand  how  different  elements  blend  together.  It's  our  business. 

We're  Inco,  once  known  as  the  Internationa]  Nickel  Company,  and  no  stranger  to  foreign  affairs. 
In  the  Far  East,  we've  spent  the  past  three  decades  getting  accustomed  to  the  customs. 
So  we're  a  part  of  projects  from  the  ground  up. 

Consider  the  Toh'o  communit}'  centre  depicted  above.  Stainless  steel  roof  tiles  and  decorative 
rings  containing  10  per  cent  nickel  lend  lasting  strength  and  beauty  to  an  architectural  st)'le  2000  years 
old.  While,  true  to  Inco's  spirit  of  innovation,  our  patented  coloring  process  adds  an  eternal  gracenote. 

Our  nickel  sales  are  about  equal  in  Europe,  North  America  and  Asia.  In  fact,  we  account  for  one  third  of  the 
nickel  supplied  to  these  markets.  Aid  80  per  cent  of  our  production  is  spoken  for.  h 

Which  is  why  more  people  are  getting  to  know  us  better.  Ill  %1  %^ 

And  vice  versa.  STRONGER  FOR  OUR  EXPERIENCE 


For  more  information,  write  Director,  Investor  Relations,  Inco  Limited,  One  New  York  Plaza,  N  Y,,  10004. 
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BRITAIN  I 


THE  NEW  BROOM 

AT  LIDYD'S  OF  LONDON 


David  Coleridge  vows  to  cure  the  insurance  exchange's  ills 


Around  Lloyd's  of  London,  David 
E.  Coleridge  always  has  been 
known  as  a  go-getter.  Back  in 
the  196()s,  as  a  rising  young  underwriter 
at  the  fabled  insurance  exchange,  Cole- 
ridge drew  a  bead  on  his  more  senior 
colleagues  by  muscling  into  their  busi- 
ness whenever  they  were  out  on  vaca- 
tion. Later  on,  Coleridge  took  over  a 
sleepy  underwriting  agency,  Sturge 
Holdings  PLC,  and  turned  it  into  Lloyd's 
largest  member,  quadrupling  its  profits 
and  earning  him  stock  now  worth  $32 
million  after  it  went  public  in  1985. 

Now,  the  58-year-old  Coleridge,  the 
Bombay-born  son  of  a  wealthy  cotton 
broker  and  a  descendant  of  the  poet 
Samuel  Taylor  Coleridge,  is  assuming 
the  biggest  challenge  of  his  career.  On 
Jan.  1,  the  $H50,000-a-year  chairman  of 
Sturge  took  on  an  additional  role  as 
Lloyd's  chairman.  His  mission:  pulling 
the  303-year-old  exchange  into  profitaljil- 
ity  and  keeping  it  No.  1  in  the  world 
of  high-risk  insurance  v.  l  ere  underwrit- 
ers back  risks  such  as  tankers  plying 
the  Persian  Gulf.  Says  Coleridge:  "We 
are  going  to  look  at  the  wiutle  way  we 
operate." 

WHISKY  SNIFFER.  This  is  inA  the  first 
time  that  one  of  Lloyd's  leaders  has 
vowed  to  cure  the  exchange's  ills.  But 
this  time  around,  Coleridge's  admoni- 
tions are  tinged  with  a  new  si'nse  of 
urgency:  For  one  thing,  the  syndicates 


of  wealthy  investors  who  provide  insur- 
ance through  Lloyd's — among  them,  ten- 
nis star  Virginia  Wade  and  novelist  Jef- 
frey Archer — are  barely  breaking  even 
(chart). 

Lloyd's  handled  $13.3  billion  worth  of 
business  in  1990 — including  a  $1.5  mil- 
lion policy  on  the  nose  of  the  chief  whis- 
ky sniffer  at  Scotland's  Cardhu  distill- 
ery. But  Lloyd's  profits  have  been 
hammered  by  inroads 
from  other  insurers,  as 
well  as  by  hefty  disaster 
claims,  including  those 
from  Hurricane  Hugo,  the 
San  Francisco  earthquake, 
and  the  Exxon  Valdez  oil 
spill.  Adding  to  the  mal- 
aise, the  Lloyd's  investors, 
or  "names,"  who  are  lia- 
ble down  to  their  last  pen- 
ny for  claims,  are  facing 
onerous  payouts  from 
mounting  environmental 
and  medical  claims  in  the 
U.  S.,  where  the  exchange 
does  407^  of  its  business.  As  a  re- 
sult, names  are  leaving  Lloyd's  by  the 
thousands. 

To  Coleridge,  who  has  been  a  member 
of  the  ruling  Council  of  Lloyd's  for  the 
past  eight  years,  the  liability  rule  is  only 
one  of  the  holdovers  from  Britain's  colo- 
nial era  that  must  be  reviewed  if  the 
insurance   exchange   is   to  endure. 


LLOYD'S  PROFITS 
ARE  WANING 

0 

4 

^            RETURN  ON 
INVESTMENT 

■86       ■87       ■as       ^89  ^90 
▲  PERCENT                   ^  EST.-i 
DATA:  CHATSET ITD,  BW  ESTIMAllS 

"Lloyd's  needs  to  come  into  the  21st  cen 
tury,"  he  says. 

Even  before  he  became  chairman 
Coleridge  was  pushing  for  change,  back 
ing  recent  moves  to  abandon  traditiona 
lines  of  demarcation  that  limited  syndi 
cates  to  handling  only  one  type  of  busi 
ness — say,  shipping — and  to  set  up  ^ 
reinsurance  fund,  its  size  yet  unde) 
cided,  for  Lloyd's  members.  But  Cole 
ridge  may  consider  other  fundamenta 
reforms,  such  as  permitting  corporations 
to  invest  alongside  the  names.  He  also 
wants  to  build  Lloyd's  business  on  th« 
Continent,  where  it  is  barely  represent 
ed,  and  cut  its  2,000-person  staff  as  wel 
as  automate  its  archaic  claims  settle 
ment  system. 
IN  THE  SAME  BOAT.  Coleridge  wants  to 
see  a  wave  of  mergers  among  Lloyd's 
ranks  to  shrink  its  401  syndicates  dowr 
to  about  150.  The  survivors  would  be 
able  to  take  on  bigger  risks  and  provide 
broader  services.  He  argues  that  would 
l:ie  the  best  way  to  enable  Lloyd's  tc 
withstand  competition  from  such  insur- 
ers as  Sun  Alliance  PLC  or  Travelers 
Corp.,  which  have  won  business  by  of 
fering  more  comprehensive  service.  "Ar 
international  company  that  wants  a  sin 
gle  global  program  will  go  straight  to  a 
big  insurer,"  says  an  executive  at  broker 
Willis  Corroon  PLC. 

Many  City  of  London  observers  deem 
Coleridge  uniquely  able  to  handle  the' 
necessary  revamping.  A  lifelong  insur- 
ance man  who  picked  a  brokerage  house 
over  college  after  graduating  from  Eton 
Coleridge  is  "a  pragmatist  and  realist,' 
says  London  Stock  Exchange  CEO  Peter 
Rawlins,  a  former  Sturge  executive, 
"He's  the  first  chairman  who  has  hac 
responsibility  for  a  commercial  busi- 
ness." The  insurance  in- 
dustry's business  cycle 
could  help  out,  too.  As 
claims  have  soared,  many 
large  insurers  have  founc 
themselves  in  the  samt ! 
boat  as  Lloyd's  and  alsc 
are  retrenching. 

If  Coleridge's  reforms 
click,  Lloyd's  could  end  up 
well-positioned  for  the 
rest  of  the  1990s  and  be- 
yond. In  fact,  despite  the 
gloomy  news  now.  Cole 
ridge,  an  avid  collector  oi 
volumes  by  his  literary 
forbear,  is  anything  but  downbeat.  Like 
the  storm-tossed  seaman  in  The  Rime  Oj 
the  Ancient  Mariner,  Lloyd's  is  alsc 
facing  rough  seas.  But  if  Coleridge  car 
unburden  it  from  its  old  ways,  he  may 
be  able  to  guide  it  through  with  a  mini- 
mum of  damage. 

Bi/  Richard  A.  Melcher  in  London,  with 
William  Glasgall  in  New  York 
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more  Hum  a  ny  other  spreadsheet,  graph  per  page: 


Since  1983, 7 out  of  10  spreadsheet 

buyers  have  chosen  1-2-3! 
Now  we're  going  after  the  other  3. 


Over  10  million  business  people  are 
more  productive  and  more  insightful 
because  of  Lotus  1-2-3. 

Now  Lotus  int  roduces  1-2-3  Release .  1 . 

And  if  you're  currently  using  1-2-3, 
you'll  find  it  offers  the  featui'es  you've 
been  wishing  for.  Like  the  ability  to  see, 
on  screen,  exactly  what  your  printed 
output  will  look  like.  Our  unique  3D 
approach  to  organizing  and  consolidating 
spreadsheet  data.  And  the  most  profes- 


sional and  persuasive  printed  reports 
you've  ever  created  on  your  computer 
Or  if  you're  one  of  the  holdouts  not 
using  1-2-3,  you'll  find  it  offers  an  inter- 
active, graphical 
environment.  Plus  it 
works  with  Windows 
3.0.  And  supports  both 
a  kevlxtard  and  a  mouse. 


!.( Jills  l-L!-:i^:li 


We've  prepared  a  free  demo  disk  to 
show  you  what  1-2-3  can  do  for  you. 

First  time  buyers  should  visit  their 
local  Lotus  Reseller.  Or  to  request 
a  Release  3.1  Auto  Demo,  call 
1-800-TRADEUP,  ext.  598. 

And  see  why  7  out  of  10  spreadsheet 
buyers  chose  1-2-3.  And  the  other  3 
may  not  be  far  behind. 


Introducing  Lotus  1-2-3 


©  Copyrighl  IflHO  Lulus  Develu|iiiiciil  Cirpciraliiin  Lnlus  anil  an-  rcRiMeii'il  Iradenuirks  nl  Lulus  [li-vi'lupMiiMil  ('urpuralion  VVimliiws  is  a  trademark  of  Microsoft  Curporatiuii 
'^%  rt-ported  by  Audits  &  Surveys.  Iiic  .  measuring  IBM-Cunipalible  spreadslteei  sales  anions  rninputer  and  suftuare  dealers  nationwide 


77jtt  advertisement  is  neither  an  ojfer  to  sell  nor  a  sdliLilcitiui)  oj  tin  offer  to  buy  any  of  these  securities. 
Tlx  offering  is  made  only  by  the  Prospectus. 


December  20,  1990 


33,000,000  Shares 

Insured  Quality  Municipal  Fund,  Inc. 

Common  Stock 


Price  $  15  Per  Share 


Copies  of  tlx  Prospectus  may  be  obtained  from  such  of  the  Umienmters  as  may  legally  offer  these  securities 
in  compliance  with  tlx  securities  laws  of  the  respective  states 
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EDITED  BY  JOHN  PEARSON 


A  TIDAL  WAVE  OF  IMMIGRANTS 
MAY  SOON  CRASH  DOWN  ON  EUROPE 


The  specter  of  economic  collapse  in  Eastern  Europe  and 
the  Soviet  Union  is  clouding  the  European  Community's 
vision  of  stable  prosperity  after  1992.  The  prospect  of  a 
massive  wave  of  immigrants  from  the  east  is  becoming  the 
EC's  thorniest  political  and  social  issue.  With  unemployment 
rising  as  economic  growth  slows  in  Western  Europe,  throngs 
of  new  job-seekers  could  touch  off  a  nasty  anti-immigrant 
backlash  and  scuttle  already  hard-pressed  social  programs. 

In  recent  years,  the  EC  has  absorbed  some  10  million  legal 
immigrants — about  half  of  them  from 
North  Africa.  Several  million  illegals 
have  also  poured  in.  The  new  wave 
from  the  east  could  be  as  large.  Lidiya 
Mikhailovna  Zhukovka,  a  homeless  re- 
tired worker  in  Moscow,  is  one  of  many 
Russians  who  hope  to  make  a  break  for 
a  better  life  in  the  West.  "When  they 
open  the  borders  to  leave,"  she  vows, 
"I'll  be  the  first  person  through." 

That  prospect  has  started  a  scramble 
by  the  EC  to  shape,  for  the  first  time,  a 
communitywide  policy  on  immigration 


AT  THE  FRENCH  BORDER:  EASING  RESTRICTIONS 


Up  to  now,  France  and  Britain  have  opposed  a  common  policy 
because  they  have  tried  to  maintain  special  ties  with  former 
African  and  Asian  colonies.  Bonn,  meanwhile,  has  kept  the 
door  open  for  ethnic  Germans  from  the  former  Soviet  bloc. 
But  at  their  Rome  summit  in  December,  EC  members  agreed  to 
coordinate  immigration  policies.  What  seems  likely  to  emerge 
is  a  quota  system  for  the  entire  EC  similar  to  that  of  the  U.  S., 
which  sets  annual  levels  and  categories  of  immigrants. 
MILLIONS  OF  SOVIETS.  An  EC-wide  approach  is  urgent  because 
of  the  Schengen  Treaty,  which  commits  France,  Germany,  and 
the  Benelux  countries  to  end  all  internal  border  controls  by 
January,  1993.  Italy  joined  the  pact  in  November,  and  holdouts 
Britain,  Spain,  and  Portugal  are  likely  to  sign  next  year.  When 
it  goes  into  effect,  a  flight  from  Stuttgart  to  Rome,  for  exam- 
ple, will  be  considered  domestic  travel.  That  will  make  it  much 
easier  for  illegal  immigrants  to  circulate  freely  within  the  EC. 


The  big  unknown  is  how  many  Soviet  citizens  may  head 
west.  "There's  just  no  way  we  can  gauge  it  now,"  says  Italy's 
Foreign  Minister,  Gianni  De  Michelis,  who  has  been  spearhead- 
ing the  EC's  efforts  to  forge  a  common  immigration  policy. 
Soviet  estimates  of  how  many  would  leave,  if  free  to  do  so, 
run  as  high  as  12  million.  An  emigration  bill  giving  citizens  the 
right  to  a  five-year,  renewable  passport  has  been  bogged  down 
in  the  Soviet  Parliament,  but  it  appears  likely  to  pass  in  1991. 
Meantime,  the  EC  is  prodding  the  buffer  states  of  Hungary, 
Czechoslovakia,  and  Poland  to  tighten 
up  their  borders  with  the  Soviet  Union. 
Their  fragile  economies  would  be  the 
first  to  suffer  under  an  onslaught  of 
Soviet  refugees.  Hungary  is  already 
awash  with  as  many  as  100,000  illegal 
immigrants,  many  homeless  and  with 
no  job  prospects  in  a  country  where 
unemployment  is  climbing  dramatically. 
While  many  are  ethnic  Hungarians 
from  Romania,  the  Budapest  office  of 
the  U.  N.  High  Commissioner  for  Refu- 
gees says  707'  of  the  refugees  it  deals 
with  now  come  from  the  Soviet  Union. 

The  real  danger,  though,  could  come  from  a  nationalist 
backlash.  In  Italy,  attacks  against  African  and  Arab  immi- 
grants have  become  commonplace.  And  in  Berlin,  ethnic  vio- 
lence broke  out  in  early  December  between  Germans  and 
Turkish  immigrants,  of  whom  there  are  1.6  million  in  Germa- 
ny. Resentment  is  also  rising  against  900,000  Poles  who  en- 
tered Germany  in  1990.  Says  Carlo  De  Benedetti,  chairman  of 
Olivetti,  whose  Triumph-Adler  unit  is  Germany's  largest  type- 
writer manufacturer:  "What  I  fear  the  most  is  a  right-wing, 
nationalist  reaction  to  an  invasion  from  the  south  and  east  of 
Biblical  proportions."  The  EC's  achievements  in  freeing  trade 
and  currency  movements  may  look  easier,  in  retrospect,  than 
coping  with  the  new  immigrant  flows. 

By  John  Rossavt  in  Rome,  with  Rosemarie  Boyle  in  Moscow, 
Gail  Schares  in  Bonn,  and  bureau  reports. 


GLOBAL  WRAPUP I 


EUROPE 


Agriculture  Commissioner  Ray 
MacSharry,  who  led  the  Europe- 
an Community's  fight  to  protect  its  10 
million  farmers  against  trade  liberal- 
ization under  the  General  Agreement 
on  Tariffs  &  Trade,  is  now  drawing  up 
a  plan  to  reform  the  EC's  massive  agri- 
cultural subsidies.  He  is  expected  to 
present  it  to  the  EC  Commission  around 
Jan.  9,  ahead  of  a  Gatt  meeting  in  Ge- 
neva on  Jan.  15.  The  Geneva  gathering 
will  explore  chances  for  reviving 
GATT's  Uruguay  Round  of  negotia- 
tions, which  collapsed  last  month  over 
the  EC's  refusal  to  make  deep  cuts  in 
farm  supports.  MacSharry's  proposals 


go  beyond  previous  EC  reforms  but  still 
are  unlikely  to  fully  satisfy  the  U.  S. 
and  other  agricultural  exporters. 

MacSharry's  aim  is  to  continue  pro- 
tecting small  European  farmers  while 
reducing  excess  farm  output.  Mea- 
sures would  include  limits  on  the  num- 
ber of  dairy  animals  per  farm  and  im- 
provements in  pension  and  social 
security  to  encourage  early  retirement 
by  farmers,  thus  taking  small  farms 
out  of  production.  Other  proposals 
range  from  reforestation  to  lowering 
beef  price  supports.  Such  measures, 
however,  don't  appear  to  meet  U.  S. 
demands  for  a  90%  slash  over  10  years 
in  EC  agricultural  export  subsidies. 

If  efforts  to  revive  the  Gatt  talks 


fail,  a  round  of  U.  S.  retaliation  is  like- 
ly against  unfair  trade  practices  by  the 
EC  and  other  countries.  President  Bush 
held  back  such  actions,  based  on  Sec- 
tion 301  of  the  Trade  Act  of  1974,  to 
avoid  trade  friction  during  the  final 
year  of  GATT's  Uruguay  Round. 

Now,  a  series  of  tit-for-tat  trade  re- 
prisals by  the  U.  S.  and  the  EC  is  start- 
ing. After  banning  imports  of  U.  S. 
beef  dosed  with  hormones,  the  EC  is 
now  halting  all  imports  of  U.  S.  beef 
and  pork,  charging  that  U.  S.  slaugh- 
terhouses are  unsanitary.  In  retalia- 
tion, the  U.  S.  is  barring  white  wines 
from  Europe  and  other  regions  made 
from  grapes  dosed  with  a  fungicide  the 
U.  S.  has  not  approved  for  safety. 
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PERKIN-ELMER'S 
BLUES  MAY  ATTRACT 
EUROPEAN  FANS 


After  completing  a  comprehen- 
sive, three-year  restructuring, 
Perkin-Elmer  has  yet  to  deliver 
good  tidings  to  its  shareholders.  Its 
stock,  currently  trading  at  22,  is  down 
from  its  1990  high  of  25  and  way  off  its 
1987  high  of  41.  And  analysts  aren't 
expecting  a  significant  jump  in  earn- 
ings, either. 

Even  so,  several  smart-money  inves- 
tors have  been  snapping  up  shares  of 
Perkin-Elmer,  a  major  maker  of  analyt- 
ical instruments  used  in  determining 
the  composition  and  molecular  struc- 
ture of  chemicals.  One  big  player  is 
investment  manager  George  Soros,  the 
chairman  of  Quantum  Fund,  who  ac- 
quired a  5.8%  stake  from  September  to 
November  at  $18  to  $22  a  share.  Soros 
contends  that  the  purchase  is  for  in- 
vestment purposes  only. 

Perkin-Elmer  is  trading  at  a  price- 
earnings  ratio  of  17 — well  below  the 
p-e  it  has  posted  in  recent  years.  But 
other  big  investors  believe  Soros  may 
be  looking  at  more  than  just  Perkin- 
Elmer's  earnings  prospects  now  that 
the  company  has  divested  three  of  its 
businesses,  including  semiconductor- 
production  equipment.  One  takeover  in- 
vestor notes  that  foreign  sales  account- 
ed for  537.  of  Perkin-Elmer's  total  1990 
revenues  and  69%  of  operating  income. 
Several  pros  believe  that  Soros  expects 
Perkin-Elmer  to  become  a  takeover  tar- 
get for  a  big  European  company. 
R&D  APPEAL.  One  investor  puts  Perkin- 
Elmer's  takeover  value  at  about  $35  a 
share — and  analysts  at  13D  Research 
agree.  By  focusing  on  the  rapidly 
growing  instrumentation  markets  in 
the  drug,  biotech,  and  environmental- 
protection  industries,  notes  13D's 
Woody  Preucil,  Perkin-Elmer  should 
generate  annual  per-share  earnings 
growth  of  12%  to  15'.'  over  the  next 
several  years.  Another  factor  that 
should  drive  the  com{'any's  growth  is 
worldwide  competition,  which  is  mak- 
ing research  and  technology  more  im- 
portant than  ever. 

Management  is  awarr  that  Perkin- 
Elmer's  assets  are  undervahied.  It  re- 
purchased 10.1  million  shares,  or  23%, 
of  the  company's  stock  last  summer,  at 
18%  to  24^2.  Under  Perkin-Elmer's  re- 
purchase plan,  the  company  could  opt 
to  buy  some  5.7  million  more.  Other 


PERKIN-ELMER: 
PICKING  UP  STEAM 


SEPT.  3  90 
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DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


big  holders  of  Perkin-Elmer  shares  in- 
clude Lehman  Ark  Management,  which 
has  an  8.27'  stake,  and  Sasco  Capital, 
with  7%.  A  company  spokesman  says 
he  isn't  aware  of  any  merger  or  take- 
over talks. 


HEALTHY  GAINS 
FOR  A  TEST  LAB 


Clinical  laboratory  testing  has  be- 
come a  booming  niche  business, 
so  it's  not  surprising  that  there 
have  been  a  lot  of  acquisitions  in  that 
segment  of  health  care  in  recent  years. 
As  a  result,  not  many  clinical  laborato- 
ries are  publicly  traded  anymore.  But 
some  big  investors  are  betting  on  one 
company  that  still  is:  Damon  Group. 
Its  stock  has  climbed  to  5'/4  from  3 '/a 
in  mid-August.  Despite  that  rise,  some 
pros  say  Damon  is  still  a  bargain. 

Its  network  of  12  regional  clinical 
labs,  which  perform  more  than  400,000 
diagnostic  tests  a  week  for  doctors  and 
hospitals,  have  yet  to  be  reflected  in 
Damon's  stock,  say  the  pros.  The  com- 
pany's labs  are  located  in  major  cities, 
such  as  Atlanta,  Chicago,  Dallas,  Los 
Angeles,  New  York,  and  San  Francis- 
co. Damon  also  operates  some  40 
smaller  labs  and  100  specimen-collec- 
tion centers. 

"Damon's  clinical-lab  business  has 
been  gaining  market  share  and  has 
rapidly  improved  the  company's  operat- 
ing margins,"  says  John  Hindelong,  a 
health  care  analyst  at  Donaldson  Luf- 
kin  &  Jenrette  Securities.  "The  compa- 
ny's test  labs  are  a  value  that  is  not 
yet  apparent  to  investors."  One  take- 
over pro  puts  Damon's  breakup  value 
at  $10  to  $12  a  share,  based  on  the 


prices  that  other  lab-testing  operations 
have  commanded  in  recent  acquisitions. 

Part  of  the  recent  rise  in  Damon 
stock  can  be  attributed  to  speculation 
that  the  company  is  informally  talking 
to  several  European  and  American 
health  care  companies  about  a  merger 
or  sale  of  part  of  the  company.  Damon 
declined  comment. 

It  wasn't  that  long  ago — in  May, 
1989 — that  Damon  was  acquired  by 
Nomad  Partners,  an  investor  group. 
Damon  Group  Chairman  and  CEO  Rob- 
ert Rosen,  who  also  heads  Nomad 
Partners,  has  sold  Damon's  nonlab 
businesses,  which  has  helped  improve 
profit  margins  and  repay  the  $50  mil- 
lion bridge  loan  that  was  obtained  to 
buy  the  company.  Analysts  see  operat- 
ing earnings  jumping  to  $40  million  in 
1991  from  an  estimated  $31  million  for 
last  year. 


TOUGH  TIMES? 
YIPPEE! 


uring  periods  of  economic  dis- 
I  tress,  investors  invariably  clam- 
or for  recession-proof  plays. 
Jack  Laporte,  president  of  the  T.  Rowe 
Price  Horizon  Fund,  believes  that  he 
has  found  a  real  gem — a  stock  that 
isn't  just  recession-proof  but  actually 
benefits  from  economic  slumps:  Payco 
American. 

Payco  is  a  little-known  collection 
agency  that  operates  nationwide 
through  37  offices  that  are  equipped 
with  a  computer-aided  collection  sys- 
tem. Not  surprisingly,  savvy  investors 
such  as  Laporte  have  been  scooping  up 
Payco  shares,  which  have  climbed  since 
early  November  from  9^2  to  12.  He 
expects  the  stock  to  hit  20  in  the  next 
12  to  18  months. 

Laporte  notes  that  as  the  number  of 
unpaid  bills  increases,  Payco's  business 
expands.  "Payco  is  one  of  the  few  pure 
plays  in  the  recession,"  says  Laporte. 
He  estimates  that  earnings  will  leap  to 
70$  a  share  in  1991  from  an  estimated 
55$  last  year  and  41$  in  1989.  Revenues 
are  also  expected  to  soar — to  $120  mil- 
lion to  $125  million  in  1991  from  an 
estimated  $107  million  in  1990  and  $95.7 
million  in  1989.  Payco  has  "extraordi- 
narily strong  cash  flow,"  says  Laporte, 
which  he  estimates  will  grow  to  $2  a 
share  in  1991  from  $1.50  in  1990. 

Because  the  company's  share  of  the 
debt-collection  business  is  on  the  rise, 
Laporte  believes  that  Payco  should  be 
attractive  to  one  of  the  big  financial 
companies  and  may  soon  become  a 
takeover  target. 
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150  Year  Old  Technology  Weds  Silicon 
Valley's  Most  Glamorous  Star. 

If  you  think  of  microfiche  as  a 
medium  relegated  to  the  basement 
archives,  then  you  need  to  dust  off  your 
view  of  what's  happening  at  Anacomp. 

We  recently  marriedthe  old  reliable 
microfiche  to  the  most  glamorous  graph- 
ics capabilities  that  today's  computer 
chips  can  muster  in  the  world's  fastest , 
most  efficient,  most  productive  informa- 
tion and  image  management^  &.  IM ) 
system :  The  DatagraphiX  XFP  2000™ . 

You  Can  Put  AWhole  Library 
 In  A  File  Cabinet.  

ThenewXFP  2000  ."i^ 
has  spawned  a  won- 
drous  storage  fiche 
called  "Wonder 
Fiche."  It  has  all  the 
advantages  of  space 
and  paper  savings  that 
alone  may  pay  for  the 
cost  of  the  system. 


The  Wonder  Fiche  Digests 

Data  Faster  Because 
It  Takes  Ferocious  Bytes. 

Our  system  is  software-driven, 
designed  to  double  the  throughput  of 
competitive  micrographics  setups. 
Speed  and  productivity  are  enhanced. 
And  with  features  like  Advanced 
Function  Indexing™  and  Anatrieve™ , 
sorting  and  retrieval  of  microfiche  is 
virtually  automatic. 

What  You  Put  In 
Is  What  You  Get  Out.   

The  "Advanced  Function  Plat- 
form" of  the  XFP  2000  enables  one  to 
duplicate  forms  and  documents  with 
the  same  graphics  as  the  original.  It 
offers  enhanced  graphics  capabilities 
with  the  ability  to  replicate  a 
variety  of  fonts,  forms,  signa- 
tures, logotypes,  invoices  and 
statements  which  have  the 
"branded"  and  "corporate- 
look"  of  the  original.  No  wonder 


nearly  all  of  America's 
1,000  largest  cor- 
porations nave  a 
relationship  with  us. 

It  Ain't  The  Same 
Old  Fiche  Story. 

Fiche  and  chips  can 
be  a  blue  chip  investment 
for  your  company.  For 
information  on  owning  an  Anacomp 
1  &.  IM  system,  or  on  how  we  can  handle 
your  needs  through  one  of  our  service 
bureaus,  write  J.  Mark  Woods,  E.V.P., 
Anacomp,  Inc.,  3060  Peachtree  Road, 
N.W.,  Suite  1 700,  Atlanta,  Georgia 
30305.  Orcall  404-262-2667. 

THE  MAGE  OF  THE  FLTTURE. 

anacomF 

©1991  Anacomp,  Inc.  Anacomp  and  DatagraphiX  are  recistered 
trademarlcsof  Anacomp, Inc.  DatagraphiXXFr2000(anaXFP 
2000 ) ,  Advanced  Function  Indexing  and  Anatrieve  are  crademarics 
of  Anacomp,  Inc. 


VISION 


You  have  asked 
yourself  a  single  ques- 
tion: what  is  your 
vision,  the  ideology 
that  is  the  soul  of  your 
work?  And  you  find 
that  determining 
the  answer  is  as 
enlightening  as  the 
answer  itself. 

Put  to  the  same 
question,  an  artist  may 
say  that  he  conveys  the 
truth  of  a  given  subject, 
as  he  sees  it.  The  image 
in  his  mind's  eye  is 
shaped  and  colored  by 
experience,  by  hope, 
by  the  knowledge  of 
what  can  be. 

So  too,  you  must 
approach  the  creation 
of  a  401(k)  program. 
You  help  a  client  dis- 
till truths  about  their 
goals,  and  then  you 


inteq^ret  those  goals  in 
a  custom  program.  In 
many  ways,  your  client 
entrusts  you  with  their 
hope,  their  vision  of 
the  future. 

This  responsibil- 
ity, you  realize,  is  what 
drives  all  your  creative 
energy,  your  resources 
and  values.  It's  what 
makes  you  a  leader 
in  401(k)  services. 
You've  developed  an 
entire  ethos  around 
it,  a  foresight  that 
materializes  the  goals 
of  others. 

And  you  come 
to  realize  that  a  little  of 
each  relationship  rubs 
off  and  stays  with  you. 
Over  time,  that  collec- 
tion of  dreams  is  what 
forms  a  substantial 
vision  of  your  own. 


Fidelily  Institutional 
Retirement  Services  Company- 


A  Fidelity  Investments  Company 

82  Devonshire  Street.  L9C.  Boston,  MA  02109    1-800-345-5033.  Ext.  5602 
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%n  TRODUCTION 


1991 

WON'T  BE 
A  PRETTY 
YEAR 

A  FLAGGING  ECONOMY  WILL  TEST 
AMERICA'S  BASIC  INDUSTRIES 


Like  an  avalanche  gathering  speed,  the  recession  of  1991  is 
threatening  to  cut  a  broad  swath  through  the  U.  S.  econo- 
my. So  far,  the  service  sector  is  absorbing  the  most 
visible  damage,  with  crippling  problems  hitting  such  industries 
as  real  estate,  retail  trade,  and  financial  services — all  of  which 
added  jobs  during  the  past  couple  of  recessions.  In  this  year's 
downturn,  by  contrast,  office-vacancy  rates  are  hovering 
around  20%,  retailing  revenues  are  expected  to  fall  in  real 
terms,  and  banks  and  brokerage  houses  are  still  shrinking. 
Indeed,  Citicorp,  the  country's  largest  bank,  has  just 
announced  plans  to  trim  8,000  jobs,  about  8.5%  of  its  total 
work  force. 

But  even  though  services  have  taken  the  brunt  of  things 
until  now,  companies  in  the  manufacturing  sector  have  no 
reason  to  be  overconfident.  Their  fortunes  are  still  hostage  to 
the  fate  of  the  overall  economy,  and  signs  are  appearing  that 
the  shock  wave  from  the  downturn  in  services  may  soon  wash 
o\cr  ii/iimr.'ictunni:;.  Siii'-c  last  suiinri(_'r,  whcii  this  recession 


probably  started,  industrial  production,  excluding  defense  anl 
aerospace,  has  dropped  by  2.87o,  just  short  of  the  3.3%'  plungj 
in  the  comparable  period  at  the  beginning  of  the  1981-82  recesi 
sion.  And  should  the  slump  continue  through  the  first  half  Ci 
1991,  as  economic  forecasters  such  as  Lawrence  H.  Meyer 
Associates  predict,  manufacturing  output  could  keep  diving  b| 
an  additional  2.8%'. 

True,  manufacturing  isn't  going  to  be  as  devastated  as 
was  in  the  early  '80s,  when  industrial  output  fell  by  12.4' 
hundreds  of  plants  were  shuttered,  financial  losses  ran  in 
the  billions,  and  nearly  3  million  workers  were  put  out 
work.  Manufacturers  who  caught  pneumonia  back  then  ha 
trimmed  down  enough  to  survive  this  slump  with  just  a  bal 
cold.  They  have  far  healthier  balance  sheets  than  last  tim^' 
better  control  over  inventories,  and  less  dependence  on  thli 
domestic  market.  And  when  it  comes  to  profits,  manufacturin 
almost  certainly  won't  be  the  worst-hit  sector  of  the  economj 
Food  processors,  chemical  producers,  and  machinery  maker 
will  probably  do  reasonably  well  this  year.  Even  steelmaker: 
who  were  steamrollered  in  the  early  '80s,  anticipate  that  a|''' 
least  they'll  break  even  in  1991,  especially  if  economic  growt 
perks  up  in  the  second  half. 
STRATEGY  BACKFIRE?  Still,  the  first  half  of  1991  is  unlikely  t 
be  kind  to  most  producers.  For  one  thing,  the  momentum 
going  the  wrong  way.  The  only  part  of  the  economy  showing  : 
significant  gain  in  output  from  August  through  Novembe 
was  the  petroleum  industry,  which  enjoyed  a  boost  from  high 
er  oil  prices.  Makers  of  consumer  durables,  such  as  autos  am 
appliances,  have  slashed  output  by  7.3%,  according  to  recen 
Federal  Reserve  Board  numbers.  Even  sectors  that  expect  t 
weather  the  recession  fairly  well,  such  as  chemicals,  have  cu 
back  production.  According  to  projections  from  DRi/McGraw 
Hill,  output  in  almost  every  manufacturing  industry  will  dro] 
in  the  first  quarter.  Even  if  the  recession  stays  mild,  predict 
DRI,  only  food  processors  and  makers  of  sophisticated  techni 
cal  instruments  will  show  an  increase  in  production  in  199 
over  1990  levels.  [ 

One  problem  is  that  even  if  interest  rates  continue  to  fal| 
consumer  spending  won't  bounce  back  soon.  In  their  haste  t« 
stay  lean  and  mean,  for  instance,  manufacturers  have  elimij 
nated  nearly  400,000  jobs  very  quickly.  No  doubt  that's  smar 
business,  but  it  may  also  worsen  the  recession  by  removing 
demand  from  the  economy  just  when  it  is  needed  most.  Now, 
almost  everyone  knows  someone  who  is  job-hunting.  Beyonci 
that,  the  Mideast  crisis,  by  recalling  past  oil-shortage  recesi 
sions,  has  made  consumers  cautious.  And  the  drop  in  rea' 
estate  \'alues  is  leaving  many  homeowners  feeling  poorer' 


THE  FORCES  SHAPING  A  DISAPPOINTING  YEAR 


AS  UtfilNPII^MENT 
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especially  those  with  big  mortgages.  Observes  Richard  B. 
Hoey,  chief  economist  at  Barclays  de  Zoete  Wedd  Inc.:  "When 
there's  no  bid  for  your  labor  and  no  bid  for  your  home,  you're 
supposed  to  be  scared." 

More  people  are  likely  to  be  getting  that  message.  Many 
economists  agree  that  the  unemployment  rate,  now  at  5.9%, 
may  pass  the  77^  mark  by  the  middle  of  the  year.  That's  low 
compared  with  the  peak  of  10.87'  by  the  end  of  the  1981-82 
recession,  but  it  could  be  more  painful  than  it  looks.  In  the 
early  '80s,  much  of  the  rise  in  unemployment  came  from 
young  workers  just  entering  the  labor  force,  which  was  grow- 
ing by  roughly  27  annually.  Now,  the  labor  force  is  hardly 
growing  at  all,  thanks  to  falling  birth  rates  in  the  late  1960s 
and  early  1970s.  That  means  that  most  of  the  newly  jobless 
are  people  who  have  been  working  for  some  time  and,  there- 
fore, have  more  to  lose. 

To  make  things  worse,  state  and  local  governments  are 
facing  budget  deficits  that,  as  a  share  of  revenues,  are 
unequaled  since  the  end  of  the  1974-75  recession.  Right  now, 
the  budget  problems  are  concentrated  in  the  Northeast  and  a 
few  other  states.  But  fiscal  distress  is  likely  to  spread 
as  the  economy  slows  and  tax  revenues  fall.  If  the  economy 
keeps  heading  down,  states  and  localities  across  the  country 
will  have  to  cut  spending,  lay  off  workers,  and  raise  taxes  in 
1991,  which  will  take  more  bites  out  of  consumer  income.  "We 
really  don't  know  how  bad  things  will  get,"  says  Steven  D. 
Gold,  director  of  the  Center  for  the  Study  of  the  States  at  the 
State  University  of  New  York  at  Albany,  "but  the  omens  are 
certainly  bleak." 

Meanwhile,  exports,  which  have  been  the  mainstay  of  eco- 
nomic growth  over  the  past  couple  of  years,  are  faltering. 
Export-oriented  manufacturers  such  as  chemical  and  machin- 
ery makers  were  counting  on  foreign  sales  to  keep  profits 
strong  as  the  U.  S.  economy  cooled.  But  other  countries  are 
facing  slower  growth,  too,  limiting  their  demand  for  U.  S. 
products.  For  example,  about  307  of  U.  S.  merchandise  ex- 
ports go  to  Britain  and  Canada,  both  of  which  have  dipped  into 
recession.  Overall,  economic  growth  in  the  countries  that  buy 
U.  S.  exports  may  slow  from  2.97  in  1990  to  2.27  in  1991 — and 
next  year's  forecasts  are  being  revised  downward  every 
month.  This  will  hold  export  growth  down  to  5.47  in  1990  and 
3%  in  1991,  according  to  DRi/McGraw-Hill,  far  below  the  11% 
gain  recorded  in  1989.  Moreover,  argues  Edward  Guay,  chief 
economist  at  cigna  Corp.,  European  and  Japanese  companies 
have  built  too  much  capacity  at  home;  that  will  blunt  their 
willingness  to  buy  U.  S.-made  capital  goods,  which  account  for 
about  half  of  manufacturing  exports. 

'COORDINATION  FAILURE.'  Any  slowdown  in  export  growth  cer- 
tainly won't  be  offset  by  greater  domestic  demand,  as  prudent 
U.  S.  companies  hold  off  on  capital  spending  until  the  economy 
shows  more  signs  of  life.  Boise  Cascade  Corp.  is  scaling  back 
its  capital  program  from  more  than  $700  million  in  1990  to 
about  $300  million  in  1991.  Other  companies  are  following  suit. 
Overall,  manufacturers  are  planning  a  1.37  decrease  in  real 
capital  spending  for  1991,  according  to  an  October  survey  by 
the  Commerce  Dept.,  the  first  drop  in  their  capital  spending 
since  1986.  As  the  economy's  decline  has  become  more  pro- 
nounced, many  more  companies  that  face  weak  demand  have 
cut  or  postponed  their  investment  plans  for  1991.  Indeed,  the 
latest  numbers  show  that  new  orders  for  nondefense  capital 
goods  plunged  by  16.47  in  November. 

Even  companies  with  strong  sales  are  cutting  back  in  antici- 
pation of  a  deepening  slowdown.  The  amplifying  effect  this 
has  on  the  slump  is  what  economists  call  a  "coordination 
failure."  For  example,  VLSI  Technology  Inc.,  in  San  Jose, 
Calif.,  is  still  making  money  in  its  semicustom-chip  business. 
Even  so,  CEO  Alfred  J.  Stein  has  frozen  hiring  and  stretched 
out  buying  plans  for  capital  equipment.  "I  don't  see  any 
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choice,"  he  says.  "But  I'm  concerned  that  we  may  be  talking 
ourselves  into  a  recession." 

Intel  Corp.  is  also  keeping  a  tight  rein  on  outlays,  even 
though  it  has  $2.5  billion  in  cash  on  hand  and  expectations  of 
double-digit  revenue  growth  in  1991.  Intel  plans  to  shift  its 
spending  to  the  latter  half  of  the  year,  in  hopes  that  the 
economy  will  look  better  by  then.  So  if  a  product  calls  for  a 
$10  million  sales-and-marketing  budget,  Intel  will  spend  less 
than  $2.5  million  in  the  first  quarter,  more  in  later  quarters. 
"If  you  spend  first,  then  try  to  cut,  it's  terrible,"  explains 
Chief  Financial  Officer  Robert  W.  Reed. 

And  when  large  manufacturers  react  this  way,  their  suppli- 
ers also  suffer.  Ford  Motor  Co.  has  already  told  suppliers  that 
it  wants  a  17f  reduction  in  prices  by  early  1991.  The  request  "is 


truly  not  meant  to  move  money  from  one  pocket  to  another," 
says  Philip  E.  Benton,  the  president  of  Ford  Auto  Group. 
"We're  putting  the  screws  on  them  to  keep  cutting  costs" — 
and  help  Ford  hold  its  own  costs  down.  But  that  means  razor- 
thin  margins  in  1991  for  such  suppliers  as  steel  companies, 
who  expect  their  own  production  costs  to  rise  by  4%  over  this 
year.  And  the  longer  the  economy  stays  weak,  the  more  likely 
it  is  that  profits  will  shrink  or  disappear. 

To  be  sure,  when  demand  does  finally  pick  up,  "manufactur- 
ers are  going  to  outperform  the  rest  of  the  economy,"  says 
Mickey  Levy,  chief  economist  at  CRT  Government  Securities. 
They  are  likely  to  be  carrying  lower  inventories  than  in  past 
recessions,  and  they  aren't  weighed  down  by  costly  debt. 
Falling  interest  rates,  in  turn,  are  making  the  dollar  cheap, 
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RETREAT,  HELL:  FOUR  CONTRARIANS 
WHO  HEAR  OPPORTUNITY  KNOCKING 


'STORES  WITH  GREAT  CONCEPTS' 

It's  hard  to  find  confidence  in  any  re- 
tailer in  1991.  But  one  who's  bubbling 
with  it  is  Wayne  Badovinus,  president  of 
Eddie  Bauer  Inc.  After  opening  some  60 
stores  last  year,  Badovinus  plans  to 
christen  an  additional  25  or  30  in  1991, 
plus  2  to  5  in  a  new  product  hne:  home 
furnishings.  That  will  give  the  Redmond 
(Wash.)  apparel  company  more  than  200 
retail  outlets  by  yearend,  and  about  $740 
million  in  store  and  catalog  sales. 

Does  Badovinus  see  something  every- 
one else  is  missing?  He  concedes  there 
could  be  a  severe  retailing  shakeout  this 
year.  "Customers  are  brutal,"  he  says. 
But  "there  are  never  enough  great 
stores  with  great  concepts."  He  thinks 
Eddie  Bauer,  with  its  focus  on  outdoor 
and  casual  wear,  is  one  such  store.  And 
since  it  targets  married  men  and  women 
in  their  mid-  to  late-40s  with  household 
incomes  of  $50,000-plus,  he  thinks  sales 
will  hold  up  fairly  well  this  year. 

Badovinus  admitted  to  feeling  tremors 
in  December,  when  Bauer's  comparable- 
store  sales  growth  dropped  to  nearly 
zero,  vs.  10a  plus  in  early  1990.  But  its 
parent,  Spiegel  Inc.,  can  fund  the  expan- 
sion he  wants  internally.  So  he's  paring 
his  plans  only  lightly  to  give  Bauer  time 
to  digest  the  moiV  than  100  stores  added 
since  1988.  "If  yu^-.  marry  your  business 
to  your  customers,"  be  says,  "they'll  be 
there  at  the  end  of  the  recession. 


HALE  AND  HEARTY  HEALTH  CARE 


With  health  costs  rising  and  Wash- 
ington hell-bent  to  get  a  grip  on 
medicare  spending,  it  would  seem  an  odd 
time  to  be  investing  more  money  in  nurs- 
ing home  facilities.  But  Stewart  Bainum 
Jr.,  the  affable  chief  executive  of  Manor 


Care  Inc.,  an  $800  million  health  care 
lodging  concern  based  in  Silver  Spr 
Md.,  is  doing  just  that. 

Over  the  past  four  years,  Bainum 
spent  $280  million  to  build  39  nun 
homes,  10  of  them  in  1990.  He's  so  c( 
dent  of  Manor  Care's  ability  to  thriv 
tough  times  that  he  plans  to  open 
more  capacity  in  1991  and  is  hiring 
employees.  "We  wouldn't  wish  an 
nomic  downturn  on  the  country,"  i 
the  44-year-old  executive.  "But  we  tl 
we're  as  well-positioned  as  any  comp 
if  one  comes."  Margo  L.  Vignols 
health  care  analyst  with  Salomon  Br 
ers,  agrees.  She  thinks  Manor  Care's 
could  jump  34%  in  fiscal  1991,  to  $ 
million — tops  in  growth  among  pub 
traded  nursing  home  companies. 

In  fact,  Bainum  argues.  Manor  Ca 
core  nursing  home  business  may  e 
benefit  from  hard  times.  With  labor  c 
accounting  for  65%  of  its  operating 
penses,  any  softening  in  wages  fl 
right  to  the  bottom  line.  And  evei 
state  and  federal  lawmakers  slow  ] 
ments  to  nursing  homes  as  tax  revenlmat 
decline,  Manor  Care  may  not  be  1 
much.  "We're  less  dependent  on  gov^ 
ment  for  rate  increases  than  most  of 
competitors,"  Bainum  says. 

No  wonder.  Some  63%  of  its  nurskfa 
home  revenues  come  from  private-  less 
patients,  whom  he  has  targeted.  Th 
twice  the  average  of  other  major  cha 
such  as  Beverly  Enterprises  and  Hil 
ven — the  industry's  highest  percenta. 


THE  LOGIC  OF  LODGING 


mi 


There's  room  at  the  inn.  In  fact,  aci  iSi 
the  country,  there's  far  too  mucl  itf 
it.  The  U.  S.  hotel  industry's  mas;  ej 
overbuilding  in  the  past  decade  has  lei  e  ei 
a  rash  of  foreclosure  notices,  a  natic 
occupancy  rate  of  just  65%.  and  flat  n 
rates.  Developer  Guy  B.  Lawrence,  h 
ever,  thinks  good  investments  still 
be  made.  "You  just  have  to  be  very 
lective  about  what  markets  you  go 
to,"  explains  Lawrence,  who  heads  ijj 
lodgings  operations  of  New  York-ba 
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and  that  should  help  exports  gain  market  share  in  Europe 
even  if  those  economies  weaken.  And  some  companies  are 
cdiitinuing  to  invest  in  new  capacity  that  will  let  them  raise 
productivity  and  compete  globally.  One  example  is  Nucor 
I'lirp.,  the  nation's  largest  steel  minimill,  which  has  announced 
that  it  will  spend  $300  million  to  build  a  plant  in  Arkansas 
using  new  Japanese  technology. 

LOWER  RATES.  Most  manufacturers  won't  see  their  profits  and 
output  really  recover,  though,  until  the  rest  of  the  economy 
picks  itself  off  the  floor.  To  a  large  degree,  when  that  happens 
will  depend  on  the  Federal  Reserve  Board.  For  the  past  couple 
of  years,  the  Fed  has  concentrated  on  containing  inflation  by 
managing  the  economy  down  to  a  "soft  landing."  Since  the  oil 
shock  of  August,  though.  Fed  Chairman  Alan  Greenspan  has 
pushed  down  interest  rates  by  a  percentage  point,  and  he 
seems  willing  to  cut  them  further  to  head  off  a  deep  slump. 


Eventually,  lower  interest  rates  will  help  many  producers, 
especially  if  consumers  buy  more  autos  and  homes.  But  the 
Fed  may  have  waited  too  long  before  easing  monetary  policy, 
argues  Northwestern  University's  Robert  Eisner,  a  former 
president  of  the  American  Economic  Assn.  "Once  you  let  the 
boulder  go,"  says  Eisner,  "it's  hard  to  stop." 

Economists  such  as  Jerry  J.  Jasinowski,  president  of  the 
National  Association  of  Manufacturers,  see  "no  reason  why 
manufacturing  will  recover  before  the  second  quarter."  And 
even  when  it  comes,  the  upturn  may  well  be  anemic.  Troubled 
banks  may  still  be  reluctant  to  lend,  house-poor  consumers 
may  not  be  so  eager  to  spend — and  that's  if  there's  no  war  in 
the  Middle  East.  Manufacturers  may  survive  all  this  with 
much  less  damage  than  they  suffered  a  decade  ago.  But  that 
could  be  as  cheery  as  the  news  will  get  in  1991. 

By  Michael  J.  Mandel  in  New  York,  with  bureau  reports 


iman  Realty  &  Construction  Co. 
n  ex-Wall  Streeter,  the  42-year-old 
/rence  combs  the  country  for  profit- 
!  niches.  He  says  he's  found  one  in 
■e,  upscale  hotels  with  lots  of  meeting 
2e  for  conventioneers.  The  convention 
iness  will  be  strong  enough,  recession 
no,  to  buoy  occupancy  if  individual 
^el  dips,  he  predicts, 
[e  aims  to  put  this  logic  into  concrete 
founding  up  $2  billion  from  big  inves- 
i  over  the  next  five  years.  Already, 
iman  has  opened  two  new  hotels  in 
0  at  a  cost  of  $375  million— the  758- 
m  Swan  and  the  1,510-room  Dolphin 
;he  Epcot  Center  in  Orlando,  home  of 
ney  World.  Even  in  a  recession,  Law- 
ce  expects  them  to  attract  guests, 
'he  strategy  is  much  the  same  for  the 
5  million,  1,200-room  Sheraton  that 
hman  is  building  in  downtown  Chica- 
Although  the  Windy  City  already  has 
many  hotels,  Lawrence  believes  the 
iraton's  cavernous  ballroom  and  exhi- 
on  hall  will  give  it  an  edge.  Later  in 
'1,  he  will  break  ground  for  a  600- 


room  hostelry  in  Puerto  Rico.  Success  in 
the  hotel  business,  he  says  with  zeal,  is 
"understanding  the  needs  of  an  area." 
And  you  can  build  on  that. 

STAYING  CHIPPER  IN  CHiPIAND 

Talk  about  a  contrarian.  While  most  of 
Silicon  Valley  is  hunkering  down — 
cutting  spending,  laying  off  workers,  or 
freezing  payroll  rosters — T.  J.  Rodgers, 
CEO  of  Cypress  Semiconductor  Corp.,  is 
doing  just  the  opposite.  He  is  planning  a 
lavish  holiday  diimer-and-dance  for  2,000 
Cypress  employees  and  spouses  at  the 
local  Fairmont  Hotel  in  San  Jose  on  Jan. 
11.  The  object:  to  kick  off  what  Rodgers 
expects  to  be  a  great  year  for  Cypress,  a 
maker  of  computer  memory  and  micro- 
processor chips. 

Forget  the  doomsayers  who  think 
semiconductor  producers  will  have  a  dis- 
appointing year.  "The  evidence  is  per- 
verted to  fit  a  square  hole,"  says  Rod- 
gers. He  relies  instead  on  the  idea  that 
"the  semiconductor  industry  tanks  and 


recovers  ahead  of  the  general  economy." 

Rodgers  expects  his  company's  sales 
to  grow  by  30%'  in  1991,  to  at  least  $285 
million.  He's  so  sure  of  it  that  in  Septem- 
ber he  ended  a  three-month  hiring  freeze 
and  is  buying  a  chip  plant  from  a  subsid- 
iary of  Control  Data  Corp.  that  will  in- 
crease his  capacity  by  40%.  He  is  paying 
$15  million  for  the  plant,  which  cost  $120 
million  to  build.  And  rather  than  sweat- 
ing Japanese  competition,  he  confronts  it: 
Rodgers  boasts  of  beating  out  Fujitsu 
Ltd.  in  October  for  a  contract  to  sell 
microprocessors  to  Toshiba  Corp. 

Swimming  against  the  tide  isn't  new 
for  Rodgers.  For  years,  he  has  ridiculed 
the  industry's  support  of  consortiums 
aimed  at  fighting  the  Japanese,  including 
Sematech  and  the  ill-fated  U.  S.  Memo- 
ries. He  thinks  U.  S.  companies  can  com- 
pete by  combining  innovative  design  with 
better  manufacturing  techniques.  The 
U.  S.  chip  industry  "has  been  at  the  bot- 
tom of  a  trough  for  five  years,"  he  con- 
cedes. "But  that's  about  to  turn  around." 
Rodgers  plans  to  lead  the  way. 


INDUSTRY  OUTLOOK 
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DETROIT 
COULD  USE  AN 
AIR  BAG  ITSELF 


Not  much  is  selling,  and  pricey 
wheels  aren't  moving  at  all 


Prepare  for  the  worst.  That's  the 
auto  industry's  strategy  for  1991. 
U.  S.  sales  of  new  cars  and  trucks 
may  fall  only  47',  to  13.5  million  vehicles. 
But  that's  down  17%  from  the  16.3  mil- 
lion vehicles  sold  in  1986,  the  last  peak 
year.  That  five  year  slide  has  provided 
time  to  adjust  to  lower  volume.  But  the 
carmakers  are  starting  to  recall  the  old 
joke  about  jumping  out  a  fifth-story  win- 
dow: The  first  four  floors  aren't  so  terri- 
ble, then  comes  the  crash.  The  only  way 
they  may  avoid  one  is  if  lower  interest 
rates  and  a  resolution  of  the  Mideast 
crisis  restore  consumer  confidence. 

Indeed,  consumer  pessimism  is  the 
problem  right  now.  The  University  of 
Michigan's  Index  of  Consumer  Senti- 
ment plunged  to  63.9  in  October,  down 
24.3  points  from  July.  This  was  the  fast- 
est three-month  decline  in  the  survey's 
history,  exceeding  even  the  15-point  drop 
that  followed  the  OPEC  oil  embargo  in 
1973.  In  October,  the  survey  showed, 
507"  of  households  were  inclined  to  buy  a 
car  in  the  next  12  months,  the  lowest 
share  since  the  recession  year  1982. 

Even  customers  who  want  to  buy  may 
not  be  able  to.  Up  to  their  vests  in  bad 
loans,  bankers  and  other  lenders  have 
tightened  credit.  In  theory,  this  should 
mean  more  business  for  the  carmakers' 
finance  arms.  Chrysler  Financial  Corp., 
for  instance,  earned  more  than  $300  mil- 
lion in  1990,  its  best  year  ever.  Still,  af- 
ter a  recent  spike  in  delinquencies,  even 
giant  General  Motors  Acceptance  Corp. 
is  looking  more  closely 
at  credit  ratings. 

With  consumers  un- 
willing to  buy  or  unable 
to  borrow,  car  dealers 
are  cutting  back  orders 
from  Detroit.  They  re- 
member mid-1989,  when 
they  got  stuck  with  too 
many  cars  just  as  inter- 
est rates  peaked.  After 
18  months  of  curbing  in- 
ventories and  working 
back  into  the  black,  they 
aren't  about  to  repeat 
that  mistake. 
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This  is  forcing  auto  makers  to  slash 
production.  In  December,  more  than  one- 
third  of  the  78  assembly  plants  in  the 
U.  S.  and  Canada  were  closed  temporar- 
ily. And  for  the  first  quarter,  car  and 
truck  plants  will  operate  at  only  about 
the  same  level  as  a  year  ago,  when  de- 
mand was  weak.  The  good  news  for  De- 
troit is  that  slightly  higher  U.  S.  output 
by  foreign-based  carmakers  will  be  off- 
set by  lower  imports,  leaving  General 
Motors,  Ford,  and  Chrysler  with  about 
the  same  market  share  as  in  1990. 

The  bad  news  is  that  carmakers  will 
be  selling  a  less  profitable  mix  of  vehi- 
cles. Customers  are  trading  down  to 
smaller,  cheaper,  more 
fuel-efficient  vehicles — 
which  are  less  profit- 
able than  large  ones. 
And  purchases  of  light 
trucks  have  hit  the 
skids.  That  category  in- 
cludes pickups,  mini- 
vans,  and  off-road  vehi- 
cles, all  of  which 
generally  get  107'  to 
157'  worse  mileage 
than  cars.  Moreover, 
the  recession  has  dried 
up  commercial  demand 
from  customers  such 
as  builders.  Such  sales 
used  to  produce  operat- 
ing-profit margins  of 
ll'>;  for  Detroit,  vs.  27 
on  passenger  cars,  esti- 
mates auto  analyst 
Maryann  N.  Keller  at 
Furman  Selz  Mager 
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those  on  new  cars.  But  the  recent  sur- 
plus of  such  nearly  new  cars  threatens 
to  undercut  the  manufacturers'  new-car 
sales  to  dealers.  "Every  time  you  sell  a 
3,000-mile  fleet  car,  it  takes  a  new-car 
customer  away,"  complains  Ray  Green, 
president  of  the  National  Automobile 
Dealers  Assn.  Indeed,  a  1990  survey  by 
J.  D.  Power  &  Associates  Inc.  shows 
that  the  average  purchaser  of  a  nearly 
new  used  car  is  older  and  more  affluent 
than  the  average  new-car  buyer. 

Add  it  all  up,  and  lower  volumes,  few- 
er high-margin  vehicles,  and  more  cars 
being  sold  to  rental  fleets  could  punch  a 
hole  in  auto  makers'  bottom  lines.  "Prof- 
its are  under  enormous 
pressure  in  the  North 
American  market — and 
they  start  off  from  an 
abysmal  level,"  says 
Ford  Motor  Co.  Presi- 
dent Philip  E.  Benton 
Jr.  None  of  the  Big 
Three  is  certain  to  turn 
a  profit  in  its  North 
American  car  business 
this  year,  though  earn- 
ings from  nonauto  and 
overseas  operations 
should  keep  GM  and 
Ford  in  the  black. 
FEWER  BOSSES, 
make  sure  that 
pens,  Detroit  is 
ously  cutting  fat. 
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Dietz  &  Birney  Inc.  In  1991,  truck  sales 
could  drop  77,  to  4.2  million  vehicles, 
prompting  higher  incentives  and  thinner 
margins. 

This  means  that  about  the  only  prop 
holding  up  auto  sales  is  rental  fleets, 
and  they're  a  mixed  blessing.  Fleets  now 
account  for  nearly  107  of  all  new  pas- 
senger-car sales  in  the  U.  S.,  up  from  67 
in  1985.  That  helps  keep  factories  hum- 
ming. And  it  doesn't  hurt  if  a  family 
falls  in  love  with  the  minivan  it  rents  for 
a  week  at  Disney  World  and  wants  its 
very  own.  Based  on  that  rationale,  auto 
makers  discount  fleet 
prices,  letting  rental-car 
concerns  restock  every 
four  months. 

But  that  produces 
more  than  1  million  low- 
mileage  used  cars  to  be 
sold  each  year.  So  the 
Big  Three  and  Toyota 
buy  back  the  rental 
fleets,  then  auction 
them  to  dealers.  Fleet 
buybacks  help  boost 
dealer  profits,  since 
used-car  margins  typi- 
cally are  fatter  than 
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reduced  costs  by 
some  $13  billion,  or 
157,  since  1987,  and 
wants  to  chop  factory 
management  layers  to  four  from  six  or 
seven.  Chrysler  has  targeted  $2.5  billion 
in  savings,  a  107  cut  in  costs.  Ford  ex- 
pects to  trim  white-collar  employment 
one  or  two  percentage  points  faster  than 
its  normal  57-per-year  attrition  rate 
through  limited  early  retirements. 

Usually,  such  moves  presage  a  rosy 
outlook.  When  demand  picks  up,  lower 
costs  and  lean  inventories  add  up  to  bet- 
ter profits.  Auto  executives  haven't 
abandoned  this  as  a  scenario  for  1991.  If 
the  Mideast  standoff  ends  without  blood- 
shed, gasoline  prices  should  fall,  the 
economy  might  improve,  and  auto  de- 
mand could  turn  up  "in  a  matter  of 
months,"  says  General  Motors  Corp. 
President  Lloyd  E.  Reuss.  In  fact,  as  GM 
gets  ready  to  launch  nine  new  passenger 
cars  and  two  new  trucks  this  year,  some 
of  its  assembly  plants  will  be  down  for 
four  months  to  retool.  Reuss  worries 
that  he  may  get  caught  short  of  product 
if  sales  spurt. 

If  that  sounds  odd  when  business  is  so 
anemic,  it's  how  Detroit  is  thinking 
these  days.  Optimism  lies  just  below  the 
surface  in  a  year  that's  starting  out 
poorly. 

By  James  B.  Treece  in  Detroit 
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The  Guardian  has  made 
intelligent  investment 
choices,  so  we  now  have 
next  to  no  speculative 
grade  bonds  or  problem 
real  estate  in  our  portfolio. 

Recent  news  stories  have  reported 
the  facts  loud  and  clear.  Some 
insurance  companies  today  are  a 
lot  stronger  than  others.  And  The 
Guardian  is  one  of  the  strongest. 

□  The  Guardian's  ratio  of  speculative  grade 
bonds  as  of  9/30/90  was  only  1.3%  of  assets. 
The  ratio  to  capital*  was  only  10.5%.  (PS. 
We  acquired  these  bonds  the  old-fashioned 
way;  we  bought  them  as  investment  grade 
and  they  deteriorated  to  their  present  level.) 

□  The  Guardian's  ratio  ot  non-performing 
mortgages  to  assets  is  only  0.04% ,  and 
the  ratio  to  capital  is  only  0  4%. 

□  The  Guardian's  percent  of  foreclosed  real 
estate  to  assets  is  only  0.2% ,  and  to  capital 
only  1.6%. 

□  In  fact,  only  2.5%  of  The  Guardian's  total 
assets  are  invested  in  real  estate. 

□  And  the  Moody's  capitalization  ratio**  for 
The  Guardian  of  12.4%  as  of  9/30/90  was 
one  of  the  highest  in  the  industry. 

All  these  statistics  mean  we've  been 
protecting  our  policyholders  for  over 
130  years,  just  as  we'll  continue  to  in 
the  future.  As  Oliver  Wendell  Holmes 
once  said,  "Put  not  your  trust  in 
money,  put  your  money  in  trust." 

For  your  own  peace  of  mind,  find  out 
more  about  the  financial  strength  of 
The  Guardian. 

Call1-800-662-1006. 


The  Guardian 


The  Intelligent  ( Ihoiee 

Since  1860 


•Capital  equals  surplus  plus  MSVR 

■  'Surplus  plus  MSVR  divided  by  assets 
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Even  Desert  Shield  won't 
rescue  the  arms  industry 


When  do  preparations  for  war 
fail  to  help  U.  S.  defense  con- 
tractors? When  they  happen 
during  a  recession — ^just  as  Congress  is 
desperate  to  cut  the  soaring  U.  S.  bud- 
get deficit. 

No  matter  what  happens  in  the  Middle 
East,  the  recession  at  home,  coupled 
with  reduced  tensions  in  Europe,  trans- 
lates into  deeper  cuts  in  the  Defense 
Dept.'s  procurement  budget,  which  Con- 
gress has  slashed  by  $19  billion  for  fiscal 
1991,  to  $66.7  billion.  "We've  been 
through  major  declines  before,"  says 
David  J.  Wheaton,  vice-president  for 
planning  at  General  Dynamics  Corp. 
"The  difference  now  is  that  we  don't  see 
what  would  bring  [spending]  up  again." 

It  won't  be  Desert  Shield.  In  fact,  the 
estimated  $30  billion  annual  cost  of  the 
Middle  East  buildup  will  mean  less  to 
spend  on  new  weapons.  "The  money  has 
got  to  come  from  somewhere,  probably 
right  out  of  [defense]  R&D  and  procure- 
ment budgets,"  says  Phillip  A.  Karber, 
an  analyst  with  bdm  International  Inc.,  a 
Virginia-based  consulting  firm.  Among 
the  biggest  losers  will  be  some  of  the 
largest  U.  S.  military  contractors:  Mc- 
Donnell Douglas  and  General  Dynamics, 
developers  of  a  new  Navy  attack  plane, 
and  Northrop,  builder  of  the  $62  billion 
B-2  bomber.'  Boeing  Corp.  could  lose 
work  on  the  MX  and  Midgetman  missiles. 
WINDING  DOWN.  It  isn't  that  the  U.  S. 
won't  spend  money  in 
the  desert.  Makers  of 
sophisticated  missiles, 
which  are  used  for  air 
combat,  will  do  well.  Al- 
ready, Raytheon  Co. 
and  Martin  Marietta 
Corp.  see  a  surge  in  or- 
ders for  the  Patriot,  and 
General  Dynamics  has 
received  new  orders  for 
its  Stinger  missile. 
Lockheed  Corp.  has  won 
$800  million  in  new  or- 
ders for  transport  and 
tanker  planes  as  part  of 
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a  $20  billion  arms  deal  with  the  Saudis. 
That  deal  also  boosts  Saudi  orders  for 
General  Dynamics'  M-1  tank  to  $1.5  bil- 
lion. Washington  will  spend  $10  billion 
on  fuel,  $3  billion  for  ammo,  including 
missiles,  and  billions  for  tents,  uniforms, 
and  rations.  But  even  if  war  breaks  out, 
the  Pentagon  could  wait  four  months  to 
order  more  planes,  tanks,  and  armored 
personnel  carriers,  because  of  huge  re- 
serves in  Europe,  says  Gordon  Adams  of 
the  Defense  Budget  Project,  a  Washing- 
ton research  group. 

In  short,  weapons  makers  will  have  to 
depend  on  the  whims  of  a  tightfisted 
Congress  for  new  revenues.  Convinced 
that  the  last  of  the 
Reagan-era  weapons 
programs  are  too 
costly  to  build  soon, 
legislators  will  no 
doubt  move  to  again 
delay  development  oi' 
the  "$75  billion  Ad- 
vanced  Tactical 
Fighter  (ATF)  and  the 
$30  billion  light  heli 
copter.  They  may  als( . 
decide  to  halt  prodiu 
tion  of  the  B-2  boniK 
er  at  15  planes. 

Meanwhile,  order: 
will  be  winding  dowii 
for  such  money-mak- 
ers as  McDonnell 
Douglas'  F-15  fighter. 
Industrywide,  weap- 
ons backlogs  are  now 
down  to  about  $162 
billion,  according  to 
the  Defense  Budget  Project,  compared 
with  $177  billion  a  year  ago  and  $211 
billion  in  the  peak  year  of  1986. 

Even  the  Pentagon  is  getting  aggres- 
sive about  canceling  defense  projects.  In 
July,  it  terminated  a  $45  billion  program 
to  build  the  P-7A  antisubmarine  plane 
after  Lockheed  failed  to  correct  a  costly 
wing-design  error.  Next  to  go  could  be 
the  embattled  A-12  Navy  attack  jet  that 
General  Dynamics  and  McDonnell  Doug- 
las are  developing.  That  $57  billion  pro- 
gram is  now  an  alarm- 
ing $1.3  billion  over 
budget  and  18  months 
behind  schedule.  In  late 
December,  that  prompt- 
ed Defense  Secretary 
Richard  B.  Cheney  to 
threaten  to  cancel  the 
project. 

The  defense  industry 
must  also  contend  with 
cuts  in  nuclear  weapons 
this  year.  U.  S.  and  Sovi- 
et negotiators  may 
agree  on  reductions  in 
their  nuclear  arsenals, 
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which  could  affect  MX  and  Midgetman 
contracts.  Orders  for  Lockheed's  Trident 
submarine  missile  may  also  be  scaled 
back. 

LOST  JOBS.  That's  good  for  peace.  But  it 
will  mean  more  lost  jobs  for  a  defense 
work  force  already  buffeted  by  layoffs. 
From  1989  to  the  end  of  1991,  more  than 
.50,000  jobs  will  have  disappeared  at  mili- 
tary-aircraft plants,  says  the  Aerospace 
Industries  Assn.  And  this  may  just  be 
the  start  of  a  shrinkage  that  could  last 
through  the  early  1990s.  More  compa- 
nies will  have  to  combine  production  fa- 
cilities and  sell  off  real  estate — steps 
that  financially  squeezed  Northrop  and 
Lockheed  have  al- 
ready taken.  In  most 
cases,  commercial  or- 
ders won't  offset  mili- 
tary cuts.  McDonnell 
Douglas,  for  exam- 
ple, may  find  new  or- 
ders harder  to  get  for 
its  MD-11  jetliner 
now  that  the  airline 
industry  is  reeling 
from  high  fuel  prices 
and  the  recession. 

Still,  delays  in  pro- 
duction of  new  weap- 
ons will  boost  sales  of 
some  older  ones.  Last 
year,  Grumman  Corp. 
kept  o]3en  its  plane- 
building  operations 
thanks  to  18  new  or- 
ders for  F-14D  fight- 
ers. Now,  it  hopes  for 
orders  for  dozens 
more.  "We'll  be  building  planes  well  into 
the  next  century,"  predicts  Peter  B. 
Oram,  president  of  Grunnman's  Aircraft 
Systems  Div. 

Most  contractors,  however,  will  have 
to  look  outside  the  Pentagon  for  new 
business.  After  making  strides  in  every- 
thing from  marketing  computer  termi- 
nals to  selling  commercial  satellites,  GM 
Hughes  Electronics  Corp.  plans  a  big 
push  into  making  cellular-phone  equip- 
ment. Lockheed  has  just  formed  a  joint 
venture  with  Japan  Air  Lines  Co.  to 
maintain  and  upgrade  Boeing  747s,  work 
it  hopes  will  grow  to  more  than  $100 
million  annually  by  1993.  TRW  Inc.  is  ped- 
dling its  satellites  for  pollution  monitor- 
ing. And  Raytheon  expects  its  energy- 
services  unit,  now  with  $200  million  in 
sales,  to  grow  to  $500  million  by  the  end 
of  1992. 

But  tracking  acid  rain  and  mopping  up 
chemicals  are  small  recompense  for  los- 
ing defense  contracts.  Like  a  recurring 
bad  dream,  1991  will  be  another  lean 
year  for  contractors.  And  not  even  a 
Mideast  war  will  provide  a  wakeup  call. 

By  Eric  Schine  in  Los  Angeles 
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If  you  imagine  truck  ownership  as  a  pinball  game  in  which  every  problem  is  a 
bumper,  guess  what?  You're  the  ball. 

So  instead  of  getting  bounced  around  between  things  like  vehicle  administra- 
tion and  maintenance,  tougher  regulatory  policies  and  new  truck  technology,  you 
should  consider  a  Ryder  Full  Service  Lease. 

Why  play  the 

game  of  owning 
your  tracks? 

You'll  get  custom-specified  vehicles  along  with  a  preventive  maintenance 
program  that  keeps  them  running  in  top  condition. 

(And  if  you  ever  need  extra  trucks,  we  have  a  full  backup  fleet.) 

Ryder  even  handles  the  administrative  headaches  of  licensing  and  permitting. 

Call  Ryder  for  a  free  "Lease  Versus  Own  Analysis"  at  1-800-446-5511,  ext. 
104.  After  all,  your  company's  transportation  is  a  game  you  can't  afford  to  lose. 

1-800-446-5511 

©  1991  Ryder  Truck  Rental.  Inc  A  Ryder  System  Cii 


Invest  In 
Diamonds. 


Introducing  the  DiamondTel®  99X  Portable  by  Mitsubishi  Electronics.  Shown 
here  actual  size,  it  is  one  of  the  smallest  cellular  telephones  in  the  world. 

Tiny  enougr  i  l3  cradle  in  the  palm  of  your  hand,  the  DiamondTel®  99X  weighs 
a  mere  10.5  ounces.  Yet  it  has  today's  most  advanced  features  and  gives  you  up  to 
1    hours  talk  time  with  our  high  capacity  battery. 

Or  choose  die  DiamondTel®  92  Mobile/Transportable.  At  only  4.3  pounds,  it's 
one  of  the  lightest  traasportables  made.  It  mounts  in  your  car,  then  snaps  out 
instantly  to  go  where  you  go. 

How  do  you  invest  in  diamonds?  Ask  for  DiamondTel®  at  your  cellular  dealer. 

iXDiamondTel 


©  1991  Mitsubishi  Electronics  America,  Inc.,  800  Biermann  Court,  Mount  Prospect,  IL  60056  (708)  298-9223 
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MACHINERY 


TOOLMAKERS 
DON'T  KNOW 
THE  'R'  WORD 


Some  producers  say  it's  hard  to 
believe  their  own  order  books 


R 


ecession?  Not  in  the  U.  S.  machin- 
'ery  industry.  Just  talk  to  Bill 
Fife,  the  chairman  of  machine- 
tool  maker  Giddings  &  Lewis  Inc.  He'll 
soon  get  a  visit  from  an  Austrian  manu- 
facturer, a  member  of  a  German  tool- 
maker's  board,  for  whom  the  weak  dol- 
lar could  mean  big  savings  on  U.  S.- 
made  machines.  Or  take  a  subcontractor 
to  Ingersoll-Rand  Co.  that  Fife  saw  a 
few  weeks  back.  It  needed  to  upgrade  a 
machine  to  improve  the  precision  and 
quality  of  compressor  parts  it  makes. 
Such  customers  abound,  so  "we're  not 
seeing  a  downturn,"  says  Fife. 

If  the  economy  tanks,  of  course,  capi- 
tal spending  won't  match  the  estimated 
4.1%  inflation-adjusted  increase  of  1990. 
In  fact,  orders  for  machines  that  aren't 
needed  right  away  have  started  to  weak- 
en, some  producers  say.  But  demand  is 
solid  for  machine  tools,  pumps,  compres- 
sors, and  materials-handling  equip- 
ment— the  most  widely  used  machines  in 
U.  S.  factories.  Thus,  machinery  makers 
expect  a  flat  1991,  at  worst,  after  decent 
sales  and  profit  gains  in  1990. 
PUMPED  UP.  Some  producers  concede 
that  it's  hard  to  believe  their  own  order 
books,  so  markedly  do  they  differ  from 
the  conventional  wisdom  on  the  econo- 
my. Take  pumpmakers,  for  instance. 
"The  industrial  pump  industry  has  had 
more  business  than  it  could  collectively 
deal  with  for  a  couple  of  years,"  says 
Walter  F.  Ware,  group 
vice-president  for  indus- 
trial products  at  Goulds 
Pumps  Inc.  Much  of  the 
demand  is  coming  from 
paper  mills,  refineries, 
and  power  plants.  In  the 
latter  two  cases,  Ware 
doesn't  see  any  letup,  so 
he's  looking  for  at  least 
a  good  first  half. 

Other  factors  also 
point  to  a  reasonably 
good  1991.  One  is  the  ro- 
bust U.  S.  civilian  aero- 
space business,  where 
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NO  DOWI^TURN  YET 
IN  MACHINE  TOOLS 
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Boeing  Co.'s  $103  billion  backlog  ensures 
strong  tool  orders.  There  are  signs  of 
more  demand  from  oil-exploration  com- 
panies. And  even  in  weaker  durable- 
goods  areas,  such  as  off-road  equipment, 
U.  S.  companies  are  going  ahead  with 
long-planned  modernizations  to  improve 
their  global  competitiveness.  Says  Rob- 
ert A.  Hoehn,  president  of  conveyor 
maker  Automatic  Systems  Inc.:  "No- 
body's using  the  word  'cancel.'  " 

Now  that  Congress  has  passed  a  new 
clean-air  law,  even  Detroit  is  likely  to  go 
forward  with  plans  for  a  new  generation 
of  engines  and  transmissions.  Orders 
from  auto  makers  are  showing  up  in 
toolmakers'  backlogs. 
And  export  demand  is 
still  strong.  The  U.S. 
has  a  $1  billion-plus 
trade  deficit  in  machine 
tools.  But  1990's  ex- 
ports probably  exceeded 
the  $1  billion  record  set 
in  1981,  analysts  say. 
Led  by  Cross  &  Trecker 
Corp.,  some  U.  S.  pro- 
ducers are  even  getting 
business  in  the  Soviet 
Union. 

There  are,  as  usual, 
some  soft  spots  in  this 
outlook.  One  is  a  recent 
cutback  in  lathe  orders,  a  startup  item 
for  small  manufacturers.  After  peaking 
in  1989,  forklift  shipments,  which  fluctu- 
ate with  industrial  production,  fell  11% 
in  the  first  lO  months  of  1990.  They're 
expected  to  drop  10%  more  this  year. 
And  there's  some  slippage  in  timetables 
for  big  modernization  projects,  which 
tend  to  produce  big  machinery  orders. 
"There  has  been  a  tendency  in  the  last 
month  or  two  for  projects  to  be  put  on 
hold,"  says  Christopher  C.  Cole,  head  of 
Cincinnati  Milacron's  machine-tool  opera- 
tions. 

Such  warning  signs,  plus  lagging 
growth  in  some  foreign  economies  and 
the  credit  squeeze  at  home,  do  make  for 
uncertainty.  Prices  are  becoming  more 
competitive,  and  that's  shaving  margins. 

But  "I  don't  think  any- 
one is  concerned  that 
the  roof  is  going  to  cave 
in,"  says  Jeffery  T. 
Grade,  president  of  Har- 
nischfeger  Corp.,  a  mak- 
er of  cranes  and  other 
machinery.  Just  to  be 
safe,  however,  Grade  is 
keeping  a  tight  hold  on 
hiring  and  expenditures. 

In  general,  notes  E. 
Kidder  Meade,  vice- 
president  for  marketing 
at  Litton  Industrial 
Automation  Systems 


Inc.,  survivors  of  the  machinery  indus- 
try's shakeout  in  the  early  '80s  "are  bet- 
ter and  leaner  than  the  companies  we 
competed  against  in  the  '70s."  Litton  it- 
self has  automated  clerical  operations, 
has  farmed  out  certain  manufacturing 
chores  so  that  it  can  expand  and  con- 
tract more  easily,  and  is  spending  heavi- 
ly on  training  workers  to  make  higher- 
quality  products. 

VULNERABLE.  Even  so,  more  restructur- 
ing lies  ahead.  Toolmakers  such  as  Cross 
&  Trecker  are  struggling  to  make  mon- 
ey. Hyster-Yale  Materials  Handling  Inc., 
formed  in  a  recent  merger,  is  closing  a 
lift-truck  plant  in  Georgia  and  will  do 


more  to  boost  profits.  And  all  U.  S.  fork- 
lift  makers  could  be  affected  if  a  world- 
class  producer,  say  Mitsubishi  Heavy  In- 
dustries Ltd.,  links  up  with  Bulgaria's 
Balcankar,  which  is  big  enough  to  sup- 
ply most  of  the  U.  S.  market. 

Anticipating  such  challenges,  machin- 
ery makers  are  trying  to  offer  more  var- 
ied product  lines  and  be  more  responsive 
to  customers.  Milacron,  for  example,  is 
in  the  midst  of  a  $250  million  moderniza- 
tion that  has  already  gotten  it  back  into 
making  low-cost  machining  centers,  a 
market  it  abdicated  in  the  1980s.  And  by 
getting  involved  in  engineering  plans 
early,  conveyor  maker  Jervis  B.  Webb 
Co.  last  year  helped  Ford  Motor  Co.  slice 
six  months  off  the  tin)e  it  ordinarily 
might  have  taken  to  add  capacity  to  a 
vanmaking  plant  in  Avon  Lake,  Ohio. 

U.  S.  machinery  makers  will  have  to 
do  more  of  this  to  compete  in  interna- 
tional markets.  That's  important,  since 
the  Japanese  have  become  the  world's 
No.  1  capital  spenders.  But  for  now,  at 
least,  U.  S.  manufacturers  are  trying  to 
keep  up.  Even  when  the  economy  began 
weakening  last  year,  they  didn't  "suc- 
cumb to  the  short-term  temptation  to 
slash  the  hell  out  of  capital  spending," 
says  Adrian  T.  Dillon,  chief  economist  at 
Eaton  Corp.  Machinery  makers  hope 
these  customers  will  stay  focused  on  the 
long  term — and  buy  more  tools  in  1991. 

By  Zachary  Schiller  in  Cleveland 
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HIGHEST  SAFETY  RATING  OF  ANY  CAR  OVER  THE  1988-1989-1990  PERIOD  * 


Deeds, 

not  words 


ENGINEERED  LIKE  NO  OTHER  CAR  IN  THE  WORLD 

For  more  information  call  1-800-242-7878  or  visit  your  authorized  Mercedes-Benz  dealer. 
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LOW  DEMAND, 

FLAT-ROLLED 

PROFITS 


But  because  steel  is  already 
lean,  there  will  be  little  pain 


Weak.  That's  how  John  B. 
Corey,  Armco  Inc.'s  director 
of  corporate  strategy,  sizes  up 
business  for  the  U.  S.  steel  industry  this 
year.  A  continuing  falloff  in  demand 
from  auto  and  construction  companies 
could  cut  total  steel  shipments  by  17<,  to 
78  million  tons.  Meanwhile,  rising  costs 
for  energy,  materials,  and  labor  may 
boost  overall  expenses  by  47( — an  in- 
crease steelmakers  won't  be  able  to  off- 
set by  raising  prices. 

A  few  years  ago,  this  might  have  led 
to  bloodbaths  in  Pittsburgh,  Gary,  Ind., 
and  Birmingham,  Ala.  But  this  time, 
there'll  be  no  carnage.  Gross  profit  mar- 
gins for  steel  producers  may  narrow  to 
razor-thin  levels — perhaps  1.5%  on  total 
revenues  of  $34  billion,  compared  with 
117'  back  in  1988.  But  since  the  steel 
depression  of  the  early  1980s,  producers 
have  cut  capacity  by  27%  and  slashed 
their  work  forces  in  half.  Even  during 
four  years  of  solid  profits,  starting  in 
1987,  'they  stayed  lean.  This  will  help 
avoid  what  otherwise  "would  be  a  bad 
situation,"  says  Walter  F.  Williams, 
chief  executive  of  Bethlehem  Steel  Corp. 
STOCKPILES.  Some  companies  will  suffer 
more  than  others  in  1991.  For  instance, 
Armco,  LTV,  and  National,  which  depend 
heavily  on  sales  of  flat-rolled  steel,  will 
struggle  to  stay  profitable.  Slumping 
auto  sales  will  cut  purchases  of  flat- 
rolled  used  in  car  bodies  by  about  14%, 
to  11.4  million  tons,  says 
one  major  producer. 
Other  steel  markets  will 
be  hurt  by  declines  in 
commercial  construc- 
tion. Appliance  makers, 
whose  sales  are  droop- 
ing, may  cut  purchases 
of  sheet  steel  by  10'  ',  to 
1.5  million  tons.  In  De- 
cember, in  fact,  decreas- 
ing demand  for  flat- 
rolled  forced  Armco. 
Rouge  Steel,  and  LT\' 
Steel  to  shut  five  fui 
and  furlough 


SLIMMER  PROFITS 
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1,550  workers — their  first  big  layoffs  in 
four  years. 

But  not  every  steel  product  will  do  as 
poorly  as  flat-rolled.  There  will  be  in- 
creased shipments  of  plate  and  pipe  to 
the  still-strong  machine-tool  and  oil  in- 
dustries (pages  73  and  109).  And  the  re- 
cession won't  choke  off  sales  to  food  and 
beverage  makers.  Producers  of  tinplate, 
including  USX  Corp.  and  Weirton  Steel 
Corp.,  expect  their  shipments  to  these 
markets  to  grow  by  1%  to  2%  in  1991. 
Because  there  could  be  a  strike  at  USX 
when  its  contract  with  the  United  Steel- 
workers  expires  on  Feb.  1,  some  of  these 
customers  are  building  inventory. 

The  most  pressing 
problem  steelmakers 
face  in  1991  may  be 
price  increases — or 
lack  of  them.  U.S. 
mills  will  probably 
run  at  78%  of  capaci- 
ty, vs.  an  85%  rate  in 
1990.  That  kind  of 
falloff,  while  not 
devastating,  may 
make  it  tough  to  re- 
coup cost  increases 
of  as  much  as  $20  a 
ton  for  primary 
steel. 

Labor-cost  in- 
creases will  be  a  par- 
ticular headache. 
Last  year,  major 
steelmakers  agreed 
to  restore  the  wage 
concessions  they 
won  from  USW  members  in  the  early 
1980s  and  signed  their  biggest  labor  set- 
tlements in  nearly  a  decade.  These 
agreements  will  raise  steelworker  wages 
and  benefits  by  7%  to  10%  in  1991.  This 
will  add  at  least  2%  to  production  ex- 
penses, since  labor  costs  are  34%  of  total 
costs.  So  far,  steel  buyers  have  been 
reluctant  to  pick  up  much  of  that  tab.  In 
December,  Bethlehem  led  a  group  of 
producers  in  rolling  back  an  87^  hike  in 
flat-rolled  prices  planned  for  Dec.  30,  to 
4%.  Even  getting  the  full  4%  will  be 
chancy:  In  November, 
Ford  Motor  Co.,  a  major 
flat-rolled  buyer,  de- 
manded a  1%  across-the- 
board  price  cut  from  its 
suppliers.  If  it  succeeds, 
other  customers  will 
want  the  break,  too. 

With  price  levels  so 
much  in  doubt,  steel- 
makers are  intent  on 
raising  productivity  by 
continuing  to  install 
more  efficient  equip- 
ment in  1991.  They'll 
have  to  scratch  to  keep 


capital  spending  at  $1.9  billion — about 
the  same  level  as  in  1990,  according  to  a 
BUSINESS  WEEK  survey.  But  the  effort  is 
well  worth  making.  If  the  industry 
keeps  modernizing,  by  the  mid-1990s  it 
will  be  producing  more  than  90%C'  of  its 
metal  with  continuous  casters,  vs.  667o 
today.  Continuous  casting,  which  Weir- 
ton and  National  Steel  Corp.  will  use  to 
make  all  their  steel  this  year,  transforms 
molten  metal  directly  into  slabs,  bypass- 
ing several  intermediate  steps  and  boost- 
ing efficiency  by  30%'. 
STAY  VIGILANT.  Such  investments  are  the 
best  defense  against  further  invasion  of 
the  U.  S.  market  by  imported  steel.  The 
improved  quality  of 
U.  S.-made  steel, 
plus  a  weak  dollar, 
will  cap  imports  at 
about  17%  of  the 
market  this  year, 
says  John  K.  Griffin, 
president  of  the 
American  Institute 
for  International 
Steel.  That's  the 
same  as  in  1990,  and 
well  below  the  20.1% 
ceiling  set  by  import 
restrictions.  But 
U.  S.  producers  will 
have  to  stay  vigilant: 
They'll  lose  their  im- 
port protection  after 
March,  1992,  the 
Bush  Administration 
has  warned. 
That's  one  reason 
the  U.  S.  is  becoming  a  laboratory  for 
perfecting  new  steel  technology,  says 
Peter  F.  Marcus,  a  steel  analyst  at 
PaineWebber  Inc.  One  example  is  Nucor 
Corp.,  which  thinks  it  has  mastered  a 
German  continuous-casting  technology 
that  produces  steel  slabs  2  inches  thick, 
vs.  10  inches  for  conventional  continuous 
casting.  This  would  cut  energy  costs  by 
20%  to  40%  and  slash  work  hours  per  ton 
to  1.5,  or  about  half  what's  used  in  con- 
ventional steel  plants.  And  at  a  plant 
using  Japanese  technology  in  Blythe- 
ville,  Ark.,  Nucor  turns  out  steel  beams 
for  14%  less  than  its  competitors  world- 
wide. Since  this  factory  opened  in  1989, 
imports  of  all  but  the  largest  structurals 
have  been  halved  to  about  15%-. 

Nucor,  based  in  Charlotte,  N.  C,  will 
build  a  second  thin-slab  casting  plant 
this  year,  and  Geneva  Steel,  in  Vineyard, 
Utah,  plans  a  plant  using  similar  tech- 
nology. Such  facilities  are  "essential  for 
competitiveness,"  says  F.  Kenneth  Iver- 
son,  Nucor's  chief  executive.  That's 
what  the  steel  industry  has  salvaged 
from  the  wreckage  of  a  decade  ago:  the 
ability  to  compete,  even  in  bad  times. 

By  Michael  Schroeder  in  Pittsburgh 
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V.32  Smorgasbord 


UDS  offers  more  choioes, 
more  features  than  any  other 
modem  builder 


UDS,  acknowledged  by  leading  trade 
magazines  and  independent  research 
organizations  as  the  world's  premier 
supplier  of  V.32  modems,  offers  more 
variations  on  the  V.32  theme  than  any 
other  manufacturer. 

Every  modem  in  the  UDS  V.32  family 
has  the  dial-up,  full-duplex  9600  bps 
and  associated  fallback  capabilities 
mandated  by  the  CCITT  recommenda- 
tion. Beyond  basic  V.32  conformity 
lies  a  myriad  of  features  and  options. 
Among  the  user  options  available  are: 

PACKAGING  -  UDS  V32s  may  be 
ordered  as  board-level  IBM  plug-ins, 
in  standalone  packages  or  as  central 
site  rack-mountable  cards. 


THROUGHPUT  -  Selected  models 
offer  MNP®  levels  4  and  5  for  error 
control  and  data  compression;  others, 
in  compliance  with  CCITT  V.42  bis, 
offer  MNP  or  LAP-M  compression 
throughput  rates  up  to  38,400  bps. 

CONNECTIVITY  -  Sync  Up™  board 
level  versions  of  V.32s  are  available 
for  various  combinations  of  BSC,  SNA 
and  OS/2  host-to-remote  communi- 
cation for  EDI,  X.25,  BSC,  SNA  and 
LU6.2  applications. 

PC  APPLICATIONS  -  V32s  are 
available  in  the  FasTalk"  configuration, 
designed  especially  for  PC  use. 

INTERNATIONALACCEPTABILITY- 

Several  versions  of  the  UDS  V.32  have 


already  been  qualified  to  non-U. S. 
operating  standards,  assuring  their 
acceptability  in  multi-national  networks. 

Features  and  value  make  UDS  the 
favorite  choice  for  V.32s.  For  a  look  at 
the  whole  menu,  contact  UDS, 
5000  Bradford  Drive,  Huntsville,  AL 
35805-1993.  Telephone  205/430-8000; 
FAX  205/430-8926. 


MNP  IS  a  irademark  of  Microcom,  Inc  .  OS/2  is  a  Ifademark  ot  Inletnalional  Business  Machines,  Sync-Up  and  FasTalk  are  Uademarks  ot  UDS 
Created  by  Dayner/Hall,  Inc..  Winter  Park,  Florida 
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C  K  E  M  I  C  A  L  S 


CHEMICALS 
WILL  KEEP 
BUBBLING 


Shipments  should  rise  5% — 
and  so  could  aftertax  profits 


Chemical  executives  have  a  ready 
answer  when  asked  about  their  in- 
dustry's prospects  in  1991.  "Just 
tell  me  what  GNP  growth  will  be,  and  I'll 
tell  you  how  sales  will  do  this  year," 
says  one  company's  executive  vice-presi- 
dent. In  the  early  1980s,  sales  tended  to 
rise  twice  as  fast  as  gross  national  prod- 
uct. Since  then,  the  chemical  industry 
has  matured:  In  recent  years,  growth 
has  been  running  about  1.3  times  that  of 
the  U.  S.  economy. 

Most  chemical  manufacturers  will  be 
happy  to  get  such  an  increase  in  1991. 
Last  year  was  tougher  than  expected: 
Overcapacity  hindered  profits  of  some 
basic  chemicals.  Dry  weather  in  much  of 
the  U.  S.  farm  belt  and  in  Europe  hurt 
agricultural  pesticide  sales.  And  Iraq's 
invasion  of  Kuwait  caused  unexpected 
increases  in  operating  costs.  Chemical 
companies  use  crude  oil  both  as  a  fuel 
and  a  feedstock.  So  when  crude  prices 
doubled  to  $36  a  barrel,  that  part  of 
their  operating  costs  shot  up  507'  ,  to  $10 
billion.  The  industry's  shipments,  at 
about  $263  billion,  were  marginally  high- 
er than  1989's  $256  billion.  But  aftertax 
profits  dropped  to  about  $20.5  billion,  vs. 
$24. X  billion  the  year  before. 
RAINY  SPRING?  Crude  prices  should  re- 
cede this  yoar,  however,  assuming 
there's  no  lengthy  Mideast  war,  and 
costs  should  go  back  down.  Moreover, 
there  will  be  fewer  capacity  additions  to 
swamp  chemical  mar- 
kets and  undercut 
prices.  And  fairly  nor- 
mal rainfall  is  exper-ted 
for  the  spring  growing 
season.  Thus,  notwith- 
standing a  softening  in 
the  U.  S.  economy, 
chemical  companies  ex- 
pect a  5.3'X  increase  in 
shipments,  to  about 
$277  billion.  And  they 
may  even  get  a  57"  in- 
crease in  aftertax  prof- 
its, to  an  estimated 
$21.5  billion. 


CHEMICAL  MAKERS 
HANG  ON 

OPERATING  RATE  OF 
U.S.-6ASED  CHEMICAL  FACILITIES 
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▲  PERCENT  Of  CAPACITY 


Not  everyone  will  hit  those  averages, 
of  course.  A  November  survey  of  the 
Chemical  Manufacturers  Assn.'s  182 
members  found  the  most  optimism 
among  companies  with  annual  sales  of 
less  than  $1  billion.  Most  of  these  don't 
make  basic  organic  chemicals — such  as 
ethylene — whose  production  cost  is  tied 
most  closely  to  the  price  of  oil.  Instead, 
they  buy  basic  organics  from  others  and 
upgrade  them  into  intermediate-  or  spe- 
cialty-chemical products.  In  this  busi- 
ness, it's  easier  to  build  in  added  value 
and  pass  on  raw-material  costs — and 
higher  margins — to  customers. 

Still,  costs  are  a  major  concern  this 
year.  Hourly  wage 
rates  will  rise  slowly, 
perhaps  by  only  4.5%, 
predicts  Allen  J. 
Lenz,  the  cma's  chief 
economist.  But  health 
care  costs  could  soar 
by  12.77  in  1991.  An- 
other big  item  will  be 
higher  spending  for 
new  pollution  con- 
trols mandated  by 
last  year's  Clean  Air 
Act.  Pollution-abate- 
ment costs,  which  to- 
taled $3.4  billion  in 
1989,  could  hit  $6  bil- 
lion by  1995,  predicts 
Lenz."  By  2005,  the 
tab  could  increase  to 
$10.4  billion,  exclud- 
ing expenditures  for 
acid-rain  prevention. 

Small  companies  will  be  hit  hardest. 
That's  because  they've  done  less  cleanup 
than  larger,  more  visible  producers. 
Monsanto,  the  No.  3  U.  S.  producer  be- 
hind Du  Pont  and  Dow  Chemical,  is  "far 
ahead  of  the  Clean  Air  Act  of  1990," 
says  its  chief  economist  A.  Nicholas  Fi- 
lippello.  "Our  pollution-control  costs," 
about  $280  million  a  year,  "are  already 
built  into  Monsanto's  capital  base." 

By  contrast,  the  CMA  figures  that,  at 
companies  with  revenues  of  less  than  $1 
billion,  pollution-control  operating  costs 
will  rise  an  average 
14.27.  Healthy  prices 
could  offset  some  of 
these  increases.  In  1990, 
the  producer  price  index 
for  all  chemicals 
reached  120.5,  using 
1984  as  the  base  year. 
This  compared  with 
about  113.5  for  all  U.S. 
manufacturing.  More- 
over, chemical  inven- 
tories are  relatively  lean 
right  now.  Last  year, 
the  industry's  inventory- 
to-sales  ratio  averaged 
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1.32,  down  from  1.36  a  year  earlier.  And 
demand  for  most  chemicals  was  reason- 
ably steady  toward  the  end  of  1990,  part- 
ly because  of  strong  overseas  orders.  So 
unless  the  recession  worsens  quickly  in 
the  first  half  of  1991,  the  industry's  ca- 
pacity-utilization rate  should  hold  at 
around  817-. 

STEADY  R&D.  What  is  most  encouraging 
to  analysts,  however,  is  that,  despite  the 
recession,  U.  S.  chemical  companies'  in- 
vestment in  research  and  development 
isn't  faltering.  Last  year,  the  industry 
spent  $12.7  billion  on  R&D,  according  to 
the  National  Science  Foundation.  This 
year,  that  could  climb  to  $13  billion. 

Chemical  compa- 
nies also  continue  to 
compete  aggressively 
in  world  markets.  It's 
true  that  exports  of 
basic  organic  and  in- 
organic chemicals  fell 
357  last  year,  to  $3.2 
billion.  But  that  was 
because  big  blocks  of 
new  production  ca- 
pacity came  on 
stream  in  the  Pacific 
Rim  countries  in  late 
1989  and  1990.  For 
other  products,  in- 
cluding agricultural 
chemicals  and  high- 
performance  plastics 
and  resins,  exports 
rose.  Total  chemical 
exports  were  $38  bil- 
lion last  year,  up  al- 
most 57  from  1989,  and  the  industry's 
trade  surplus  was  $15.8  billion. 

Foreign  direct  investment  in  U.  S. 
chemical  manufacturers  is  continuing  to 
increase  slowly.  Roughly  257  of  the  in- 
dustry is  now  foreign-owned.  But  no  one 
is  much  concerned  about  that:  "Interna- 
tional direct  investment  in  the  U.  S. 
chemical  industry,"  says  CMa's  Lenz, 
"now  supplies  domestic  producers  with 
substantial  net  earnings."  In  1988,  the 
latest  year  for  which  figures  are  avail- 
able, exports  of  U.  S.  parent  companies 
to  their  foreign  chemical  affiliates  and 
of  U.  S.-based  affiliates  to  their  foreign 
parents  accounted  for  nearly  467  of  all 
U.  S.  chemical  exports,  which  totaled  $32 
billion  that  year. 

Increasing  dependence  on  exports  can 
be  a  bit  unsettling  in  a  year  in  which  the ' 
economies  of  many  major  U.  S.  trading' 
partners  are  declining.  But  it  says  some- 
thing important  about  the  domestic- 
chemical  industry.  More  than  other  basic; 
U.  S.  industries,  it  has  learned  to  com-;t 
pete  in  international  markets.  This'' 
makes  it  resilient,  and  that,  more  than  ' 
anything,  bodes  well  for  its  future. 

By  Jane  H.  Cutaia  in  New  York 
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Eruption  of  Ktlauea  volcano  on  Hawah 

^^When  you^re  working 
on  a  volccino,  your  equipment 
and  wits  can^t  fciil  you/^ 

— Dr.  Michael  Garcm 

Earthquakes  rock  the  black,  rippled 
terrain.  Fire  fountains  explode  from  the 
mountain's  side.  Iridescent  orange  lava,  as 
hot  as  2100°  F,  sweeps  down  the  volcano's 
flanks  in  thin  sheets  and  swift  rivers. 
The  air  is  filled  with  the  roar  of  molten 
rock  slamming  against  a  crater  wall. 
It  rains  pumice. 

This  is  Kilauea,  which  ascends 
majestically  from  the  floor  of  the 
Pacific  and  disgorges 
a  continuous  * 
stream  of  lava 
that  can  fill  a 
large  stadium  in 
less  than  a  day. 
Professor  Michael  Garcia 
has  devoted  his  career 
to  exploring  the  mys- 
teries of  volcanoes, 
particularly  Kilauea, 


one  of  the  most  active  in 
the  world. "It's  the  premier 
place  to  study  how  volcanoes 
work,"  he  said. 

Dr.  Garcia  has  been 
gathering  data  on  Kilauea 
since  1978.  When  he  is 
not  in  the  lab  conducting 
chemical  analyses  of 
lava,  Garcia  is  in  the  field, 
measuring  intervals  between 
fire-fountain  pulses  and 
plucking  samples  from  lava 
rivers.  He  believes  that  a 
keener  understanding  of 
the  volcano  and  its  internal 
structure  can  help  scientists 


Dr.  Michael  Garcia 


better  anticipate  eruptions. 
Working  in  such  a  hostile 
environment,  Garcia  must  rely 
on  his  experience,  instinct  and 
equipment.  "You  have  to  respect 
Kilauea's  might  especially  when 
you  feel  it  rumbling  beneath 
your  feet,"  he  said.  Demanding 
the  highest  standards  from  his 
instruments.  Dr.  Garcia  insists 
that  they  be  rugged  and  reliable. 
It's  little  wonder  that  he  has 
chosen  a  Rolex  Oyster 

'I  * 

Perpetual  as  '\ui/* 


his  timepiece. 


ROLEX 


Oyster  Perpetual  Date  in  stainless  steel  with  matching  Oyster  bracelet. 
Write  for  brochure.  Rolex  Watch  U.S.A.,  Inc  ,  Dept.  958,  Rolex  Buildmg,  665  Fifth  Avenue.  New  York,  New  York  10022-5383. 

Rolex.  Oysler  Pea>etual,  and  Oyster  are  Irademarhs  ©  ^990  RoleX  Watch  U.S.A. .  Inc. 
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RECESSION  OR 
NO,  PEOPLE 
HAVE  TO  EAT 


Although  industry  profits  will 
be  leaner,  they'll  be  tasty 


After  feasting  for  much  of  the 
1980s,  the  $241  billion  U.  S.  food- 
processing  industry  is  eating 
humble  pie.  It  scored  207' -plus  profit 
gains  in  1987  and  1988,  thanks  to  falling 
tax  rates,  cheap  raw  materials,  divest- 
ment of  low-profit  nonfood  businesses, 
and  the  introduction  of  new  products. 
But  those  numbers  are  relics  of  the  past. 
Earnings  should  rise  just  10%  to  12'/'  in 
1991,  an  outlook  that  prompts  this  as- 
sessment from  Sara  Lee  Corp.  Chairman 
John  H.  Bryan:  "The  food  industry  is 
going  to  get  more  competitive." 

Food  processors  will  fare  better  than 
companies  in  many  other  industries  this 
year.  Consumers  don't  have  to  buy  new 
cars  in  a  recession,  but  they  do  have  to 
eat.  Still,  they  can  steer  clear  of  deluxe 
offerings.  So  "price  increases  certainly 
will  be  limited  to  inflation  at  best,"  pre- 
dicts William  D.  Smithburg,  chairman  of 
Quaker  Oats  Co.  In  fact,  rampant  price 
specials,  such  as  two-for-one  offers  and 
50(t-off  coupons,  will  add  to  food  proces- 
sors' margin  pressures  and  could  set  the 
stage  for  longer-term  troubles.  A.  G.  Ed- 
wards &  Sons  Inc.'s  food  analyst,  John 
C.  Bierbusse,  says  that  shoppers  will  be- 
come accustomed  to  buying  on  discount. 
And  over  time,  that  will  undercut  the 
premium  image  of  high-profit,  brand- 
name  products. 

Nonetheless,  food  processors  will 
probably  try  a  menu  of  such  strategies 
to  spice  up  Lheir  results 
in  1991.  And  to  afford  to 
do  so,  some  will  have  to 
resort  to  more  plant 
closings  and  divest- 
ments. Unilever's  Thom- 
as J.  Lipton  Inc.,  for  ex- 
ample, will  close  tliree 
plants  and  lay  off  15%' 
of  its  5,800  workers  to 
cut  operating  costs. 
Sara  Lee  will  shur  a 
sentimental  favorite  its 
original  bakery  in  Deer- 
field,  111. 

Buoyed  by  such  efi'-  |  A  percent  change, 
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FOOD'S  APPEAL 
FOR  INVESTORS 


PERCENT  GROWTH  IN  FOOD 
COMPANY  STOCK  PRICES 


ciencies,  the  stocks  of  food  companies 
could  outperform  the  Standard  &  Poor's 
500-stock  index  by  at  least  10%^ — and  in 
some  cases  more  than  that.  Companies 
with  sterling  growth,  such  as  General 
Mills,  Gerber  Products,  and  CPC  Interna- 
tional, could  sell  at  14  or  15  times  earn- 
ings this  year,  says  Merrill  Lynch  &  Co. 
analyst  William  F.  Maguire.  He  says 
others  will  be  lucky  to  trade  at  9  or  10 
times  earnings:  Borden  Inc.  has  yet  to 
show  that  the  overhaul  it  began  in  late 
1989  will  improve  its  earnings.  And  H.  J. 
Heinz  Co.  has  been  fueling  profits  more 
with  cost-cutting  than  volume  gains. 
HOME  COOKING.  Investors  like  food 
stocks  because  a  reces- 
sion offers  the  industry 
a  chance  to  grab  dollars 
that  once  were  used  for 
eating  out.  Restaurant 
sales  in  1990  accounted 
for  44<t  of  every  dollar 
spent  on  food,  up  from 
33(t  in  1980,  says  John 
M.  McMillin,  an  analyst 
for  Prudential-Bache 
Securities  Inc.  If  food 
processors  can  cook  up 
enough  new  products, 
they  may  be  able  to 
keep  diners  at  home 
more  often,  even  after 
the  recession  ends. 

Another  potential  for  growth  is  sales 
outside  the  U.  S.,  especially  in  the  soon- 
to-be  combined  European  market.  Such 
companies  as  Kellogg,  Quaker  Oats,  and 
Heinz  have  long  had  big  markets  and 
even  production  facilities  there.  Last 
year,  Philip  Morris  Inc.,  parent  of  Kraft 
General  Foods,  spent  $4.1  billion  to  buy 
Swiss  candy  powerhouse  Jacobs  Su- 
chard.  And  longtime  holdout  General 
Mills  Inc.  joined  Nestle  to  tackle  the  Eu- 
ropean cereal  market,  then  snapped  up 
Ranks  Hovis  McDougall's  cereal  busi- 
ness to  gain  a  159<  share  of  the  British 
market.  Says  General  Mills  Vice-Chair- 
man  Arthur  R.  Schulze:  Because  per- 
capita  consumption  of  cereals  is  much 
lower  than  in  the  U.  S.,  "we  think  there 
will  be  faster  growth  in 
Europe."  Sara  Lee, 
meantime,  has  just 
bought  an  interest  in 
Hungary's  third-largest 
food  company,  coffee- 
roaster  Compack  Trad- 
ing &  Packing  Co. 

Tapping  into  interna- 
tional markets  is  no  pic- 
nic, however,  mainly  be- 
cause the  juiciest  plums 
have  been  grabbed  by 
Europe's  food  giants. 
France's  BSN,  for  one, 
plans  to  build  a  state-of- 


the-art  yogurt  plant  in  eastern  Germany 
this  year.  It  also  is  making  distribution 
deals  with  that  country's  dairy-product 
combines  and  is  holding  product-distribu- 
tion talks  with  dairy  companies  in  Hun- 
gary and  Czechoslovakia. 

Back  home,  meanwhile,  many  food- 
makers  intend  to  grab  for  a  larger  piece 
of  the  fast-growing  fat-free  market  this 
year.  They're  impressed  with  how  well 
Kraft  General  Foods  did  in  1990  with 
sales  of  no-fat  salad  dressings  plus  no- 
fat  versions  of  Sealtest  ice  cream  and 
Entenmann's  baked  goods,  among  other 
such  items.  Sales  of  these  products  may 
top  $560  million  in  1991,  up  from  zero 
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two  years  ago,  Kraft  executives  ^.ix 
Fat-free  sales  have  cut  mto  revenues 
from  regular  products,  but  Kraft  doesn  t 
mind:  Its  net  volume  gain  from  no-f;it 
products  is  .507'. 

TRUTH  IN  LABELING.  As  companies  pin- 
sue  the  fat-free  market,  though,  they'll 
probably  make  less  aggressive  healtli 
claims.  The  reason  is  new  nutritional 
labeling  rules  due  soon  from  the  Food 
Drug  Administration.  Potato-chip  compa- 
nies, for  example,  may  not  be  allowed  ti> 
advertise  that  chips  contain  "no  choles 
terol,"  since  chips  never  have  contained 
cholesterol,  just  fat.  Such  changes  "will 
help  companies  that  make  healthy  foods 
and  hurt  those  selling  less  healthy  prod- 
ucts," says  Pru-Bache's  McMillin. 

The  other  big  new-product  push  this 
year — in  convenience  foods — may  face 
environmental  problems.   Even  before 
McDonald's  Corp.  began  dropping  poly- 
styrene cartons  in  November,  Sara  Lee's 
institutional  food  unit  began  putting  i 
cakes  in  cardboard  boxes  instead  of  | 
polystyrene.  And  it  took  the  cardboard 
out  of  bagel  packages — saving  $1  million 
a  year.  Even  if  replacement  packaging  i 
costs  more,  however,  foodmakers  likely 
will  switch.  The  environment  "is  an  issue  i 
we're  going  to  have  with  us  for  years," 
says  Sara  Lee's  Bryan.  In  1991,  that  s 
one  more  reason  to  expect  slimmer  prof- 1 
its  from  foodmakers. 

By  Lois  Therrien  in  Chicago 
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Catching  UpTo  lower 
Cost  Computing 

Oracle  database  software  lets  businesses  take  advantage  of  each  new  generation  of  low  cost  computing. 


Whatever  types  of  computer  a 
business  buys  today,  there's  sure  to 
be  something  significantly  better 
and  cheaper  tomorrow. 

Yet  companies  continue  to  sink 
money  into  software  that  runs  on 
only  one  kind  of  computer. 
Locking  themselves  out  of  newer, 
more  cost-efficient  computers. 

This  trap  is  avoidable  for  most 
companies.  All  they  need  is  the 


The  room-sized  computers 
in  1958  had  an  average  cost 


right  software.  Software  that 
works  with  virtually  every 
computer  and  network.  Present  or 
future. 

Oracle  has  become  the  world's 
largest  database  software  company 
by  providing  just  that.  Software 
that  runs  on  virtually  every  type 
of  mainframe,  minicomputer, 
workstation  and  PC. 

And  every  time  a  newer,  faster, 
more  cost  efficient  computer  has 
come  along,  Oracle  has  provided 


By  1968,  minicomputers 
owered  the  costs  to  a 
more  accessable  $3.7 
million  per  MIR 


the  database  software  not  only  to 
run  on  it,  but  allow  it  to  share  data 
with  existing  computers  as  well. 

Call  1-800-633-1061  Ext.  8313 
for  more  information. 

Fortunately,  you  no  longer  have 
to  predict  the  future  to  take 
advantage  of  it. 

ORACLe 


Software  that  runs  on  all  your  computers. 


By  1978,  personal  computers 
began  appearing.  Crude,  but 
relatively  affordable  at 
$46,000  per  Ml  P. 


1988.  Microcomputers 
revolutionize  business. 
Largely  because  the  average 
cost  per  MIP  dropped  to 
under  $1,300. 


©1990  Oraci)  Cofporjfon.  ORACU  is  a  registefed  trademaik  of  Orade  CoporaCon.  All  tradenames  relerencal  areWe  seivicfi  mark, 
tiademaik  -j  regisiered  Irademarti  ol  Ihs  respective  marulacturat.  Call  l-eO(K}I^CLE)^L|g'j»a'earxjsotNra'ersquirements. 
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TheOkidataOK: 

It's  why  we  had 
tore-invent 

the  laser  printer. 


1^ 


EDITORS' 
CHOICE 


What's  the  Okidata  OK?  Its  a  badge  of  honor 
that  every  Okidata  product  has  to  earn-a  symbol  of 
our  commitment  to  design  and  deHver  products  that 
offer  outstanding  value  and  performance.  Products 
that  will  not  only  satisfy  you,  but  impress  you. 

The  Laserless  Printhead: 
WarranteedforSYears. 

The  performance  promise  behind  the  Okidata 
OK  is  the  reason  we  had  to  re-invent  the  conventional 
laser  printer.  Our  engineers  frankly  rejected  the 
industry-standard  page  printer  technology  of  laser 
beams,  lenses  and  rotating  mirrors.  Instead,  they 
designed  and  built  a  proprietary,  solid-state  LED 
printhead  with  no  moving  parts.  Its  a  printing  system 
so  trouble-free,  we  guarantee  our  LED  print  element 
for  5  full  years-making  it  by  far  the  longest  warranty 

 ■     in  the  industry 

But  reliability  isn't  the  only  advan- 
tage our  unique  printhead  offers.  It  also 
means  a  simpler  design,  resulting  in  a 
straight-line  paper  path  that's  far  less 
likely  to  jam-even  when  feeding  heavy 
stock,  envelopes,  or  labels.  And,  since  we 
build  it  ourselves,  it  means  something 
else-a  lower  cost. 

TheOL400:The 
Only  W  Page  Printer. 

Our  4  ppm  OL400,  for  example,  has  the  lowest 
list  price  of  any  page  printer  on  the  market:  only 
^999.*  Yet  that  price  gets  you  a  printer  that  earned  a 
PC  Magazine  Editor's  Choice  Award,  with  standard 
features-extra  fonts,  a  full  200-sheet  paper  tray- 
that  you  won't  find  on  a  LaserJet®  IIP  selling  for 
hundreds  of  dollars  more.  Plus  a  slim,  low-profile 
design  that's  less  bulky  on  a  desktop. 

The  OL800:Twice  the  Output, 
with  Room  to  Grow. 


And  the  OL400  isn't  the  only  Okidata  LED 
page  printer  to  offer  outstanding  value.  For  applica- 
tions where  greater  speed  is  needed,  the  OL800 
delivers  8  ppm  with  all  the  advantages  of  the  Okidata 
LED  printhead:  straight-line  paper  path,  5-year 


printhead  warranty  and  a  low  $1499  list  price. 

Like  all  our  LED  page  printers,  the  OL800 
emulates  HP""Series  II  for  compatibility  with  most 
popular  software;  with  its  speed  and  selection  of  resi- 
dent type  fonts,  it  can  handle  the  printing  needs  of  a 
whole  work  group.  What's  more,  as  your  applications 
change  and  your  needs  grow,  a  simple  upgrade  kit 
turns  the  OL800  into  either  a  font-scaling  OL820  or  a 
PostScript®-compatible  OL840. 

The  OL820:  Smarter 
Than  a  LaserJet  III. 

The  OL820  earned  the  Okidata  OK  by  learning 
how  to  do  font-scaling  on  the  fly  Thanks  to  a  special 
chip  our  engineers  designed  into  the  820,  it  can  solve 
complex  type-sizing  and  positioning  problems 
instantly-problems  the  LaserJet  III  needs  to  talk  to 
its  software  to  work  out.Thai  means  the  OL820  can 
deliver  up  to  three  pages  of  sophisticated  text  while 
the  LaserJet  III  is  still  working  on  its  first  page. 

And  all  at  a  price  that's  hundreds  of  dollars  less 
than  the  LaserJet  III. 

TheOL840: 
PostScript  and  Beyond. 

And  for  applications  that  require  full  Adobe 
PostScript®  compatibility,  our  OL840  delivers  it  in 
spades.  It's  ready  to  connect  to  any  PC  or  Macintosh® 
system,  or  to  both  at  the  same  time-then  switch 
between  systems  with  the  push  of  a  button. 

The  Okidata  OK.  It's  a  promise  that  makes  our 
job-to  design  and  manufacture  a  line  of  page 
printers  offering  both 
outstanding  value 
and  performance-a 
hard  one. 

But  it  makes 
your  job-choosing 
the  right  brand  of 
page  printer  for  your 
application-easier 
than  ever  before. 

For  additional 
information,  call  us 
at  1-800-800-7333. 


OKIDATA  OK! 


We  don  t  just  design  it  to  work.  We  design  it  to  work  wonders.™ 


Pictured  with  optional  second  paper  tray,  available  on  OL800,OL820  and  OL840  models 
HR  LaserJet,  Adobe  Rjst&ript,  Macintosh  are  trademarks  of  their  respective  corporations. 


'Manufacturers  suggested  retail  price.  Dealer  prices  may  vary 

OKIDATA  is  a  registered  trademark  of  Oki  America,  Inc.,  Marque  deposec  de  Oki  America  Inc. 


SERVICES 


RETAILING 


FEWER  RINGS 
ON  THE  CASH 
REGISTERS 


Overcapacity  will  send  weak 
retailers  to  the  brink 


The  outlook  for  retailing  in  1991  is, 
in  a  word,  miserable.  In  the  1980s, 
low  unemployment  and  inflation 
created  a  sense  of  prosperity  that  trans- 
lated into  inflation-adjusted  sales  in- 
creases of  about  37'  a  year  for  the  $1.4 
trillion  retailing  industry.  But  now,  Da- 
vid Kelly,  a  DRi/McGraw-Hill  consumer 
analyst,  figures  that  inflation-adjusted 
retail  sales  actually  dropped  1%  for  all  of 
1990.  And  for  1991,  he's  looking  for  a 
further  slide  of  2.4%.  The  last  time  sales 
were  this  soft  was  in  the  1982  recession. 

This  bleak  picture  results  from  several 
gradual  but  ominous  trends.  After  a  de- 
cade of  shopping  more,  consumers  en- 
tered the  '90s  all  spent  out.  And  as  1990 
wore  on,  layoffs,  especially  of  white-col- 
lar workers,  dramatically  slowed  growth 
in  disposable  income.  Now,  says  Kelly, 
"consumers  don't  have  a  helluva  lot  of 
room  to  increase  spending."  A  drop  in 
housing  values  is  also  making  many  "peo- 
ple feel  poorer  than  a  year  ago. 
MORE  CHAPTER  lis.  As  shoppers  pull 
back,  retailers  will  feel  more  intensely 
the  effects  of  their  overexpansion  in  the 
1980s.  "There  are  too  many  malls,  too 
many  strip  shopping  centers,  and  too 
many  stores,"  says  Kenneth  A.  Macke, 
chairman  of  Dayton-Hudson  Corp.  Ac- 
cording to  the  retail  consulting  firm 
Management  Horizons,  the  U.  S.  now 
has  18  square  feet  of  retail  space  per 
capita,  twice  as  much  as  in  1974.  For  the 
1990  Christmas  season,  not  even  an  end- 
less series  of  price  cuts  and  promotions 
filled  all  this  space  with 
free-spending  shoppers. 
DRl's  Kelly  estimates 
that  inflation-adjusted 
retail  sales  in  1990's 
fourth  quarter  dropped 
4%.  Expensive  apparel 
and  big-ticket  appliances 
fared  poorly,  while 
cheaper  accessories 
such  as  neckties  and 
scarves  did  better. 

Now,  retailers  have  to 
brace  for  really  tough 
times.  Before  any  recov- 
ery gets  under  way. 


they'll  see  profits  diminish  as  prices  suf- 
fer, while  fixed  costs  stay  high.  In  1991, 
"there  will  be  very  low  inflation  in  gen- 
eral merchandise  items,"  says  economist 
Rosalind  Wells  of  the  National  Retail 
Federation.  Cataloguers,  whose  nominal 
sales  growth  has  averaged  127"  to  15%' 
for  years,  will  suffer,  too,  as  U.  S.  Postal 
Service  rates  rise  as  much  as  80%  and 
United  Parcel  Service  raises  its  prices 
16%.  The  only  bright  side:  "The  cost  of 
entry  into  the  catalog  industry  will  go 
up"  and  perhaps  keep  new  competitors 
out,  says  Maxwell  Sroge,  a  catalog  con- 
sultant in  Chicago. 

The  accumulation  of  pressures  is  like- 
ly to  push  weaker  play- 
ers to  the  limit.  Debt- 
laden  Federated-Allied 
Stores,  which  filed  for 
Chapter  11  protection 
early  in  1990,  is  still 
losing  money — nearlv 
$87  million  'in  1990's 
third  quarter.  Dis- 
counter Ames  Depart- 
ment Stores  Inc.,  also 
in  Chapter  11,  has 
closed  more  than  200 
stores.  Despite  im- 
provements, its  third 
quarter  operating  loss 
was  $54  million.  Ana- 
lysts expect  that  after 
retailers  total  up  holi- 
day receipts,  there  will 
be  more  Chapter  lis, 
and  perhaps  liquida- 
tions. "An  awful  lot  of 
companies  that  have 
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been  hanging  on  just  won't  make  it," 
predicts  Peter  J.  Solomon,  an  investment 
banker  to  retailers. 

One  big  company  that  will  bear  watch- 
ing is  R.  H.  Macy  &  Co.  It  is  suffering 
from  poor  sales  in  the  Northeast  and  a 
$5  billion  debt  load,  the  legacy  of  a  1986 
management  buyout  and  the  1988  pur- 
chase of  Bullock's/I.  Magnin.  A  recent 
equity  infusion  of  $119  million  with  the 
promise  of  almost  $69  million  more 
squelched  rumors  of  Chapter  11 — for 
now.  But  fears  of  Macy's  ability  to  com- 
pete, and  nervousness  over  the  future  of 
another  debt-laden  re- 
tailer, Carter  Hawley 
Hale  Stores  Inc.,  will 
persist  until  an  upturn 
materializes. 

Another  retailer  in 
trouble  is  Chicago-based 
Sears  Merchandise 
Group,  the  $34  billion 
behemoth.  Analysts  fig- 
ure Sears  has  to  chop 
up  to  $1  billion  in  costs 
to  become  as  efficient 
as  major  rivals  such  as 
Montgomery  Ward  Inc. 
Sears   plans   to  widen 
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margins  by  streamlining  its  inventory 
controls  and  remodeling  stores.  But  ana- 
lysts believe  Sears'  profits  for  the  fourth 
quarter  of  1990  were  disappointing.  In 
December,  Sears  announced  a  wage 
freeze  for  20,000  employees,  cut  apparel 
prices  to  boost  sales,  and  offered  0% 
financing  on  hard-goods  purchases. 
HOME  REPAIR.  As  it  labors  to  execute  its 
strategy,  Sears  will  remain  under  in- 
tense pressure  to  match  the  lower  prices 
of  its  rivals.  "This  is  the  year  for  dis- 
counters and  off-price  retailers,"  says 
Management  Horizons  economist  Carl 
Steidtmann.  Wal-Mart  Stores,  whose  ad- 
vanced computer  systems  and  unusually 
high  sales  per  square 
foot  have  made  it  one 
of  the  most  profitable 
retailers  of  common 
household  items,  is  ex- 
pected to  grow  more 
than  30'/'  this  year,  to 
$40  billion  in  revenues, 
says  David  Poneman, 
an  analyst  at  Sanford 
C.  Bernstein  &  Co.  An- 
alysts expect  a  20%- 
sales  increase  at  Home 
Depot  Inc.,  a  chain  of 
discount  superstores 
that  sells  about  30,000 
homebuilding  and  re- 
pair items.  "People 
can't  move  on  to  other 
houses,  so  they  work 
on  the  ones  they  stay 
in,"  says  Home  Depot 
Chairman  Bernard 
Marcus. 

Another  successful  low-price  approach 
is  the  warehouse  club,  which  both  buys 
and  sells  in  bulk.  "Members"  pay  an 
annual  fee,  typically  $25,  to  shop  in  a 
cavernous  building  for  everything  from 
tires  to  children's  clothes.  Warehouse 
club  sales  may  rise  287'  in  1991,  to  $28 
billion,  and  they  could  reach  $50  billion 
by  1995,  foresees  Jack  D.  Seibald,  an 
analyst  at  Salomon  Brothers  Inc. 

Discount  retailers  aren't  the  only  ones 
who  view  difficult  times  as  opportunity. 
The  Limited  Inc.,  which  runs  nine  differ- 
ent chains  of  specialty  stores,  plans  to 
increase  its  selling  space  by  23%  in  1991 
and  is  expanding  two  of  its  newest  divi- 
sions— Victoria's  Secret  Bath  Shops  and 
Structure,  a  chain  of  men's  sportswear 
stores.  Seattle-based  Nordstrom  Inc.,  the 
department  store  chain  renowned  for 
personal  service,  is  pursuing  a  nation- 
wide, 20-store  expansion.  Weak  consum- 
er spending  has  dampened  Nordstrom's 
earnings,  but  its  executives  hope  a 
strong  balance  sheet  will  sustain  the 
company  as  it  enters  new  markets  like 
the  Northeast.  That  will  be  the  retailing 
story  in  1991:  survival  of  the  fittest. 

By  Laura  Zinn  in  New  York,  with  bu- 
reau reports 
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WHOLESALERS 


THE  PRACTICE 
OF  MAKING 
PERFECT 


This  year,  quality  control  equals 
survival  for  distributors 


When  Peyton  L.  Gannaway, 
president  of  Anthem  Electron- 
ics Inc.  in  San  Jose,  Calif.,  vis- 
ited Octel  Communications  Corp.  a  cou- 
ple of  years  ago,  he  thought  he  was 
simply  paying  a  courtesy  call  on  a  key 
customer.  Evidently  not.  Instead  of 
merely  chatting,  Gannaway  spent  three 
hours  probing  how  quality-improvement 
practices  pay  off  for  Octel,  a  maker  of 
voice-mail  systems  in  Milpitas,  Calif., 
that  buys  disk  drives  for  its  products 
from  Anthem.  Then  last  year, 
Gannaway  sent  16  of  his  executives  off 
to  study  for  four  days  under  W.  Ed- 
wards Deming,  the  guru  who  taught 
quality  improvement  to  the  Japanese. 

Across  the  $1.8  trillion  U.  S.  wholesal- 
ing industry,  quality  improvement  is 
catching  on.  As  the  economy  weakens 
and  squeezes  profits,  distributors  are 
finding  that  providing  better  products  or 
service  is  the  surest  path  to  survival. 
"The  real  weak  [ones]  are  going  to  dis- 
appear in  this  economic  downturn,"  says 
Don  A.  Rice,  a  distribution  expert  who 
has  noticed  a  recent  uptick  in  attendance 
at  his  $1,995  quality-improvement  semi- 
nars at  Texas  a&m  University. 
'GETTING  TIGHT.'  Octel  says  it  has  stayed 
with  Anthem  because  it  tops  other  sup- 
pliers in  making  on-time  deliveries  of  er- 
ror-free products.  Indeed,  such  perfor- 
mance is  the  primary  way  that 
distributors,  who  have  felt  the  pinch  of  a 
lackluster  economy  for 
a  year  or  more,  are 
fighting  slow  growth. 
Last  year,  wholesalers' 
gross  profits  grew  4.87', 
to  $358.4  billion,  down 
from  an  11.3%  gain  as 
recently  as  1987.  This 
year,  the  industry  will 
be  hard-pressed  to 
match  even  1990's  in- 
crease, according  to  the 
National  Association  of 
Wholesaler-Distributors. 
"Things  are  getting 
tight  on   the  bottom 
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line,"  says  naw  Vice-President  Ron 
Schreibman. 

That's  partly  because  price-cutting 
abounds  among  the  nation's  322,000 
wholesalers  and  distributors — who  in 
turn  are  trying  to  compensate  with  cost 
cuts.  Take  Quill  Corp.,  a  $300  million-a- 
year  office-products  distributor  in  Lin- 
colnshire, 111.  Struggling  with  weak  mar- 
kets and  facing  discount  competitors. 
Quill  cut  its  prices  an  average  of  18% 
early  last  year,  then  trimmed  some 
$300,000  from  its  annual  payroll  with 
staff  cuts.  Profits  fell  by  roughly  50%  in 
1990  at  the  privately 
held  company,  though 
they  may  rebound  a  bit 
this  year.  "What's  hap- 
pening in  [wholesaling] 
is  a  tremendous,  tre- 
mendous margin 
squeeze,"  says  Quill 
President  Jack  Miller. 

The  current  credit 
crunch  for  small  busi- 
nesses is  another  prob- 
lem. Most  wholesalers 
depend  heavily  on 
bank  credit  to  finance 
their  inventories.  But 
bankers,  under  pressure  from  federal 
regulators  to  scrutinize  loans,  are  reject- 
ing applications  they  would  have  accept- 
ed a  year  ago.  naw  Chairman  Don  Carl- 
son, who  is  both  president  of  a  $70 
million-a-year  fasteners  distributor  in 
Omaha  and  a  board  member  of  a  small 
bank,  says  lending  policies  are  so  restric- 
tive there  that  many  smaller  players  are 
being  forced  to  close  or  sell  out  to 
healthier  rivals. 

Still,  not  everyone  is  being  battered  by 
the  recession.  For  instance,  drug  distrib- 
utors such  as  Cardinal  Distribution  Inc., 
in  Dublin,  Ohio,  are  doing  well.  Cardi- 
nal's earnings  should  rise  30%,  to  $12.8 
million,  on  sales  of  $1.15  billion  in  its 
fiscal  year  ending  Mar.  31,  says  Chief 
Financial  Officer  David  Bearman.  Acqui- 
sitions account  for  some  of  this  gain. 
But  the  main  reason  it  will  happen  is 
because  Cardinal  distributes  drugs. 

"We're  recession-resis- 
tant," says  Bearman. 

In  more  vulnerable 
markets,  salvation  lies 
in  doing  things  better. 
One  company  success- 
fully following  this  ap- 
proach is  Wallace  Co.,  a 
$79  million  Houston  dis- 
tributor of  pipe,  valves, 
and  fittings  for  the  oil 
and  chemical  industries. 
Despite  a  weak  Gulf 
Coast  market  in  the 
past  few  years,  Wallace 
has  boosted  sales  since 


1987  by  more  than  69%,  has  increased 
operating  profits  more  than  sevenfold, 
and  has  hoisted  its  market  share  from 
10.4%  to  18%.  Last  year,  Wallace  became 
the  first  wholesaler  to  win  the  Com- 
merce Dept.'s  prestigious  Malcolm  Bal- 
drige  National  Quality  Award  for  small 
businesses.  Wallace  has  "a  passion  for 
the  total  quality-management  system,"! 
says  Curt  W.  Reimann,  the  Baldrige 
award  program  director. 

The  key  to  Wallace's  success  is  build- 
ing worker  motivation  through  training, 
It  has  spent  $2  million  since  1987  to  de- 
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velop  teamwork  among  its  280  employ-| 
ees,  create  an  atmosphere  where  every -l 
one's  opinion  counts,  and  to  sensitize! 
workers  to  the  need  for  top-notch  perfor-f 
mance.  They  have  responded.  Where 
only  three  of  four  Wallace  deliveries  ar- 
rived on  time  in  1987,  92%  did  last  year, 
and  the  company  aims  for  98%  by  July. 
"We've  empowered  people  to  do  their 
jobs,  where  before  they'd  hunt  down 
some  manager  for  every  decision,"  says 
Michael  E.  Spiess,  sales  vice-president. 
BACK  TO  SCHOOL.  Buyers,  too,  are  mak 
ing  wholesalers  more  quality-conscious 
Chemical  processing  companies  started 
pushing  quality  improvement  in  the  ear- 
ly 1980s.  Now,  they're  politely  arm-twist- 
ing suppliers  as  well.  Several  major  cus- 
tomers, for  example,  advised  James  W, 
Bernard,  who  runs  Univar  Corp.,  a  $1.5 
billion-a-year  Seattle  chemical  distribu- 
tor, to  attend  executive-level  quality 
seminars.  "What  they're  saying  is,  'if 
you  want  to  supply  us,  you'd  better  have 
a  quality  program  in  place,'  "  says  Ber- 
nard. He  has  set  one  up,  and  only  half- 
jokingly  describes  himself  as  Univar's 
CEO  and  head  of  quality  control. 

Wholesalers'  drive  for  quality  gains  is 
sure  to  accelerate.  The  trick  in  early 
1991  will  be  to  find  ways  to  fund  such 
programs.  This  could  prove  easier  than 
it  sounds,  though.  The  payoff  from  qual 
ity-improvement  investments  can  start 
immediately  and  snowball,  experts  say. 
That  would  be  a  boon  to  many  wholesal- 
ers who  otherwise  face  a  cold  winter. 

By  Joseph  Weber  in  Philadelphia 
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^    ^     ^HETHER  It's  a 
%      A      a    tabby  stalking  a 
%    l\    I   mouse  or  a  lioness 
\  I   \  I   tracking  a  gazelle, 
m#     %#  the  cat  is  hard-wired 
f        f    to  kill.  It  approaches 
stealthily.  Then  leaps,  instinctively 
measunng  the  jump  so  back  paws  will 
land  beside  the  prey  leaving  die  front 
paws  free  to  grasp  the  victim.  And, 
house  cat  or  wild  cat,  the  teeth  are 
designed  for  a  specific  purpose:  to  kill 
with  a  bite  at  the  neck  or  throat. 

With  a  disarming  mix  of  predator 
and  pet.  domestic  cats  occupy  a  unique 
space  in  our  culture.They  move  through 


DOMESTIC  CATS  HAVE  NEVER  LOST  THEIR  LINK  WFTH  THEIR  WILD  COUSINS. 

WHY  DOES 
AMERICAS 
FAVORITE  PET 
STItrHAVEA 


Inside  the  gentle  pussycat  playing  with  a  hall  of  yarn 
lurks  the  genetic  programming  of  a  hunter  and  a  killer 
Four  thousand  years  of  domestication  have  not  succeeded 
in  obliterating  the  wildness  that  has  descended,  unchanged, 
from  the  cat's  primal  ancestors. 


our  civilized  wodd  like  permanent  visi- 
tors from  some  strange  realm.  They 
don't  respond  to  demands  and  they 
don't  plan. Their  magnificent  aimless- 
ness  IS  the  other  side  of  our  orderly 
universe. 

Follow  the  track  of  the  mysterious, 
inscrutable  cat  through  a  history  of 


adoration,  persecution  and  unchanging 
instinct  in  "Cats:  Caressing  theTiger," 
an  all-new  National  Geographic  Special 
on  PublicTelevision  produced  by  the 
National  Geographic  Society  and 
WQED/Pittsburghand  underwritten 
by  the  people  of  Chevron. 
Programs  like  this  represent 


Chevron  s  response  to  the  hunger  for 
thought-provoking,  in-depth  knowledge 
about  die  natural  wodd. This  is  but  one 
of  four  Specials  this  year  designed  to 
expand  the  information  horizon  with 
programs  that  give  thought  to  television. 

Tune  in  Wednesday,  January  9th. 
Check  your  local  listings  for  show 
times  on  PBS. 

Do  people  believe  that  television 
should  he  a  vital  source  of  information 
about  the  world  around  us? 


Chevron 


People  Do. 


IWO  Chc/T'jn  Corporaoon 


The  486~  PC.  It  may  be  a  little 

Never  before  has  this  much  A  486  microprocessor-based  PC  has 
power  been  plugged  into  a  everything  it  takes  to  run  today's  high- 
business  PC.  powered  applications.  And  run  them  the 
Presenting  the  Intel  486  micro-  way  you  need  to — simultaneously  and  at 
processor — a  veritable  powerhouse  that's  lightning  speed. 

been  harnessed  for  business.  Plus,  it's  compatible  with  the  hard- 

©1990  Intel  Corporation 


I  nore  power  than  you're  used  to. 


ware  and  business  applications  you  already  1-800-548-4725  and  ask  for  "The  486  Micro- 
own,  so  you  won't  spend  any  extra  time  or  processor  Means  Business"  brochure, 
money  on  training. 

The  486  PC.  Plug  it  in  and  start  shock- 
ing the  corporate  world.  - 

For  additional  information,  call  The  CompUter  InSide/ 
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486  is  a  trademark  of  Intel  Corporation. 
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SERVICES 


HEALTH  CARE 


LET'S  PLAY 
'SHUFFLE 
THE  COSTS' 


Will  business  and  the  public 
stand  for  still  higher  prices? 


The  nation's  health  care  system 
faces  more  surgery  in  1991.  As  the 
economy  slows  and  the  federal  def- 
icit rises,  Congress  will  again  try  to  curb 
medicare  spending,  which  last  year 
soared  127f  ,  to  $108  billion.  Health  care 
providers,  who  are  bracing  for  smaller 
fee  increases  from  Washington,  will  try 
to  shift  costs  to  private  payers.  And  this 
means  that  business,  which  pays  most  of 
that  tab,  faces  a  fight  with  providers, 
employees,  and  retirees  as  it  tries  to 
hold  down  spending.  Says  Thomas  J. 
Morr,  General  Motors  Corp.'s  general  di- 
rector of  employee  benefits:  "Cost  con- 
tainment is  uppermost  in  our  minds." 

The  No.  1  auto  maker  had  a  $2.9  bil- 
lion health  bill  in  1989— $622  for  every 
car  and  truck  it  made.  To  rein  in  costs,  it 
has  signed  up  both  health  maintenance 
organizations  (HMOS)  and  preferred-pro- 
vider organizations,  known  as  PPOs;  i57< 
of  its  hourly  and  677''  of  its  salaried  em- 
ployees are  enrolled  in  such  plans.  Yet 
costs  per  employee  still  jumped  157  in 
1990.  So  Morr  plans  to  clamp  down  on 
gm's  psychiatric  care  and  substance- 
abuse  programs,  and  he  will  try  to  get 
better  deals  with  HMOs  and  PPOs.  "Man- 
aged care  is  the  watchword,"  he  says. 
DEEP  DISCOUNTS.  As  GM  goes,  SO  goes 
the  nation.  Corporate  America's  push  to 
hold  down  its  medical  tab  will  affect  ev- 
ery part  of  the  $680  billion  health  care 
industry  this  year.  Enrollment  in  PPOs 
rose  427  last  year  and 
may  leap  as  much  again 
in  1991.  As  growth  in 
traditional  plans  sput- 
ters, health  insurers  will 
set  up  their  own  HMOs 
and  PPOs.  Financially 
strapped  hospitals  will 
offer  deep  discounts  to 
win  managed-care  con- 
tracts. Medical-supply 
companies  will  pitch 
cost-saving  products 
and  services  to  hospi- 
tals. Doctors  will  band 
together  to  cut  better 
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A  BlUIOHS  Of  DOLLARS 


deals  with  the  HMOs.  And  unionized 
workers  may  confront  employers  over 
cuts  in  benefits. 

A  growing  cost  consciousness  on  the 
part  of  corporations  helped  HMOs  post 
their  best  year  ever  in  1990.  After  hiking 
rates  an  average  16.87,  they  racked  up 
estimated  profits  of  inore  than  $1  billion. 
Rates  are  now  expected  to  rise  just  97 
in  1991,  partly  because  the  HMOs  are  on 
firmer  footing  and  because  consolidation 
has  permitted  them  to  spread  their  costs 
over  a  larger  membership  base. 

The  good  news  for  managed-care 
plans,  however,  is  bad  for  the  insurance 
industry's  traditional  health  plans.  After 
insurers  hiked  rates 
for  traditional  policies 
more  than  207  last 
year,  their  growth 
plunged.  That's  why 
many  are  pushing  into 
managed  care,  too. 
Travelers  Corp.,  for  in- 
stance, plans  to  spend 
$1  billion  by  1995  to  de- 
velop its  own  PPO.  It 
hopes  that  managed 
care,  which  provided 
167  of  its  $12.5  billion 
in  revenues  in  1989, 
will  grow  to  at  least 
407  of  revenues  by  decade's  end.  Other 
insurers  are  on  the  same  road.  "[Tradi- 
tional insurance]  will  become  so  expen- 
sive it  will  be  unsalable,"  predicts  Ber- 
nard R.  Tresnowski,  president  of  the 
Blue  Cross  &  Blue  Shield  Assn. 
BIDDING  WAR.  Some  hospital-manage- 
ment companies  are  also  moving  into 
managed  care.  Humana  Inc.,  the  Louis- 
ville-based hospital  chain,  agreed  to  buy 
Chicago's  Michael  Reese  Hospital  last 
October,  in  large  part  for  its  240,000- 
member  HMO.  Reese's  managed-care 
plan  should  help  Humana  fill  its  beds 
with  profitable  private-pay  patients.  For 
publicly  traded  chains  such  as  Humana, 
analysts  expect  annual  earnings  gains  of 
137  to  157'  in  the  year  ahead. 

But  most  of  the  nation's  5,500  hospi- 
tals won't  do  nearly  this  well.  Their  prof- 
it margins  fell  10%  on 
average  in  1990,  and  are 
expected  to  slide  an  ad- 
ditional 87  this  year,  to 
2.97.  With  occupancy 
rates  falling  and  the 
government  reducing  its 
medicare  fees,  many 
hospitals  now  plan  to 
bid  more  aggressively 
against  one  another  to 
win  managed-care  con- 
tracts— an  approach 
that  could  place  them  in 
an  even  more  dire  finan- 
cial fix. 


Hospital-supply  companies  are  wel 
aware  of  their  customers'  problems 
That's  why  they  will  offer  just-in-timt 
inventory  and  other  services  and  prod 
ucts  to  cut  costs  in  1991.  Baxter  Interna 
tional  Inc.,  for  instance,  has  designed  ar 
automatically  controlled  IV  that  saves 
nurses'  time.  Nursing  shortages  makf 
"hospitals  willing  to  look  at  innovative 
products,"  says  Wilbur  H.  Gantz 
Baxter's  president.  Thus,  supply-compa 
ny  earnings  may  jump  147  to  177  ir 
1991,  says  Kenneth  S.  Abramowitz, 
Sanford  C.  Bernstein  &  Co.  analyst. 

For  a  change,  in  fact,  doctors  coulc 
suffer  the  most  in  1991.  Primarily  be 
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cause  the  American  Medical  Assn.  is 
such  a  powerful  lobby,  "physicians 
weren't  hit  in  the  1980s  at  all,"  says 
Uwe  E.  Reinhardt,  a  political  economj 
professor  at  Princeton  University.  U.  S 
doctors,  he  notes,  earned  110%  more  ir 
1988  than  in  1980,  in  real  dollars.  "On( 
day,  there'll  be  a  backlash." 
WILD  CARD.  Perhaps  that  day  is  dawning 
A  new  medicare  fee  schedule  for  thf 
nation's  600,000  doctors  will  reduce  pay- 
ments to  surgeons  and  other  highly  paic 
specialists  starting  in  1992.  And  doctors 
whose  fees  are  the  fastest-growing  sec- 
tor of  the  U.  S.  health  bill,  fear  ever 
deeper  cuts.  Some  are  joining  groups 
such  as  the  Michael  Reese  Doctors 
Group  and  Independent  Practice  Assn 
in  Chicago,  to  negotiate  better  deals 
with  managed-care  plans.  "They're  fac- 
ing an  erosion  in  their  practices,  largelj 
because  of  the  success  of  the  HMOs,' 
says  John  R.  Dolan,  the  group's  CEO. 

The  wild  card  in  the  health  care  deck 
this  year  is  the  consumer.  The  oppositior 
of  the  elderly  to  higher  medicare  pay- 
ments, and  telephone-company  strikes 
over  health  care  benefits  the  past  twc 
years,  suggest  that  Americans  are  grow- 
ing more  militant  when  threatened  wit! 
price  hikes  or  cuts  in  benefits.  This 
much  is  certain:  Attempts  to  pass  tht 
buck  on  health  costs  will  give  the  indus- 
try a  monumental  headache  in  1991. 

By  Julia  Flynn  Siler  in  Chicago,  with 
Susan  B.  Garland  in  Washington 
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TRANSPORTATION 


IT'S  GOING 
TO  BE 
HORRIBLE' 


'\irlines  have  more  to  worry 
about  than  oil  and  the  recession 
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ach  Monday,  rain  or  shine,  the  top 
executives  of  American  Airlines 
Inc.  meet  with  Chairman  Robert  L. 
3randall  for  a  day-long  war  council. 
!\.merican  prides  itself  on  such  careful 
alanning.  But  these  days,  even  the  week- 
ly huddles  aren't  coming  frequently 
enough  for  that  "We  have  a  business 
plan,"  says  Robert  W.  Baker,  Ameri- 
can's senior  vice-president  for  opera- 
tions. "But  it's  being  revised  almost  be- 
fore the  ink  dries." 

Amid  the  turbulence  of  wildly  fluctu- 
ating oil  prices  and  sluggish  traffic,  1991 
will  be  that  kind  of  year  for  U.  S.  air- 
lines. The  shock  wave  that  hit  when  jet- 
fuel  prices  doubled  after  Saddam  Hus- 
sein invaded  Kuwait  last  August  has  left 
industry  executives  stunned.  Fuel  prices 
have  retreated  some  since,  but  the  air- 
lines still  are  paying  nearly  $70  million 
more  a  week  for  fuel  than  they  were  in 
July.  Add  to  that  the  impact  of  weak 
traffic  caused  by  the  recession,  and  it's 
clear  why  airlines  posted  an  all-time  rec- 
ord loss  of  about  $1.4  billion  in  1990. 
"The  airline  industry  in  the  United 
States  is  literally  going  broke,"  laments 
Crandall. 

TWO  FOR  ONE.  Signs  of  distress  are  ev- 
erywhere. Some  10,000  airline  jobs  have 
vanished  since  August,  and  Robert  J. 
Aaronson,  president  of  the  Air  Trans- 
port Assn.,  suspects  that  carriers  will 
slash  10,000  more  after  the  holidays. 
Crushed  by  debt.  Continental  Airlines 
Holdings  Inc.  tumbled  into  Chapter  11 
on  Dec.  3.  Pan  Am 
Corp.  is  trying  to  escape 
the  same  fate  by  agree- 
ing to  sell  its  prized 
London  routes  to  UAL 
Corp.  and,  perhaps,  the 
rest  of  the  company  to 
Carl  C.  Icahn's  Trans 
World  Airlines  Inc.  Mid- 
way Airlines  Inc.,  mean- 
time, has  retreated  from 
a  hub  in  Philadelphia, 
while  USAir  has  dropped 
all  expansion  plans.  And 
Eastern  Air  Lines  Inc. 
is  flying  only  because 


Bankruptcy  Judge  Burton  R.  Lifland 
has  released  enough  funds  to  ensure  its 
temporary  survival. 

Unless  the  industry  gets  a  respite 
from  fuel  prices  soon,  things  will  only 
get  worse.  "It's  going  to  be  horrible," 
predicts  Pan  Am  Chairman  Thomas  G. 
Plaskett.  The  airlines  can't  even  recoup 
their  higher  costs  with  fare  increases. 
Despite  a  157'  hike  in  published  fares, 
they  have  only  been  collecting  a  little 
more  than  half  that  in  added  revenues. 
A  fare  war  in  August  to  generate  traffic 
meant  that  many  passengers  were  fly- 
ing on  cheap  tickets  last  fall,  says  Louis 
J.  Valerio,  United's  senior  vice-president 
for  finance.  The  air- 
lines had  counted  on 
making  up  the  differ- 
ence with  tickets  sold 
for  this  winter.  But  a 
two-for-one  sale  in  No- 
vember doused  these 
hopes.  Now,  a  liberal 
frequent-flyer  promo- 
tion, started  by  Delta 
Air  Lines  Inc.  and  be- 
ing copied  widely,  will 
further  increase  the 
number  of  freebies. 

Look  for  more  dis- 
counting  this  winter. 


authorities  approve  the  deals,  Unit<^d 
and  American  will  soon  extend  their  bit- 
ter domestic  competition  into  a  foreign 
market  for  the  first  time.  The  purchases 
would  make  Delta  a  distant  No.  3.  But 
with  healthy  balance  sheets,  all  three 
should  find  safe  passage  through  the 
current  crisis. 

Which  carriers  will  disappear  is  a 
tougher  call.  Histoi-y  shows  that  airlines 
cling  to  life  relentlessly.  Continental,  for 
instance,  tumbled  into  Chapter  11  purely 
to  survive.  Now  it  can  rework  its  $2.9 
billion  in  debt.  TWA  is  also  weak,  but 
Icahn  has  enough  cash  to  keep  it  aloft. 
And  if  his  deal  with  Pan  Am  goes 
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Both  weak  and  strong  airlines  have  am- 
ple incentive  to  cut  fares.  The  likes  of 
Eastern  and  Midway  need  cash  to  pay 
bills.  And  healthier  rivals,  such  as  Unit- 
ed, American,  and  Delta,  want  to  protect 
market  share.  They  would  rather  sacri- 
fice profits  now  in  hopes  of  driving  weak 
airlines  under.  Warns  Salomon  Brothers 
Inc.  analyst  Julius  Maldutis:  "You 
haven't  seen  anything  like  the  fare  wars 
that  are  gonna  come." 

Industry  executives  anticipate  a  blood- 
bath: 1990's  fourth-quarter  loss  of  $1.5 
billion  could  be  duplicated  in  199rs  first 
quarter.  And  that  much  red  ink  in  just 
six  months  is  accelerating  what  experts 
call  the  final  stage  of  the  industry's 
post-deregulation  consolidation.  Even  be- 
fore Iraq  took  Kuwait,  overcapacity, 
stubborn  labor  costs,  and  sluggish  de- 
mand were  draining  airline  profits.  And 
when  fuel  prices  recede,  those  travails 
won't  be  over.  "There 
are  too  many  seats 
chasing  too  few  custom- 
ers," says  Crandall. 

The  pressure  already 
is  reshaping  the  indus- 
try. In  response  to  Uni- 
ted's $400  million  bid  to 
buy  Pan  Am's  London 
route  authority,  Ameri- 
can cut  a  deal  to  buy 
the  London  routes  and 
some  Chicago  gates 
owned  by  TWA  for  $625 
million.  If  the  Transpor- 
tation Dept.  and  British 
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through,  he  can  probably  raise  more 
cash  by  selling  off  parts  at  a  profit. 

Others  aren't  so  flush.  Though  Mid- 
way dodged  a  bullet  by  selling  its  Phila- 
delphia hub  to  USAir,  analysts  say  its 
prospects  are  still  grim.  And  Eastern, 
probably  the  worst  off,  isn't  likely  to 
make  it  past  spring. 
PACIFIC  OVERTURE?  While  the  biggest 
fear  of  airline  executives  is  that  such 
turmoil  will  invite  re-regulation,  that 
isn't  likely  soon.  A  more  plausible  reac- 
tion is  one  that's  being  mulled  over  by 
Transportation  Secretary  Samuel  K. 
Skinner:  loosening  the  rule  that  bars  for- 
eign carriers  from  owning  more  than 
259;  of  the  voting  stock  of  a  U.  S.  airline. 

If  Skinner  encourages  larger  holdings 
by  foreigners,  foundering  U.  S.  carriers 
could  get  an  infusion.  Scandinavian  Air- 
lines System  could  increase  its  16.8% 
stake  in  Continental,  for  example,  klm 
Royal  Dutch  Airlines  might  be  allowed 
to  retain  all  of  its  $400  million  invest- 
ment in  Northwest  Airlines  Inc.,  much 
of  which  Skinner  had  previously  de- 
manded be  sold. 

Looser  rules  could  even  help  the 
mighty.  Delta  owns  57  of  both  Swissair 
and  Singapore  Airlines  Ltd.,  and  they 
each  hold  57  of  Delta's  stock — relation- 
ships that  could  easily  be  strengthened. 
Might  that  spur  American  to  seek  a  for- 
eign partner  to  shore  up  its  weak  posi- 
tion over  the  Pacific?  In  a  time  of  con- 
stant change,  that's  just  one  more  item 
for  Crandall's  busy  Monday  agenda. 

By  Michael  Oneal  in  New  York 
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RESTAURANTS: 
DOING  WELL 
BY  BEING  BIG 


The  chains  will  gain  shai"e,  but 
not  without  costly  discounts 


It's  going  to  be  eat  or  be  eaten  this 
year  in  the  $246  billion  food-service 
industry.  A  restaurant  shakeout  trig- 
gered by  debt-laden  balance  sheets,  an 
excess  of  outlets,  and  stiff  competition 
from  food  stores  will  accelerate  in  1991. 
Recessions  tend  to  keep  Americans  in 
the  kitchen,  so  restaurants  that  are  on  a 
shaky  footing  may  fail.  But  for  the 
strong,  this  1990s  Darwinism  is  an  op- 
portunity. "Regardless  of  what  segment 
you're  in,"  says  Leonard  H.  Roberts, 
chairman  of  Shoney's  Inc.,  a  midprice 
restaurant  chain,  "if  the  consumer  per- 
ception is  of  good  price-value,  you  could 
probably  pick  up  share  in  this  market." 

Still,  even  survivors  "won't  do  busi- 
ness as  usual,"  says  Joseph  R.  Lee,  pres- 
ident of  General  Mills  Restaurants  Inc., 
which  owns  the  Olive  Garden  and  Red 
Lobster  chains.  Increasingly,  restau- 
rants will  dish  up  meal  deals  and  give- 
aways to  lure  diners.  The  biggest  chains 
will  open  new  outlets  as  their  weaker 
competitors  fold.  Some  may  make  acqui- 
sitions: British  hospitality  company  Al- 
lied-Lyons PLC  has  already  snapped  up 
Dunkin'  Donuts  and  Mister  Donut. 
SMALL  STEPS.  While  such  strategies  may 
not  produce  dazzling  returns  in  1991, 
they  could  improve  the  industry's  perfor- 
mance compared  with  a  disappointing 
1990.  Ronald  N.  Paul,  president  of  food- 
service  consultant  Technomic  Inc., 
thinks  restaurant  sales  will  grow  an  in- 
flation-adjusted 1.37' 
this  year,  vs.  0.9%  in 
1990.  Paul  adds,  howev- 
er, that  net  profits  for 
the  largest  74  puldic 
companies  will  be  flat, 
at  77'  to  S7'  of  sales. 

With  a  few  e.xcep- 
tions,  the  biggest  chains 
will  prosper  most.  Paul 
notes  that  the  top  100 
companies,  led  by  Mc- 
Donald's, PepsiCo,  and 
Grand  Metropolitan, 
now  run  nearly  50%  of 
the  nation's  stand-alone 
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eating  places,  up  from  30/^  in  1972.  Even 
the  largest  independents  will  have  two 
strikes  against  them.  They  don't  have 
the  deep  pockets  of  Grand  Met's  Burger 
King  or  PepsiCo's  Taco  Bell,  Kentucky 
Fried  Chicken,  and  Pizza  Hut.  And  inde- 
pendents own  34%  of  the  nation's  up- 
scale, white-tablecloth  restaurants — 
which  fare  worst  in  a  slump. 

Companies  that  are  loaded  with  debt 
will  have  an  especially  tough  time  this 
year.  One  is  Al  Copeland  Enterprises, 
which,  after  adding  Church's  Fried 
Chicken  to  its  Popeyes  Famous  Fried 
Chicken  chain  for  $392  million  in  1989, 
planned  to  cut  its  debt  by  selling  some 
outlets.  But  the  strate- 
gy fell  short  of  expec- 
tations, and  last  fall, 
Copeland  went  into 
technical  default  on 
debt  it  owes  to  Merrill 
Lynch  &  Co.  and  the 
Canadian  Imperial 
Bank  of  Commerce.  It 
has  hired  First  Boston 
Corp.  to  help  develop  a 
refinancing  plan. 

Also  in  shaky  shape 
is  Long  John  Silver's 
Holding  Inc.  The  com- 
pany has  been  able  to 


different  versions  of  the  same  strategy, 
Sizzler  Buffet  Court  &  Grill  has  expand- 
ed its  all-you-can-eat  salad  bars  to  in- 
clude appetizers,  soups,  desserts,  and 
Mexican  foods.  And  Shoney's  feeds  kids 
free  on  Wednesday  nights. 
PRICE  WAR.  The  fast-food  titans  aren't 
likely  to  let  such  m.oves  go  unchal- 
lenged. In  fact,  the  price  war  that  has 
been  going  on  in  that  sector  may  esca- 
late this  year,  threatening  everyone's 
margins.  To  counter  Taco  Bell's  49$  ta- 
cos,  for  example,  McDonald's  Corp. 
plans  to  roll  out  59$  cheeseburgers  and 
$1.99  Happy  Meals  for  kids.  It  recently 
announced  two  new  products — a  low-fat 
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meet  interest  payments  since  going  pri- 
vate for  $620  million  in  late  1989,  says  a 
spokesperson,  partly  by  selling  some 
units  and  limiting  growth.  But  First  Bos- 
ton recently  wrote  off  a  $235  million 
loan  to  the  company — money  the  chain 
apparently  can't  pay  back. 

Poised  to  take  advantage  of  such  wob- 
bly rivals  are  midprice  chains  such  as 
Chili's,  Baker's  Square,  Cracker  Barrel 
Old  Country  Store,  and  Olive  Garden. 
Such  restaurants  offer  bountiful  por- 
tions served  in  comfortable  surround- 
ings. Their  meals  cost  $5  to  $7,  com- 
pared with  an  average  $3  or  $4  at  most 
fast-food  outlets,  and  their  sales  growth 
has  been  outpacing  that  of  fast-food 
chains  for  several  years  now. 

Demographics  will  continue  to  favor 
the  midprice  chains  in  1991.  Baby  boom- 
ers with  kids  seek  out 
such  eateries,  which 
now  see  more  room  for 
growth  as  real  estate 
prices  soften  and  choice 
locations  become  avail- 
able. General  Mills's 
Lee  says  that  he'll  add 
at  least  10'/'  more  Red 
Lobster  and  Olive  Gar- 
den units  than  the  88 
originally  planned  for 
1991.  To  keep  customers 
coming,  he  has  intro- 
duced $4.99  dinners  at 
both  chains.  Employing 
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hamburger  and  a  breakfast  burrito — and 
may  offer  an  encore  of  last  fall's  $40 
million  McMillions  TV  sweepstakes. 

Other  quick-service  joints  also  have 
new  products  on  the  grill.  With  a  test  of 
breakfast  sandwiches  under  way  in  Chi 
cago,  Wendy's  International  Inc.  may 
soon  be  back  in  the  morning  market  af- 
ter bowing  out  several  years  ago.  And 
rather  than  dilute  the  image  of  its  sand- 
wich chain,  Arby's  is  wading  into  the 
lower-price  segment  of  the  fast-food 
business  with  Daddy-O's,  a  small,  drive' 
through-only  burger  chain  it  purchased 
in  October. 

Home-delivery  operators  will  also  pick 
up  the  competitive  pace  this  year.  Domi- 
no's Pizza  Inc.  continues  to  loom  over 
this  part  of  its  market,  but  Pizza  Hut  is 
adding  delivery  routes.  And  Levy  Res- 
taurants, which  runs  25  upscale  bistros 
in  several  cities,  recently  started  free 
home-delivery  from  eight  restaurants  to 
customers  in  Chicago's  Loop  and  nearby 
neighborhoods.  President  Larry  Levy 
thinks  this  will  add  87  to  9%  to  sales  at 
participating  restaurants  within  a  year, 

If  the  overall  restaurant  outlook 
seems  less  than  mouthwatering,  there's 
one  bright  spot  for  1991:  Labor  and  com- 
modity costs  should  moderate  as  the  re- 
cession kicks  in.  That  could  be  a  big 
break  for  restaurants,  whose  other  key 
operating  costs,  especially  for  promo- 
tions, seem  to  be  headed  straight  up. 

By  Lois  Therrien  in  Chicago 
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Everyone  agrees  we'll  soon  be  needing  more  electricity.  But  there's  little  agreement  on  how  to  get  it. 
Especially  with  the  environment  at  stake.  ^  Hydropower  is  limited  by  geography  Nuclear 
energy's  problems  continue  to  be  debated.  7\nd  the  sun,  the  wind,  the  tides  —  they're  all  attractive, 
but  none  is  economically  practical  on  a  broad  scale  yet.  ^  So,  for  at  least  the  near  future,  we're 
going  to  have  to  rely  for  the  most  part,  on  fossil  fuels.  ^  But  all  fossil  fuels  are  not  created 
equal.  One  is  clearly  best  for  the  environment.  /\nd  that's  natural  gas.  ^  Natural  gas  C) 
produces  less  carbon  dioxide  emissions,  it  produces  no  sulfur  dioxide,  and  it  creates  C) 
no  particulates — the  visible  smoke  you  see.  A II  of  these  are  serious  air  pol-  ^ 
lutants.  ^  Further,  because  new  high-efficiency,  gas-  A 
powered  generating  plants  are  relatively  simple 
to  build,  gas  is  abo  one  of  the  quickest  and  jr 
cheapest  ways  for  producers  of  electricity  to  increase  ^ 
their  output.  ^  In  short,  if  natural  gas  didn't  exist,  %) 
we'd  have  to  invent  it.  /Is  it  is,  nature  has  given  us  C) 
vast  resources  of  natural  gas 

right  here  in  North  America.  It  f\ 
just  seems  natural  to  use  them.  X 
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Cleanup  costs  and  new  rivals 
are  making  utilities  aggressive 


W! 


'hen  William  T.  McCormick  Jr., 
chairman  of  CMS  Energy 
Corp.,  the  holding  company 
for  Michigan's  largest  electric  utility,  ad- 
dressed shareholders  last  year,  he  got  a 
tough  question:  When  will  CMS's  divi- 
dend, now  48(t  a  share  vs.  its  historic 
high  of  $2.60,  be  raised?  McCormick  was 
blunt:  "Never."  Instead,  he  said,  bank 
on  appreciation  in  CMS's  stock. 

It's  a  new  day  for  the  electric-utility 
industry,  which  enters  1991  facing  a 
number  of  daunting  challenges.  Meeting 
the  newly  amended  Clean  Air  Act's 
emissions  standards  will  cost  up  to  $105 
billion  by  2010,  reports  the  Edison  Elec- 
tric Institute  (EEI),  an  industry  group. 
Federal  regulators  want  companies  to 
open  transmission  lines  to  competitors 
such  as  independent  power  producers. 
And  in  1991,  changes  in  federal  law  may 
give  the  independents  a  further  boost — 
ushering  in  a  new  era  of  competition. 

To  get  ready,  utilities  are  dropping 
their  slow-growth  style,  forming  inde- 
pendent power  subsidiaries,  gobbling 
each  other  up,  and  slashing  costs — 
trends  that  will  spread  in  1991. 
"Changes  are  thundering  along,"  says 
Len  Wohadlo,  president  of  Harbert  Pow- 
er Group,  a  San  Francisco  independent. 
"This  will  make  the  wildest  damn  mar- 
ket I'll  ever  see." 

Coping  with  the  Clean  Air  Act  looms 
as  the  industry's  biggest  hurdle.  Pollu- 
tion-control costs  will 
rise  only  slightly  in 
1991,  but  planning  must 
start  now  for  installing 
scrubbers  or  using 
cleaner  fuels.  Worse, 
this  pressure  comes  ;  s 
many  utilities  still  are 
paying  for  nuclear  pow 
er  debacles  of  the  1970.'^ 
The  net  effect  is  that 
they're  reaping  only  a 
10%  average  return  on 
equity — even  though 
state  commissions  typi- 
cally allow  nearly  13%', 
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the  EEI  reports.  And  since  1985,  utility 
credit  ratings  have  slipped  industrywide. 

On  top  of  this,  the  industry  is  entering 
a  new  building  cycle:  It  plans  to  add 
some  94,000  net  megawatts,  about  14%> 
of  current  capacity,  in  the  1990s.  Daniel 
Scotto,  director  of  high-grade  credit  re- 
search for  Donaldson,  Lufkin  &  Jenrette 
Securities  Corp.,  says  that  utilities  will 
be  hard-pressed  to  finance  such  expan- 
sion unless  they  adapt  to  the  competitive 
times  ahead.  "You  have  to  wonder  how 
long  people  can  hold  on  to  the  old-style 
utility  structure,"  he  adds. 

Many  utilities  already  are  changing. 
Some  have  turned  to  demand-side  man- 
agement— putting  off 
new  plants  by  hawking 
energy-saving  plans. 
In  one  program,  home- 
owners let  utilities  con- 
trol their  hot-water  use 
in  peak  periods  in  ex- 
change for  a  monthly 
credit.  Others  are  ex- 
amining the  once-he- 
retical idea  of  merging 
with,  or  acquiring,  a 
neighbor.  A  study  re- 
leased by  Edward  J. 
Tirello  Jr.,  managing 
director  of  research 
for  Smith  Barney,  Harris  Upham  &  Co., 
concludes  that  the  resulting  economies 
of  scale  could  save  the  industry  $3.6  bil- 
lion a  year — and  cut  the  average  cus- 
tomer's electric  bill  by  $49.66  a  year. 
Heading  into  1991,  six  mergers  are  pend- 
ing, including  the  combination  of  South- 
ern California  Edison  Corp.  and  San  Die- 
go Gas  &  Electric  to  create  the  nation's 
largest  utility. 

There's  a  fly  in  this  ointment,  howev- 
er. Before  approving  mergers,  federal 
regulators  often  force  utilities  to  ease 
their  control  of  transmission  lines.  Cur- 
rent federal  law  requires  utilities  to  buy 
power  from  independents,  but  they  con- 
trol it  after  that.  The  feds  want  to  spur 
competition  by  letting  independents  find 
their  own  customers,  then  pay  for  use  of 
transmission  lines.  Many  utilities  cry 
foul,  claiming  that  inde- 
pendents could  pick  off 
their  best  customers. 

But  the  momentum 
may  be  unstoppable. 
Last  November's  bud- 
get package  reforms 
the  Public  Utility  Regu- 
latory Policies  Act  of 
1978  in  a  way  that  helps 
independents.  The  origi- 
nal law  allowed  alterna- 
tive energy  producers — 
in  solar  and  wind,  for 
example — an  unregulat- 
ed rate  of  return.  Inde- 


pendents rushed  to  this  gold  mine  and 
now  supply  about  5%  of  all  U.  S.  capaci- 
ty. But  their  growth  was  checked  by  a 
rule  that  often  limited  plant  size  to  3Cj 
megawatts.  The  amendment  effectively 
removes  this  cap,  so  independents 
should  grow  stronger. 

Other  assaults  on  traditional  power 
producers  lurk  on  the  horizon.  Senator  J, 
Bennett  Johnston  (D-La.)  will  soon  intro- 
duce a  bill  designed  to  loosen  regula- 
tions on  independents  that  burn  conven- 
tional fuels  such  as  coal  and  natural  gas, 
Now,  a  company  controlling  10%  of  such 
a  facility  must  be  regulated.  Partner- 
ships have  been  set  up  to  bypass  this, 
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but  they  are  unwieldy.  "We're  doing 
[partnerships]  at  tremendous  legal  costs 
and  inefficiencies,"  says  Nancy  J. 
Zausner,  strategic  planning  director  for 
PG&E-Bechtel  Generating  Co.,  an  inde- 
pendent set  up  by  Pacific  Gas  &  Electric 
Co.  and  Bechtel  Group  Inc.,  an  engineer- 
ing company. 

LEAN  AND  MEAN.  Backers  of  the  amend 
ment  say  liberalizing  the  10%  rule  is  vi- 
tal to  meeting  future  power  demand. 
But  many  disagree.  For  example,  regu- 
lated utilities  must  put  some  50%'  of  the 
money  into  new  construction;  unregulat 
ed  companies  could  borrow  that.  Don  D 
Jordan,  chairman  of  Houston  Lighting  & 
Power  Co.,  says  the  change  would  jeop- 
ardize the  flow  of  reliable  power.  "If 
this  kind  of  high-risk  financing  is  possi 
ble,  we  might  as  well  be  in  the  savings 
and  loan  business,"  he  told  an  industry 
group  in  November. 

That's  a  common  view.  But  other  utili 
ties,  such  as  C.MS  Energy,  are  ready  to 
meet  competition  head-on.  "There  are 
going  to  be  two  types  of  utilities,"  says 
CMS  boss  McCormick.  One  will  be  the 
slow-growth  plodder  of  old.  The  other 
will  be  like  CMS,  which  has  trimmed  its 
work  force  from  13,000  to  9,500  in  five 
years  and  has  set  up  its  own  indepen- 
dent power  ventures.  Such  companies 
see  themselves  as  lean,  mean,  low-divi- 
dend machines — and  as  the  future  of  the 
electric-utility  industry. 

By  Robert  Buderi  in  New  York 
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THE  WORLD  IS 
HOLLYWOOD'S 
OYSTER 


Foreign  markets  are  clamoring 
for  hit  movies,  videos,  and  CDs 


There's  no  truth  to  the  rumor  circu- 
lating in  Hollywood  that  the  Polo 
Lounge  will  soon  start  serving  su- 
shi. But  the  fact  that  so  many  people 
believe  it  says  a  lot  about  the  U.  S.  en- 
tertainment industry.  Lured  by  the 
booming  international  market  in  video- 
cassettes  and  compact  disks  that  feature 
American  stars,  foreign  companies 
flocked  to  Hollywood  in  1990,  takeover 
money  in  hand.  By  the  end  of  the  year, 
only  three  of  America's  seven  largest 
studios  were  still  U.  S.-owned. 

In  1991,  the  dealmaking  will  continue. 
But  after  sitting  on  the  sidelines  for  the 
past  few  years,  U.  S.  companies  may  fi- 
nally get  in  on  the  action.  The  reason: 
The  Federal  Communications  Commis- 
sion is  expected  to  stop  fussing  around 
and  drop  or  soften  a  20-year-61d  set  of 
rules  that  have  kept  U.  S.  networks  and 
Hollywood  studios  from  merging.  That 
could  set  the  stage  for  a  wave  of  get- 
togethers  that  could  pair  Walt  Disney 
Co.  with  CBS,  or  Paramount  with  Capital 
Cities/ABC. 

GLOBAL  CARTEL?  The  FCC's  Financial  In- 
terest &  Syndication  rules,  or  Fin-Syn 
for  short,  have  restricted  the  Big  Three 
networks  from  owning  companies  that 
make  and  syndicate  television  programs. 
They  have  also  kept  the  networks  from 
syndicating  reruns  of  their  own  shows,  a 
big  disadvantage  in  view  of  the  growing 
strength  in  programming  of  electronic 
giants  such  as  Sony  Corp.,  which  owns 
Columbia  Pictures,  and  Matsushita  Elec- 
tric Industrial  Co.  Do- 
mestic TV  executives  are 
becoming  increasingly 
vocal  about  the  conse- 
quences. "A  global  car- 
tel is  developing  which 
threatens  the  existence 
of  America's  indepen- 
dent producers,"  said 
NBC  Chairman  Robert  C. 
Wright  before  Matsu- 
shita completed  its  pur- 
chase of  MCA  Inc.  for 
$6.1  billion  on  Dec.  31. 

Wright,  too,  wants  to 
get  in  on  the  foreign 
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market,  which  is  being  fueled  by  strong 
home  video  sales  in  Europe,  plus  the 
privatization  of  European  TV  stations 
and  the  launch  of  a  new  satellite-deliv- 
ered TV  system.  In  1991,  says  Jeffrey  B. 
Logsdon,  entertainment  analyst  with 
Los  Angeles-based  Seidler  Amdec  Secu- 
rities Inc.,  Hollywood  could  sell  $6.7  bil- 
lion worth  of  movies  and  TV  shows 
abroad,  a  137'  increase  from  1990  and 
nearly  double  the  dollar  volume  in  1985. 
Overseas  sales  account  for  427f  of  Holly- 
wood studios'  income  and  are  the  fast- 
est-growing part  of  their  business. 

The  European  market  is  no  doubt  one 
reason  why  the  French  cable  company 
Canal  Plus  and  Japan's 
Pioneer  Electronic 
Corp.  recently  took  eq- 
uity stakes  in  Ra  m  bo 
producer  Carolco  Pic- 
tures Inc.  Among  oth- 
ers said  to  be  looking 
for  Hollywood  pur- 
chases: Japanese  elec- 
tronics companies  To- 
shiba and  Hitachi  and 
Korea's  Samsung.  "No 
other  country  can 
match  U.  S.  stars," 
says  record  and  film 
producer  David  Gef- 
fen,  whose  ITa  stake  in  MCA  brought 
him  $660  million  in  the  Matsushita 
buyout.  "No  one  can  recreate  a  Michael 
Jackson  or  a  Sylvester  Stallone." 

For  the  TV  networks,  buying  into  stu- 
dios would  be  a  welcome  diversification 
from  their  lackluster  primary  business. 
As  they  did  in  1990,  the  three  will  lose 
viewers  to  cable,  syndicated  programs, 
and  the  Fox  network.  In  late  1990,  they 
held  only  627'  of  the  prime-time  audi- 
ence, compared  with  827'  in  1980.  In 
1991,  say  experts,  their  share  could  dip 
below  607'.  This  means  slow  advertising 
revenue  growth.  In  1991,  says  the  Tele- 
vision Bureau  of  Advertising,  NBC,  ABC, 
and  CBS  may  post  $18.4  billion  in  total  ad 
sales,  a  4.37  increase  over  1990.  But  ca- 
ble ad  growth  will  approach  157",  to  $2 
billion.  Ads  on  svndicated  programs  may 
jump  177,  to  $L8  billion. 
To  lure  viewer-s  back,  all  three  net- 
works have  spent  heavi- 
ly to  sign  up  sports 
events.  But  combined 
with  sluggish  ad  sales, 
that  is  cutting  into  earn- 
ings. CBS,  which  will 
spend  $3.6  billion  on  a 
variety  of  sports  over 
the  next  several  years, 
has  already  written 
down  $170  million  on  its 
$1.1  billion,  four-year 
Major  League  Baseball 
contract.  In  1991,  CBS  is 
expected  to  show  a  $12 
million  loss  on  its  net- 


work programming,  says  Christopher  P. 
Dixon  of  Kidder,  Peabody  &  Co.  Dixon 
expects  ABC's  network  operations  to  be 
up  slightly.  Other  analysts  agree  but 
add  that  earnings  are  likely  to  be  off  at 
General  Electric  Co.'s  NBC  Inc.,  as  aging 
shows  such  as  Cosby  decline  in  ratings. 
SPIRALING  COSTS.  Although  Hollywood 
may  look  like  the  answer  to  the  net- 
works' troubles,  Tinseltown  has  prob- 
lems of  its  own.  With  international  mar- 
kets gobbling  up  their  films,  the  studios 
have  let  their  production  costs  spiral.  In 
1990,  they  spent  an  estimated  $30  million 
on  an  average  film,  analysts  say,  up  277" 
from  1989.  Stallone  got  $20  million  for 
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Rocky  V,  $1.5  million  more  than  the  av- 
erage film  cost  just  two  years  earlier. 

With  profit  margins  shrinking,  the 
studios  are  trying  to  stop  such  excesses. 
Paramount  Pictures  Corp.,  saddled  with 
big-budget  disappointments  such  as 
Days  of  Thunder  and  Another  48 
Hours,  eased  out  its  production  chief 
and  fired  Thunder  producers  Don  Simp- 
son and  Jerry  Bruckheimer  in  Novem- 
ber. "We're  all  looking  for  any  way  we 
can  to  keep  costs  down,"  says  Tri-Star 
President  Mike  Medavoy. 

In  the  short  term,  however,  a  hot  mar- 
ket will  probably  hide  many  budget 
overruns.  With  Paramount's  Ghost  and 
Disney's  Pretty  Woman,  the  big  hits  of 
1990,  box-office  receipts  last  year  fell 
just  short  of  1989's  record  $5  billion.  And 
since  ticket  prices  are  expected  to  jump 
to  more  than  $7  in  many  areas  in  1991, 
the  take  will  likely  be  better. 

As  usual,  Hollywood  will  load  up  on 
sequels  in  hopes  of  striking  box-office 
gold.  Among  them:  second  installments 
of  Honey,  I  Shrunk  the  Kids  and  Good 
Morning,  Vietfiam  from  Disney.  The 
most  eagerly  awaited  film,  however,  is 
Tri-Star's  Hook,  starring  Dustin  Hoff- 
man and  directed  by  Steven  Spielberg. 
Tri-Star  may  spend  $60  million  on  this 
story  of  a  grown-up  Peter  Pan. 

It  may  be  worth  the  gamble.  If  Holly- 
wood has  learned  anything  the  past  few 
years,  it's  that  the  whole  world  is 
hungry  for  the  latest  it  has  to  offer.  And 
that  should  be  true  again  in  1991. 

By  Ronald  Grover  in  Los  Angeles 
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put  our 

the  line. 


At  Ford,  we're  not  gambling 
on  the  future.  We're  creating  it. 

With  a  new  long  conventional 
tractor  —  the  AeroMax  120.  The 
most  fuel-efficient  linehauler  in 
the  Ford  fleet. 

And  a  new  attitude.  A  new  way 
of  doing  business  with  customer 
satisfaction  as  our  top  priority. 

In  performance,  in  cab  com- 
fort, in  ease  of  maintenance, 
there's  never  been  anjAthing  from 
Ford  like  the  AeroMax  120. 

And  there's  never  been  any- 
thing from  Ford  like  our 
innovative  after-sale  support. 
Our  Emergency  Road  Service. 
The  Ford  LineHauler  Club. 
Our  expanded  Parts  &  Service 
network.  Extended  Service 
Coverage.  And  more. 
The  AeroMax  120.  Because 
the  future  is  what 
you  make  it. 


TRUCKS 


Not  just  a  new  Ford. . . 
a  new  Ford  attitude. 


COMPUTERS 


COMPUTERS 
mil  SEE  LOTS 
)F  DOWNTIME 


Jew  PCs  coming  on  line  will 
eep  customers  off-balance 


For  years,  conventional  wisdom  has 
held  that  computer  makers  do  rela- 
tively well  during  recessions  be- 
luse  their  products  help  customers  cut 
)sts  by  making  workers  more  produc- 
ve.  This  year  may  be  an  exception,  if 
ily  because  there  are  so  few  easy  tasks 
ft  to  automate. 

Even  before  the  economic  clouds  be- 
m  to  darken,  U.  S.  computer  makers 
ere  struggling  with  flat  sales  at  home, 
rices  seemed  to  be  falling  faster  than 
lyers  could  consume  new  machines, 
ich  more  powerful  than  the  last.  In 
)91,  suggests  a  survey  of  400  large 
.  S.  companies  by  consultants  Index 
roup  Inc.,  data  processing  budgets  will 
i  up  only  5.3%,  vs.  1990's  6.9%  rise.  And 
>w,  the  European  market,  a  major 
>urce  of  business  for  most  U.  S.  pro- 
icers,  has  turned  weak,  too.  Sales 
lere  of  computer  hardware,  software, 
id  services  rose  17%  in  1989,  but  the 
crease  slowed  to  10%-  in  1990  and  may 
vel  off  at  11%  in  1991,  figures  market 
searcher  International  Data  Corp. 
\ZBD.  What  it  all  means  is  a  mediocre 
;ar.  Gartner  Group  Inc.,  a  Stamford 
lonn.)  market  researcher,  figures  that 
.  S.  computer  and  software  makers  can 
cpect  their  1991  world  sales  to  rise  just 
5%  over  1990's — down  considerably 
om  the  previous  year's  8.4%  growth. 
Besides  being  cautious  over  the  econo- 
y,  says  Gartner  Senior  Vice-President 
ick  Smith,  many  large  customers  are 
izzled  over  which  strategic  direction  to 
ke  their  computing  op- 
ations.  After  a  decade 
installing  millions  of 
leap,  high-powered  mi- 
ocomputers — personal 
imputers,  worksta- 
)ns,  and  so-called  serv- 
s — it's  now  time  to 
irness  them  into  com- 
mywide  networks  for 
taring  information, 
at  which  networking 
heme  to  use,  and 
hich  software?  Suppli- 
s  have  congregated 
ound  several  industry 
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Standards,  including  .\T&T's  Unix  and  Mi- 
crosoft's MS-DOS  and  Windows  software. 
Smith  says.  But  still,  "everyone's  trying 
to  figure  out  what's  going  on." 

Oddly  enough,  customers  will  be  buy- 
ing more  mainframes  this  year.  They 
remain  best  for  storing  master  copies  of 
corporate  files  and  anchoring  large  net- 
works. In  1990,  mainframe  dollar  sales 
rose  only  2.9%,  Gartner  says.  But  sales 
should  rise  about  10?'  in  1991,  fueled  by 
shipments  of  new  systems  from  IBM, 
Amdahl,  Fujitsu,  and  Hitachi.  By  con- 
trast, Digital  Equipment  Corp.  has  not 
been  as  successful  as  analysts  hoped 
with  its  VAX  9000  series  mainframes,  in- 
troduced in  early  1990. 
Joseph  Payne  of  Alex. 
Brown  &  Sons  Inc.  fig- 
ures that  DEC  will  sell 
$500  million  worth  of 
the  systems  in  its  cur- 
rent fiscal  year,  not  the 
$1  billion-plus  once 
thought  possible.  And 
DEC  has  had  to  replace 
faulty  components  in 
all  the  9000s  it  has 
shipped. 

DEC  will  also  suffer 
from  the  basically  flat 
market  for  minicom- 
puters, whose  U.  S. 
sales  will  be  up  just 
1.8%  in  1991,  reckons 
International  Data. 
Like  DEC,  Hewlett- 
Packard  and  Data  Gen- 
eral hope  for  continued 
profits  from  their  pro- 
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A  PERCENT  INCREASE  EST. 

INCLUDES  REVENUES  FOR  All  SIZES  OF  COMPUTERS 
SOLD  BY  FOREIGN  AND  DOMESTIC  MANUFAOURERS 

DATA;  DAIAQUEST  INC. 


prietary  minis.  But  many  customers  are 
opting  for  networks  of  lower-margin, 
standards-based  desktop  machines. 

That  helps  explain  why  PC  sales  will 
stay  healthy,  though  the  industry  faces 
continued  turmoil.  Market  watchers  esti- 
mate 1991  growth  in  unit  shipments  at 
about  8%,  down  from  13%  in  1990.  But 
the  average  selling  price  of  these  ma- 
chines, which  rose  11%  in  1989,  may  in- 
crease only  3%  from  1990  to  1992,  ac- 
cording to  Dataquest.  This  reflects 
increased  price  competition  from  second- 
tier  clonemakers  such  as  Dell  Computer 
Corp.  and  AST  Research 
Inc.,  which  are  gaining 
the  confidence  of  corpo- 
rate buyers.  One  result: 
premier  clonemaker 
Compaq  Computer 
Corp.'s  U.  S.  unit  sales 
rose  20%  in  the  1990 
third  quarter,  but  its 
revenues  rose  just  5%. 
Laptop  computers  will 
be  the  fastest-growing 
segment  of  the  PC  busi- 
ness, but  watch  out  for 
a  price  war  there,  too. 
As  all  the  price-war 


talk  implies,  PC  retailing  is  in  for  tough 
times.  'The  Businessland  Inc.  and  Com- 
puter Factory  Inc.  chains  have  suffered 
major  losses  because  of  competition 
from  specialized  dealers  and  discount 
"superstores."  A  consolidation  is  under 
way,  as  seen  in  CompuCom  Systems 
Inc.'s  recent  $39  million  purchase  of 
Computer  Factory. 

PC  software  promises  to  sell  well  in 
1991,  largely  on  the  basis  of  Microsoft's 
Windows  3.0  package,  introduced  in  mid- 
1990.  It  makes  IBM  PCs  and  clones  easier 
to  use  and  will  help  boost  sales  of 
spreadsheet  programs  and  word  process- 
ing packages.  Total  PC  software  sales 
should  be  up  16%  this 
year,  Dataquest  pre- 
dicts, compared  with  a 
107"  gain  in  1990. 

Easily  the  brightest 
spot  in  the  hardware 
market  will  be  work- 
stations, where  unit 
growth  may  hit  50%  in 
1991,  about  the  same 
as  1990,  according  to 
Dataquest.  It  says 
695,000  workstations 
may  be  shipped,  up 
from  465,000  last  year. 
But  market  leader  Sun 
Microsystems  Inc.  will 
face  increased  competi- 
tion from  DEC  and  IB.M, 
which  are  gaining  mar- 
ket share  with  aggres- 
sively priced  products. 
In  fact,  IBM  is  widely 
expected  in  1991  to 


grab  the  No.  3  spot  in  workstations  from 
Hewlett-Packard  Co.,  which  is  still 
struggling  to  capitalize  on  its  acquisition 
of  Apollo  Computer  Inc.  in  1989. 
BIG  BLUE  BLUES.  If  there's  one  sure  pre- 
diction for  1991,  it's  that  U.  S.  computer 
makers  will  continue  their  payroll- 
shrinking  act.  It  takes  fewer  people  to 
build  computers  as  more  circuitry  gets 
crammed  onto  fewer  microchips.  DEC, 
for  example,  says  it  wants  to  cut  its 
124,000-person  payroll  by  6%'  by  July, 
prompted  by  a  reorganization  of  the 
company  into  20  autonomous  marketing 
units.  It  is  expected  to  increase  that  goal 
to  10%'  in  January.  And  last  fall, 
France's  Groupe  Bull  disclosed  plans  to 
cut  its  global  payroll  by  5,000  people,  or 
about  10%,  including  1,700  stateside. 
Speculation  abounds  that  IBM  will  contin- 
ue trimming  its  U.  S.  work  force.  Ana- 
ly.sts  hope  it  will  shed  an  additional  47o, 
or  10,000  jobs,  adding  perhaps  $1  per 
share,  or  10%,  to  net  earnings. 

In  short,  the  year  ahead  may  see  a 
weeding  out  of  weaker  computer  mak- 
ers. But  that  process,  as  Charles  Darwin 
might  say,  should  lead  to  a  fitter,  more 
competitive  industry  overall. 

By  Joh  n  W.  Verity 
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SUN 
PROUDLY 

ANNOUNCES 

THE 
UOTMAre 
STRIVING 
MACHINE 


SPARCstation'"2.  If  you 
think  limits  were  made  to  be 
exceeded,  this  is  your  kind  of 
machine. 

After  all,  it  exceeds  all  our 
own  limits.  Last  year,  SPARC- 
station  1  broke  every  record  for 
price  and  performance.  And 
became  the  best-selling  work- 
station in  history.  By  far.  But  we 
went  right  back  to  the  drawing 
board.  And  created  the  entire 
SPARCstation  2  line. 

POWER  YOU  CAN  ACTUALLY  USE. 

To  begin  with,  you  get  twice 


the  performance.  For  about  the 
same  price.  28.5  MIPS.  21 
SPECmarks.  And4.2MFLOPS. 
You  can  even  have  up  to  96  MB 
of  RAM.  And  as  much  as 
7.6GB  of  mass  storage. 

But  more  than  just  a  hot 
engine,  you  get  everything 
else  you  need  to  do  your  job. 
Unbelievably  real  graphics. 
Easy  networking.  A  huge 
selection  of  software.  And 
complete  expandability 

Put  all  that  together,  and 
you  get  the  kind  of  power  you 
can  actually  use. 


THE  WHOLE  LINE  IS  AWESOME. 
THE  PRICES  ARENT 

Just  look  at  SPARCstation 
2GX.  It  gives  you  ultra-high 
speed  at  no  extra  cost.  And 
brings  a  whole  new  level  of 
performance  to  X-window 
applications.  So  it's  ideal  for 
electronic  publishing.  Financial 
analysis.  And  for  anyone  who 
has  to  work  with  2-D  and  3-D 
wireframe  applications. 

And  that's  just  the  most 
basic  color  model.  We've  also 
built  SPARCstation  2GS.  It  lets 
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you  create  3-D  solid  images 
in  24 -bit  true  color.  It's  the 
kind  of  machine  you  hate  to 
share.  And  from  now  on,  you 
won't  have  to. 

At  the  high  end,  there's 
SPARCstation  2GT.  It  does  aU 
the  above,  but  it's  been  tuned 
especially  for  PHIGS,  which 
is  the  highest  standard  for  3-D 
graphics  on  the  planet.  So  it 
runs  five  times  faster  than  the 
GS.  With  all  this,  it  gives  you 
a  level  of  image  quality  you've 
never  seen  at  anywhere  close 
to  its  price. 


THE  WHOLE  THING  MAKES 
PERFECT  STRATEGIC  SENSE. 


At  Sun,  we  make  a  fuU  line 
of  SPARC-based  systems.  From 
the  lowest-cost  RISC/UNIX" 
workstation  in  the  world  to 
servers  that  support  hundreds 
of  users.  They're  all  binary 
compatible.  And  they're  built  to 
run  the  most  widely  accepted 
standards  for  workstations. 

On  the  subject  of  software, 
there  are  more  than  2100 
SPARC  ware"  applications.  In- 
cluding aU  the  most  popular 


solids  modeling  programs. 
And  the  most  popular  PC  soft- 
ware. And  with  our  OPEN 
LOOK"  interface,  you'll  spend 
less  time  learning  the  system. 
And  more  time  on  your  real  job. 
If  you'd  like  to  know  more, 
callusatl-800-821-4643.  (From 
California,  1-800-821-4642.) 

And  we'U  give  you  a  better 
machine  to  strive  with. 


Computers  that  network  people!' 
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S  E  M IG  ON  DUCT  0  R  S 


THE  VALLEY  IS 
STILL  FEELING 
PARCHED 


Chips  ai'e  no  longer  immune  to 
the  economy's  ups  and  downs 


If  the  past  were  any  guide,  semicon- 
ductor makers  ought  to  be  feeling 
chipper  about  1991.  Their  industry's 
latest  feast-to-famine  cycle  bottomed  out 
last  year,  and  chip  sales  have  regularly 
defied  the  overall  economic  climate.  Dur- 
ing the  recession  of  the  early  1980s,  for 
instance,  the  semiconductor  business 
grew  207'.  Then  it  turned  sour  in  1985, 
when  the  economy  was  strong. 

This  year  was  supposed  to  be  counter- 
cyclical, too.  In  September,  the  Semicon- 
ductor Industry  Assn.  (SIA)  predicted 
that  the  world  would  gobble  up  12.57 
more  chips  than  in  1990.  At  yearend, 
however,  expectations  took  a  nosedive, 
although  America's  market  leaders  may 
still  score  double-digit  growth.  Silicon 
Valley,  it  seems,  is  falling  victim  to  com- 
petition from  Japan  and  to  the  past  suc- 
cesses that  have  made  chipmakers  too 
big  to  escape  general  economic  trends. 
NO  GROWTH?  "Everyone  is  extremely 
cautious"  about  1991,  says  Alfred  J. 
Stein,  chairman  of  VLSI  Technology  Inc. 
in  San  Jose,  Calif.  The  prevailing  wis- 
dom now  calls  for  overall  growth  in 
U.  S.  chip  sales  to  be  in  single  digits  for 
the  third  year  in  a  row.  Even  highly 
profitable  Intel  Corp.,  which  is  still 
struggling  to  meet  heavy  demand  for  its 
386  microprocessor,  "is  as  worried  as  ev- 
eryone else,"  says  its  chief  financial  offi- 
cer, Robert  W.  Reed. 

In  September,  to  cite  one  sign,  the 
chip  industry's  closely 
watched  book-to-bill  ra- 
tio slid  below  1.0,  to 
0.96.  This  signaled  that 
new  orders,  or  book- 
ings, were  lagging  be- 
hind factory  shipments, 
or  billings.  And  sales 
didn't  pick  up  in  the  fall 
as  they  normally  do  be- 
fore a  good  year.  In- 
stead, weak  orders  ham- 
mered the  November 
ratio  to  0.90,  its  lowest 
point  in  14  months. 
That  set  market  re- 
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searchers  to  trimming  their  1991  esti- 
mates. Datac}uest  Inc.,  one  of  the  more 
optimistic  forecasters,  cut  its  worldwide 
growth  estimate  for  1991  chip  revenues 
to  9%,  six  points  below  its  October 
guess.  For  the  U.  S.,  a  bearish  In-Stat 
Inc.  even  predicts  a  second  straight  no- 
growth  year. 

A  couple  of  trends  work  against  U.  S. 
chipmakers.  In  past  downturns,  sales  of 
personal  computers  stayed  relatively 
strong.  Today,  PCs  are  sitting  on  so 
many  desks  that  increased  sales  are 
tightly  coupled  to  the  strength  of  the 
economy.  Moreover,  most  domestic  chip- 
makers  have  sharply  curtailed  produc- 
tion of  commodity-type  chips, 
where  price  pressure  from  off- 
shore rivals  is  keenest.  This 
helps  protect  their  margins,  but 
it  also  eliminates  opportunities 
to  participate  in  a  wide  variety 
of  end  uses,  some  of  which  may 
buck  economic  trends.  For  in- 
stance, laptop  computers  are 
still  hot  sellers.  But  most  lap- 
tops are  made  in  Japan — and 
contain  few  U.  S.  chips. 

Among  the  markets  that  Sili- 
con Valley  now  counts  on  to 
fuel  demand  for  chips  are  engi- 
neering workstations  and  top- 
end  PCs.  Both  could  get  pounded 
if  the  recession  extends  past 
spring.  And  consumer-electron- 
ics products,  another  leading 
market  for  chips,  could  end  up 
in  the  same  boat. 

The  telecommunications  market  looks 
like  a  safer  bet.  Such  specialty  items  as 
pocket  cellular  phones  and  big  electronic 
switching  systems  for  phone  companies 
should  weather  the  slump  fairly  well. 
And  auto  makers,  despite  sagging  sales, 
may  order  more  semiconductors,  as  they 
build  more  electronics  into  cars. 

But  sharing  in  these  growth  markets 
will  generally  require  a  supplier  to  make 
CMOS  chips,  short  for  complementary  me- 
tal-oxide semiconductor.  Such  chips  con- 
sume less  power  and  are  thus  ideal  for 
portable  computers  and  other  miniature 
products.  Market  re- 
searcher Integrated  Cir- 
cuit Engineering  Corp. 
figures  that  CMOS  sales 
will  grow  about  207 
this  year,  while  some 
non-CMOS  markets  will 
plummet  up  to  487-. 

Keeping  up  with 
CMOS  technology  takes  a 
lot  of  capital,  however, 
which  many  U.  S.  chip- 
makers  won't  generate 
as  they  retreat  to  ever 
smaller  niche  markets. 
The  value  of  deep  pock- 


ets shows  in  the  growth  prospects  of  tht 
top  15  of  America's  100-plus  chipmakers, 
which  will  outgrow  the  overall  industry 
by  about  507  this  year,  says  Daniel  L 
Klesken,  an  analyst  at  Prudential-Bacht: 
Securities  Inc.  These  big  producers 
which  bring  in  807-  of  industry  revenues 
can  afford  to  invest  in  new  technology. ^ 
FLIP-FLOP.  Even  they  may  face  tougher 
times,  however,  as  the  U.  S.  continues  tc, 
lose  market  share:  It  now  has  40.57  o 
worldwide  chip  sales,  down  from  56.77 
in  1982,  the  SIA  says.  In  CMOS  chips,  the 
situation  is  even  worse:  Dataquest  pegs 
the  U.  S.  share  at  only  a  third.  One  rea 
son:  The  Japanese  now  buy  407'  of  the 
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world's  chips,  compared  with  only  297 
for  U.  S.  electronics  companies — a  flip 
flop  from  just  five  years  ago. 

U.  S.  chipmakers  are  scurrying  tc 
boost  sales  in  Japan.  Last  October,  Inte 
Chief  Executive  Andrew  S.  Grove  un 
veiled  his  new  low-power  microproces  \n 
sors  for  laptops  in  Tokyo.  While  th( 
U.  S.  share  of  Japan's  chip  market  has 
climbed  to  about  127,  from  8.6%'  foui 
years  ago,  it's  well  short  of  the  207 
Japan  promised  when  the  Semiconductor 
Trade  Agreement  was  negotiated  ir 
1986.  That  deal  expires  this  summer. 

The  SIA  is  pressing  Washington  to  ne- 
gotiate a  new  chip  pact.  But  skeptics 
doubt  that  it  will  be  any  more  effective 
than  the  current  one  because  of  Japan's 
ingrained  protectionism.  "When  a  coun 
try  says  you  can't  sell  them  basebal 
bats  because  you  have  no  experience 
with  their  baseball  diamonds,  it  shoulc 
tell  you  something,"  declares  In-Stal 
President  John  H.  Beedle.  As  a  result 
regardless  of  what  happens  in  1991,  ana 
lyst  Klesken  foresees  a  bleak  future  foi 
Silicon  Valley's  second-string  players 
The  1990s,  he  predicts,  "will  be  the  de 
cade  of  consolidation." 

Bi/  Richard  Brandt  in  San  Franciscc 
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Arden  House,  site  of 
Columbia  Business  School 's 
U.  S.  Executive  Programs 


AS  barriers  of  all  kinds  break  down  around  the 
L  world,  business  is  taking  on  a  whole  new  look. 
It's  a  view  we've  kept  in  focus  for  40  years. 
Columbia  Business  School  Executive  Programs  has 
been  a  pioneer  in  developing  courses— and  executives 
—with  an  international  business  perspective.  Since 
1951,  more  than  27,000  executives,  representing  over 
500  top  corporations,  from  100  countries,  have  taken 
time  from  their  busy  schedules  to  ask  questions,  find 
answers,  and  help  shape  the  course  of  business. 

The  tradition  continues. 
Columbia  programs  are  now 
offered  in  Europe,  as  well  as  at 
Arden  House  in  upstate  New 
York. 

As  the  world  shrinks,  competition 
grows.  To  stay  ahead,  learn  more. 


U.S.  PROGRAMS 


Global  Villa 

Residenza  La  Rocca. 
site  of  Columbia 
European  Progrums 


COLUMBIA 

EXECUTIVE  PROGRAMS^ 


SENIOR-LEVEL  GENERAL  MANAGEMENT 
PROGRAMS 

Executive  Program  in  Business 
Administration  (EPBA):  Managing 
The  Enterprise 

Executive  Program  in  International 
Management  (EPIM):  Managing  for  Global 
Success 

BUSINESS  STRATEGY  PROGRAMS 

Business  Strategy 

International  Strategy 

Leading  and  Managing  People 

Managing  Strategic  Innovation  and  Change 

Management  of  Financial  Services: 

Strategy  and  Implementation 

FUNCTIONAL  PROGRAMS 
Marketing  Management 
Sales  Management 

Market  Analysis  for  Competitive  Advantage 
Operations  and  Production  Management 
Accounting  and  Financial  Management  for 
the  Non-Financial  Executive 


Financial  Management 
Human  Resource  Management 

NEW  PROGRAMS 
Managing  Cultural  Diversity 
Creating  the  Customer-Onented  Firm 

OTHER  PROGRAMS 

Master's  Degree  Program  for  Executives 
An  MBA  Program  for  expenenced  managers 

Summer  MBA 

A  ttiree-summer  MBA  program  for  less  experienced 
higti-potential  managers 

Special  Programs 

State-of-ttie-art  Management  programs  tailored  to 
specific  corporate  needs 

EUROPEAN  PROGRAMS 

(At  Residen2a  La  Rocca.  Lake  Como.  Italy) 
Marketing  Management 
Managing  the  Contemporary  Sales  Force 
Managing  Strategic  Innovation  and  Change 
Organizational  Renewal:  Revitalizing  Businesses 
International  Strategy 
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T  E  LE  e  OM  M  U  N  I  C  AI  IONS 


THE  WIRES 
WILL  COOL 
OFF  A  BIT 


Companies  are  scrutinizing  bills 
rather  than  expanding  service 


To  get  a  preview  of  how  telecom- 
munications will  fare  in  1991,  look 
at  Shearson  Lehm.an  Brothers  Inc., 
whose  business  was  sideswiped  a  year 
before  everyone  else's.  "For  us,  cost  re- 
duction is  a  way  of  life,"  says  John  J. 
Lane,  Shearson's  director  of  communica- 
tions. He  is  ditching  many  leased  long- 
distance circuits,  ridding  branch  offices 
of  unnecessary  lines,  blocking  employ- 
ees from  calling  on  900  numbers,  and 
poring  over  phone  bills  for  mistakes. 
"There's  a  tremendous  amount  of  error 
in  invoices,"  Lane  says.  "It  requires  a 
systematic  review  to  make  sure  we 
aren't  being  overcharged." 

In  short,  nickel-and-diming  may  be  the 
theme  of  telecommunications  in  1991.  In- 
stead of  just  looking  to  use  phone  or 
data  services  as  a  strategic  weapon,  cus- 
tomers are  viewing  them  as  more  of  an 
expense — sort  of  like  the  electric  bill. 
HUNKERING  DOWN.  Telecommunications 
will  remain  a  growth  business  this  year, 
stimulated  by  falling  prices  and  rising 
demand.  But  while  the  phone  industry 
should  outpace  the  overall  economy,  it 
won't  escape  the  recession.  Until  recent- 
ly. Northern  Business  Information,  a 
market  research  arm  of  BUSINESS  WEEK 
publisher  McGraw-Hill  Inc.,  was  project- 
ing 6.3'/J  growth  in  local  phone-service 
revenue,  10.17f  in  long  distance,  and 
8.97'  in  phone-equipment  sales.  Now,  re- 
search director  Susan  Kalla  is  scaling 
back  those  projections — 
especially  for  gear  that 
business  buys. 

The  new  caution 
among  customers  is  a 
big  change  from  the 
booming  '80s.  Susan 
Morrow,  communica- 
tions manager  for 
Kemper  Financial  Com- 
panies Inc.  in  Chicago, 
recalls  what  has  hap- 
pened to  spending  on 
800  numbers  that  top 
brokers  use  to  let  cli- 
ents call  in  free.  "In 
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1987,  it  was  carte  blanche,"  she  says. 
Now,  each  request  for  special  service  is 
scrutinized.  The  hunker-down  mentality 
has  even  infected  little  Smith  Hardware 
Co.,  a  distributor  in  Goldsboro,  N.  C, 
with  annual  sales  of  about  $2  million. 
Says  Mary  Ann  Diaz-Wilson,  its  account- 
ing manager:  "Telecommunications  is 
just  one  of  those  things  we  have  to  have. 
We  look  for  ways  to  save  money  on  it." 

Still,  the  recession  may  have  a  silver 
lining  for  services  that  produce  an  imme- 
diate bottom-line  result.  At  Kemper,  for 
example.  Morrow  is  expanding  a  video- 
conferencing network  so  that  executives 
don't  have  to  travel  so  much.  Data-com- 
pression devices  are  selling  well, 
since  they  cram  more  traffic 
onto  existing  lines.  And  long-dis- 
tance carriers  are  picking  up 
business  from  customers  that 
have  abandoned  expensive  pri- 
vate networks  of  leased  long-dis- 
tance circuits.  The  phone  compa- 
nies move  traffic  over  their 
regular  networks,  while  offering 
features  the  private  ones  did, 
such  as  special  dialing  plans. 

In  a  nutshell,  the  conflicting 
forces  of  the  economic  slump 
should  produce  a  middling  year 
for  most  phone  companies.  At 
American  Telephone  &  Tele- 
graph Co.,  the  giant  of  the  in- 
dustry, most  profits  will  contin- 
ue to  come  from  long  distance. 
Last  year,  the  No.  1  carrier 
slowed  the  erosion  in  its  (i77 


pricing  of  airline  tickets.  But  many  othe' 
analysts  agree  with  James  McCabe  o 
Nomura  Securities  International  Inc. 
who  argues  that  "pricing  will  com( 
.down  as  costs  come  down,  but  not  more 
so."  Gross  expects  ATcST's  earnings  tn  In 
flat  or  up  slightly,  with  MCl  and  Spnii 
posting  modest  operating  gains.  ■/ 
In  the  phone  equipment  business,  bjL 
contrast,  the  recession  won't  do  any 
thing  to  abate  the  long-running  pric( 
wars  that  have  ruined  profits  and  pro 
moted  consolidation.  Last  year,  Canada'; 
Northern  Telecom  Ltd.  agreed  to  pa^ 
$2.8  billion  to  acquire  the  72.9%  of  the 
British  gearmaker  STC  PLC  that  it  didn' 
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market  share  with  unusually  aggressive 
marketing.  It  also  won  from  regulators 
the  pricing  flexibility  it  needs  to  target 
discounts  more  strategically.  Meanwhile, 
the  ranks  of  its  competitors  were  shrink- 
ing. No.  2  MCI  Communications  Corp. 
bought  fast-growing  No.  4  Telecom  USA 
Inc.,  which  had  1.47  of  the  market  and 
was  given  the  best  chance  of  becoming  a 
third  rival  to  AT&T,  after  MCl  and  U.  S. 
Sprint  Communications  Co. 

This  year,  analysts  think  at&t  will 
lose  a  point  or  two  of  market  share  at 
most,  down  from  three  or  four  a  year  in 
the  mid-  and  late  1980s. 
Moreover,  price  compe- 
tition is  diminishing. 
Bloodied  by  the  fight 
for  customers,  MCI  and 
Sprint  are  likely  to  de- 
cide that  an  all-out  price 
war  hurts  too  much. 

Analyst  Joel  Gross  of 
Donaldson,  Lufkin  & 
Jenrette  Securities 
Corp.  thinks  that  price 
competition  has  not  end- 
ed— that  it  has  only  be- 
come more  targeted, 
like    the  multi-tiered 
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already  own.  More  such  deals  may  cuim 
in  1991,  involving  makers  of  big  digita 
switches  for  phone  companies.  About  : 
dozen  manufacturers  worldwide  aii 
jockeying  to  be  among  the  half-dozen  n 
so  survivors  as  full-line  suppliers  <> 
phone  equipment.  Industry wicie  pi"l'! 
projections  are  meaningless,  given  tin 
varying  fortunes  of  the  players.  I'.n 
earnings  at  Northern  Telecom,  the  Ihl' 
gest  pure  play  in  phone  equipment  am 
one  of  the  stronger  performers,  shoul> 
rise  about  107 ,  according  to  a  survey  o 
analysts  by  Zacks  Investment  Research 
HEALTHY  BABIES.  Companies  that  pro 
vide  local  phone  service  should  fare  bet 
ter  than  their  industry  cousins,  simph 
because  more  of  their  revenue  come; 
from  fixed  monthly  charges.  Analys 
Gross  forecasts  57  to  77  earning; 
growth  for  the  seven  Baby  Bells,  whicl 
own  regulated  local  carriers. 

But  for  the  companies  without  sue! 
sinecures,  the  byword  is  be  on  your  toes 
"We're  looking  hard  at  both  sides  of  the 
equation — costs  vs.  benefits,"  say 
Shearson's  Lane.  An  economic  uptun 
could  change  that  quickly.  But  probabh 
not  in  1991. 

By  Peter  Coy  in  New  Vor/\ 
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DRUGS  JUST 
KEEP  GETTING 
HEALTHIER 


A  flood  of  new  products  keeps 
the  recession  at  bay 
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ecession  blues  in  1991?  You  would 
never  know  it  by  lookinjj'  at  the 
U.  S.  pharmaceuticals  industry. 
Last  year,  its  sales  soared  about  12'v,  to 
$57  billion,  and  its  average  net  profit 
margin  was  a  comfortable  187'.  In  1991, 
worldwide  sales  could  top  $63  billion,  an- 
alysts think,  and  the  industry's  profit 
margin  could  improve  to  at  least  19'a. 
It's  enough  to  prompt  the  question:  How 
can  one  industry  be  so  insulated  from  a 
recession  that  will  drag  down  so  many 
others  this  year? 

Pharmaceutical  experts  say  the  most 
impoitant  reason  is  the  steady  flow  of 
new  drugs  pouring  out  of  company  lab- 
oratories. Ethical,  or  prescription,  drugs 
command  high  profits,  especially  in  their 
first  few  years  on  the  market.  And  close 
to  a  dozen  new  ones  are  expected  to  be 
approved  early  this  year  by  the  Food  & 
Drug  Administration.  Those  include 
Bristol-Myers  Squibb  Co.'s  lipid-lowering 
Pravachol,  which  some  think  could  have 
worldwide  sales  of  $200  million  in  1991. 
Pravachol  will  join  Merck  &  Co.'s  Meva- 
cor,  the  pioneer  in  this  class  of  cholester- 
ol-lowering drugs.  Mevacor  already  has 
worldwide  sales  of  close  to  $1.5  billion  a 
year,  and  sales  of  Warner-Lambert  Co.'s 
Lopid,  also  a  lipid  controller,  could  reach 
$425  million  this  year.  Such  drugs  will 
probably  have  the  highest  growth  rate 
of  all  new  prescription  products  in  the 
early  1990s,  experts  think.  Prescriptions 
for  them  rose  from  4.2 
million  in  1986  to  about 
16.5  million  last  year. 
And  their  revenues 
could  one  day  approach 
the  $4  billion  that  anti- 
hypertension  drugs  pull 
in  yearly,  if  studies  con- 
firm that  they  help  peo- 
ple lead  longer  and 
healthier  lives. 

Such  new  products 
are  only  part  of  the  ex- 
planation for  the  phar- 
maceutical industry's 
good  health.  Some  of 
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the  credit  also  goes  to  continuing  weak- 
ness in  the  dollar,  especially  against  Eu- 
ropean and  Japanese  currencies.  Most 
U.  S.-based  pharmaceutical  makers  sell 
30'A  to  oO'/f  of  their  prescription  drugs 
overseas  these  days.  Thus,  currency 
translations  can  work  wonders  for  both 
their  sales  and  eai'nings. 
AGING  POPULATION.  Beyond  that,  various 
restructurings  and  a  gradual  but  steady 
divestiture  of  low-margin,  nonprescrip- 
tion products  over  the  past  few  years  is 
showing  up  in  profits  of  the  largest  drug 
companies.  In  the  third  quarter  of  1990, 
for  instance,  Schering-Plough  Corp.  cut 
its  employment  by  roughly  5'',  or  nearly 
1,000  workers,  says  Chairman 
Robert  P.  Luciano.  The  savings 
from  this,  along  with  the  sale  of 
businesses  such  as  Maybelline 
cosmetics  and  the  company's  in- 
troduction of  several  new  drugs, 
boosted  Schering-Plough's  earn- 
ings by  some  20''> ,  to  about  $565 
million  last  year,  on  revenues  of 
about  $3.6  billion.  Luciano  ex- 
pects a  similar  increase  in  prof- 
its this  year. 

An  aging  population  in  West- 
ern countries  and  the  opening  of 
new  markets  in  Eastern  Eui'ope 
is  also  stimulating  U.  S.  drug 
sales.  "The  more  we  do  to  ex- 
tend and  save  lives,  the  larger 
our  market  potential  becomes," 
says  one  company  CEO.  "The 
pharmaceutical  business  is  the 
perfect  business  to  be  in.  The 
better  you  do  it,  the  mor-e  customers 
there  are." 

The  industry  faces  some  problems  and 
challenges,  of  course.  A  recent  Tufts 
University  study  pegged  the  cost  of  de- 
veloping a  new  drug,  testing  it,  and 
bringing  it  to  market  in  the  U.  S.  at  $231 
million.  To  cover  such  costs,  research- 
and-development  budgets  are  rising  rap- 
idly. The  Pharmaceutical  Manufacturers 
Assn.  (F'M.\)  figures  that  domestic  drug- 
makers  spent  $8.2  billion  on  R&D  last 
year,  or  16.87^  of  their  total  sales,  double 
the  money  they  si)ent  in  1985.  This  ex- 
plains why  many  compa- 
nies have  pulled  back 
recently  to  a  few  s|)ecif- 
ic  ai'eas  of  research. 

The  high  cost  of  R&r> 
also  is  a  major  reason 
foi-  an  increase  in  merg- 
ers and  joint  marketing 
arrangements.  "It's  not 
that  the  people  at  Mar- 
ion Laboratories  love 
Merrell  Dow  so  much," 
says  Mark  R.  Knowles, 
president  of  National 
Pharmaceutical  Council 
Inc.  in  Washington,  re- 
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ferring  to  the  merger  of  those  two  com- 
panies last  year.  Like  Smith  Kline  and 
Reecham  before  them,  Marion  and  Mer- 
rell both  needed  greater  R&D  clout  to 
stay  competitive.  Knowles  thinks  that 
within  10  years,  the  roster  of  major  U.  S. 
pharmaceutical  companies  will  dwindle 
to  about  15  from  28  and  that  there  will 
be  a  host  of  new  co-marketing  agree- 
ments and  joint  ventures  between  U.  S. 
companies  and  those  in  Europe  and  Ja- 
pan. Consolidation  will  sharpen  new 
drug-development  efforts  by  reducing 
overlapping  or  duplicate  work. 

At  least  for  the  time  being,  concentra- 
tion in  the  U.  S.  pharmaceutical  industry 


doesn't  worry  Robert  E.  Allnutt,  execu- 
tive vice-president  of  the  100-plus-mem- 
ber  PM.\.  Despite  its  estimated  $7.5  bil- 
lion in  revenues  last  year,  for  example, 
Merck  has  about  4.5'/^  of  the  U.  S.  phar- 
maceutical business,  he  says.  "We  still 
see  small  companies  able  to  compete." 

Allnutt  is  much  more  concerned  about 
a  number  of  issues  that  will  be  thrashed 
out  in  Washington  early  this  year.  At 
the  top  of  the  list:  how  the  new  rules 
involving  pharmaceutical  sales  to  medic- 
aid patients  will  be  drafted.  In  effect, 
manufacturers  are  supposed  to  offer 
such  patients  the  "best"  price  that  they 
often  offer  volume  buyers  such  as  the 
Veterans  Administration,  or  a  minimum 
12.5'J  discount.  So-called  orphan-drug 
legislation  may  crop  up  again,  even 
though  President  Bush  vetoed  it  in  1990. 
Such  a  measure  would  encourage,  with 
more  incentives,  research  into  drugs  for 
rai'e  diseases,  even  though  profits  from 
these  would  be  elusive.  And  in  Europe,  a 
U.  S.-led  fight  for  tighter  patent  rules  is 
sure  to  heat  up. 

Those  are  minor  annoyances,  however, 
for  an  industry  that  will  sail  through  in 
robust  good  health. 

By  Jane  H.  Cutaiu  i>i  New  York 
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Pumping  oil  may  bring  fat 
profits,  barring  a  price  collapse 


Like  many  U.  S.  oilmen,  James  E. 
Russell,  president  of  Russell  Petro- 
leum Inc.  in  Abilene,  Tex.,  is  still 
haunted  by  the  oil  bust  of  1986.  But 
Russell  thinks  the  darkest  days  are  over. 
He  tiptoed  back  into  the  oil  patch  last 
year,  increasing  his  staff  by  five  people, 
or  20/'i.  Flush  with  cash  from  higher 
crude  prices,  he  plans  to  drill  20  wells  in 
1991,  a  33%  increase. 

A  whole  stateful  of  Jim  Russells 
won't  produce  a  drilling  boom  in  the 
U.  S.,  but  every  bit  helps.  Domestic 
crude  prices  averaged  about  $24  a  barrel 
in  1990,  up  from  $19.65  the  year  before, 
and  production  profits  for  13  major  do- 
mestic oil  companies  soared  88%,  to  $4.6 
billion.  That  helped  raise  overall  oil-com- 
pany profits  by  27%-,  according  to  Salo- 
mon Brothers  Inc.  This  year,  Salomon 
adds,  production  profits  could  rise  an  ad- 
ditional 23%',  dwarfing  income  from  both 
refining  and  marketing.  In  short,  bar- 
ring a  price  collapse,  the  U.  S.  oil  indus- 
try will  again  be  making  money  the  old- 
fashioned  way — by  pumping  oil. 
TEMPORARY  SURPLUS.  The  extent  to 
which  that  happens,  of  course,  depends 
on  what  happens  in  the  Mideast.  At  the 
moment,  other  OPEC  producers  are  pick- 
ing up  the  slack  for  Iraq  and  Kuwait,  so 
crude  supplies  are  roughly  meeting 
world  demand.  And  demand  is  expected 
to  fall  slightly  in  1991.  If  Iraq  leaves 
Kuwait  without  a  fight,  those  two  coun- 
tries could  crank  up  4.3  million  bbl.  per 
day  of  production  in  fairly  short  order. 
Prices  could  tumble. 

Still,  U.  S.  oilmen  be- 
lieve that  any  big  sur- 
plus might  be  tempo- 
rary. Saudi  Arabia, 
which  is  producing 
about  8  million  bbl.  of 
crude  per  day,  would 
likely  cut  production  if 
peace  breaks  out.  And 
while  other  countries 
may  be  slow  to  cut 
back,  oil  exports  from 
the  Soviet  Union,  the 
world's  No.  1  producei-, 
may  fall  by  40%,  to  1.2 
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million  bbl.  per  day,  according  to  Soviet 
government  reports. 

Thus,  most  experts  think  domestic 
crude  prices  may  be  about  the  same  as 
in  1990.  That  would  be  ideal  for  integrat- 
ed U.  S.  oil  companies,  letting  them 
make  money  on  crude  they  produce 
without  having  to  pay  Loo  much  for  ex- 
tra oil  they  buy  for  their  refineries.  Fre- 
derich  P.  Leuffer,  an  oil  analyst  with 
C.  J.  Lawrence,  Morgan  Grenfell  Inc., 
figures  the  earnings  of  16  major  U.  S. 
integrated  oil  companies  could  rise  26%, 
to  $27.8  billion,  in  1991. 

That  will  fund  more  drilling.  A  Salo- 
mon Brothers  survey  of  210  companies, 
done  in  December, 
shows  that  exploration 
and  production  spend- 
ing may  rise  17.57',  to 
$46.8  billion,  in  1991. 
Conoco  Inc.  is  boosting 
its  R&P  budget  by  1.57, 
to  $2  billion;  Amoco 
Corp.  will  increase  its 
E&p  budget  by  117  ,  to 
$2.6  billion. 

Part  of  this  extra 
money  will  go  to  low- 
risk  projects  that  will 
pay  off  even  with 
cheap  oil.  Texaco  Inc., 
for  instance,  will  spend 
about  107  of  its  $2  bil- 
lion E&P  budget  on  de- 
veloping 300  known 
prospects.  That  invest- 
ment could  pay  off  in 
two  years  even  with 
$19  oil,  says  James  L. 
Dunlap,  president  of  Texaco  US.4.  Chev- 
ron Corp.  will  spend  $100  million  on  ex- 
isting U.  S.  fields  to  boost  its  domestic 
production  by  8%',  to  520,000  bbl.  per 
day.  Much  less  will  go  to  develop  new 
fields  or  technology,  where  the  stakes 
are  much  higher.  There  are  exceptions 
to  this  trend,  though.  Shell  Oil  Co.  is 
spending  $1.3  billion  for  a  production 
platform  in  2,800-ft.-deep  waters  in  the 
Gulf  of  Mexico,  where  it  hopes  to  recov- 
er up  to  150  million  bbl.  of  oil. 

Onshore,  the  vogue  will  still  be  hori- 
zontal drilling,  in  which  bits  are  slanted 
up  to  90  degrees  to  tap 
several  oil  formations  at 
once.  Drillers  can  pro- 
duce four  times  more  oil 
this  way  than  with  ver- 
tical drilling.  Baker 
Hughes  Inc.,  an  oil-field 
service  company,  thinks 
the  number  of  horizon- 
tal wells  worldwide  will 
climb  to  1,100  this  year, 
up  from  100  in  1987  and 
900  in  1990. 
A  big  disappointment 
90  ■„  in  1990  was  natural  gas. 

csT'  Warm   winter  weather 


OAT/t  SALOMON  SROTHERSINC 


early  in  the  year  and  ample  North  Amer- 
ican supplies  kept  the  price  down.  In 
December,  things  were  not  much  better. 
Gas  sold  for  about  $1.80  per  thousand 
cubic  feet,  only  about  the  equivalent  of 
$11  crude  oil.  Even  if  gas  prices  remain 
weak  this  year,  Baker  Hughes  expects 
1,150  U.  S.  drilling  rigs  to  be  in  action, 
up  147  from  1990 — most  of  them  chas- 
ing oil. 

EXPLORING  OVERSEAS.  Much  of  the  ex- 
ploration money  will  be  flowing  over- 
seas, where  prospects  are  better  and  the 
tax  bite  smaller.  Phillips  Petroleum  Co., 
for  one,  will  spend  55%  of  its  $610  mil- 
ion  budget  outside  the  U.  S.,  vs.  45%  in 
1990.  It  says  that  since 
environmental  con- 
cerns rule  out  such  ar- 
eas as  offshore  Califor- 
nia, foreign  spots  such 
as  Indonesia  look  more 
promising. 

Indeed,  Big  Oil 
needs  big  strikes  to  re- 
plenish its  reserves  and 
pay  a  rising  bill  to 
clean  up  its  U.  S.  refin- 
I'ries.  Under  the  re- 
vised Clean  Air  Act, 
the  industry  must  also 
develop  cleaner  gaso- 
line for  nine  major  cit- 
ies starting  in  1995. 
Amoco  figures  new 
processing  equipment 
for  this  will  cost  the  in- 
dustry at  least  $25  bil- 
lion. Between  157'  and 
20%  of  Phillips'  annual 
budget  in  the  1990s  will  be  allocated  for 
environmental  concerns,  compared  with 
87  in  the  1980s,  says  its  CEO,  C.  J.  Silas. 

Refiners  will  try  to  pass  the  higher 
costs  on  to  consumers.  But  that  will  be 
hard,  with  gasoline  demand  soft.  Con- 
sumers have  revolted  against  high 
prices  for  premium  gas,  a  big  money 
maker:  Its  sales  have  plunged  as  much 
as  80%  at  some  stations  since  last  fall. 

Still,  if  prices  come  down  a  bit  and 
refiners  can  operate  at  the  907  of  capac- 
ity they  expect,  margins  shouldn't  col- 
lapse in  1991.  Consultant  Purvin  &  Gertz 
predicts  that  a  typical  Gulf  Coast  refiner 
will  net  about  90(t  a  barrel  on  the  crude 
it  processes  this  year.  That's  down  from 
$1.20  a  barrel  at  the  end  of  1990,  but  still 
respectable  by  historical  standards. 

What  would  help  both  refiners  and 
producers  this  year,  of  course,  is  greater 
stability  in  the  price  of  crude.  But  with 
the  Middle  East  in  turmoil,  that's  unlike- 
ly. So  independent  producers  such  as 
Russell  Petroleum  hope  for  the  next 
best  thing:  that  when  the  dust  settles, 
they'll  end  up  with  a  crude  price  of  $20 
or  more — something  they  can  live  with. 

By  Mark  Ivey  in  Houston,  with  Todd 
Vogel  in  New  Haven  and  bureau  reports 
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FOR  FARMERS, 
A  FAIR  TO 
MIDDLIN'  YEAR 


Strong  income  and  lower  costs 
may  offset  trade  worries 


The  U.  S.  afjricultural  economy  has 
made  a  stunning  recovery  since 
the  farm  depression  of  the  mid- 
1980s.  Land  prices  and  farm  profits  have 
rebounded.  Exports  are  strong  and  will 
get  a  boost  this  year  from  President 
Bush's  decision  to  grant  $1  billion  in 
credits  to  the  Soviet  Union  for  U.  S. 
grain  purchases.  It's  true  that  farmers 
are  worried  about  the  long-term  trade 
picture,  plus  big  domestic  surpluses  of 
wheat  and  diminishing  government  sub- 
sidies. Still,  the  industry  is  better  pre- 
pared to  cope  with  such  problems  than  it 
has  been  in  perhaps  a  decade. 

If  not  quite  as  robust  as  in  1990,  farm 
income  .still  will  be  strong  this  year.  The 
Agriculture  Dept.  figures  that  cash 
earnings — revenues  minus  operating 
and  interest  expenses — will  be  $55  billion 
to  $60  billion,  compared  with  $59  billion 
in  1990.  That  sort  of  showing  desjjite 
less  aid  from  Washington  partly  reflects 
the  beneficial  effect  of  a  30' reduction 
in  farm  debt  in  just  five  years,  to  $51.1 
billion.  As  a  result,  farmers'  interest 
costs  are  running  less  than  10'  -  of  their 
total  expenses,  vs.  16''  at  the  dejjth  of 
the  farm  recession  in  1985.  In  fact,  "ag- 
riculture now  faces  an  overcapacity  rath- 
er than  a  shortage  of  credit,"  says  Kelly 
Holthus,  chief  executive  of  First  Nation- 
al Bank  of  York,  Neb.,  and  former  presi- 
dent ol'  the  American  Bankers  Assn. 

Of  course,  farmers  fret,  things  might 
be  even  better  if  a 
bumper  iDltO  harvest 
hadn't  created  huge 
wheat  surpluses  that 
the  Soviet  d(_-al  will  only 
partly  cut.  In  th"  space 
of  a  year,  U.  S.  wheat 
stocks  rose  froni  225 
million  bushels  to  275 
million  bushels,  driving 
prices  down  8?f,  to  'i^  50 
a  bushel.  Althougl 
duced  plantings  n  ay 
chop  stocks  by  109^  m 
1991,  prices  may  not  .  - 
cover  much. 


At  the  same  time,  meat  and  poultry 
production  are  expected  to  remain  at 
near-record  levels  in  1991,  with  beef  and 
pork  production  rising  1''  and  3'/^,  re- 
spectively, and  broiler  output  jumping 
6'',  to  19.5  billion  pounds.  Prices  of  all 
three  may  decline  as  a  result.  Even  with 
big  livestock  herds  consuming  near-rec- 
ord amounts  of  corn,  the  price  of  that 
gi-ain,  which  fell  11','  to  $2.30  a  bushel 
last  year,  may  drop  again  in  1991.  So 
this  spring's  planting  should  be  up  only 
marginally.  That's  all  good  news  for  con- 
sumers. Farm  surpluses  may  hold  this 
year's  increase  in  retail  food  prices  to  no 
more  than  ?>/< ,  vs.  6''  in  1990. 

What  worries  farmers  more 
than  current  supluses  is  the 
1990  Farm  Act.  Combined  with 
an  Administration  initiative  to 
negotiate  lower  duties  on  U.  S. 
farm  exports  to  Europe,  the  law 
was  suijposed  to  put  U.  S.  agri- 
culture on  a  free-market  footing 
and  cut  Washington's  price-sup- 
port tab  from  $25.8  billion  in  fis- 
cal 1986  to  just  $6.5  billion  in 
fiscal  1991.  In  keeping  with  this 
goal,  the  law  froze  price  sup- 
ports at  1990  levels.  It  also  set 
aside  34  million  acres  of  wet- 
lands or  land  threatened  by  ero- 
sion, and  withdrew  15''  of  farm 
acreage  from  the  price-supjjort 
safety  net.  Farmers  can  gamble 
on  prices  and  plant  this  acreage 
with  any  crop  except  fruits  and 


U.  S.  farm  products  competitive  in  wor : 
markets.  If  that  happens,  the  farm  bill 
projected  savings  could  evaporate. 

The  GATT  breakdown  came  as  U. : 
farm  exports  seemed  destined  to  fall  b 
low  the  $40  billion  mark  set  in  1990,  the 
best  year  since  1981.  That  figure  cou 
slip  4'/'  in  1991,  to  $38.5  billion,  exper/ 
say,  reflecting  improving  production 
developing  countries  such  as  China  ar, 
tougher  competition  from  Argentina  ar 
Australia.  Lower  exports  to  the  Sovic 
Union,  China,  and  Iraq  will  account  f(i 
some  85'i'<  of  this  year's  export  declin; 
Before  its  invasion  of  Kuwait,  Iraq  ir 
ported  more  than  $500  million  a  year  ( 
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vegetables,  and  still  get  federal  crop  in- 
surance. "This  flexibility  is  exactly  what 
our  farmers  need"  to  become  worldwide 
competitors,  says  Agriculture  Secretary 
Clayton  K.  Yeutter. 

OFF  LIMITS.  The  problem  is  that  the  ex- 
p(»rt  [lart  of  the  Administration's  strate- 
gy looks  bankrupt.  Marathon  negotia- 
tions on  a  new  General  Agreement  on 
Tariffs  &  Ti-ade  broke  off  on  Dec.  7, 
when  the  European  Community  refused 
to  lift  subsidies  that  were  worth  about 
$13  billion  in  1990.  There's  only  a  slim 
chance  of  reviving  the  (;.\TT  talks,  so 
most  experts  think  the  huge  European 
market  will  remain  cor- 
doned off  by  levies  such 
as  the  $5.80  a  bushel  on 
U.  S.  wheat  and  $4.56  a 
bushel  on  corn.  The 
U.  S.  will  try  to  work 
out  deals  with  individual 
countries.  But  that  ap- 
proach won't  reap  the 
90''  reduction  in  subsi- 
dies and  75''  reduction 
in  tariffs  that  Washing- 
ton was  bargaining  for. 
So  Agriculture  may 
have  to  reinstate  some 
subsidies  that  have  kept 


U.  S.  crops,  making  it  one  of  America 
top  10  customers. 

All  told,  U.  S.  wheat  exports  will  fs 
by  25'/'  in  1991,  to  $3.3  billion,  from  la; 
year's  $4.4  billion,  according  to  Agrici 
ture  Dept.  estimates.  Corn  and  oth( 
coarse-grain  shipments  will  be  off  t 
about  $1  billion,  to  $7  billion.  Only  so 
bean  exports  will  remain  near  last  yeari 
$3.9  billion  level.  Livestock,  dairy,  ari 
poultry  exports  may  take  up  some  of  tl 
slack.  They're  expected  to  rise  8'/f,  to 
record  $6.9  billion,  as  higher  sales 
Japan  and  Korea  make  up  for  declines 
trade  with  the  European  Community. 

To  help  offset  the  mediocre  trade  ou 
look,  farmers  may  face  only  a  2%  i 
crease  in  total  costs  this  year,  vs.  la 
year's  5'/ .  In  fact,  a  price  war  in  tracto; 
may  be  about  to  break  out.  No.  1  Deei 
&  Co.  is  trying  to  reduce  huge  inve 
tories  by  cutting  production  some  12 
this  year.  But  its  chief  rival,  Tennec 
Inc.'s  J.  I.  Case  unit,  is  keeping  tract( 
production  high  and  plans  to  cut  price 
to  gain  market  share.  f 

That  sums  up  the  prospects  for  U.  \ 
farmers  this  year.  For  nearly  eveij 
problem  they  face,  they  may  get  a  bre^j 
that  will  help  offset  it. 

Bij  Da  rid  Greising  in  Ckicai 
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Accept  no  substitutes 


At  the  end  of  the  day,  only  one  thing  really  matters.  Not  how  hard 
you  worked.  Or  how  long  you  worked.  But  what  you  accomplished. 

We're  speaking,  of  course,  about  results.  Simply  put,  the  difference 
between  merely  pacifying  a  customer  or  truly  satisfying  him. 

By  consistently  providing  our  customers  with  results,  we  have  become 

one  of  the  world's  largest 
insurance  and  financial 
services  organizations. 

With  locations  in  over 
65  countries. 

By  providing  results, 
we've  established  the 
leading  employee  life 
and  health  benefits 
company  in  the  nation. 

And  have  grown  our 
clients'  retirement  plan 
assets  to  over  $26  billion. 

In  similar  fashion, 
we've  become  one  of  the 
world's  foremost  property 
and  casualty  insurers. 
But  no  matter  which 
CIGNA  company  you  work  with,  you'll  find  that  our  people  listen 
harder,  work  smarter  and  respond  faster.  They  have  to. 

Because  while  there  may  be  a  substitute  for  many  things,  we've 
never  heard  of  a  reasonable  facsimile  for  results. 

Write  the  CIGNA  Companies,  Dept  R7,  Philadelphia,  PA  19192. 
We'll  show  you  exactly  how  important  results  can  be  to  the 
successful  care  and  feeding  of  your  business. 


We  get  paid  for  results." 


CIGNA 


Property  and  Casualty  Insurance  •  Employee  Benefits  •  Pension  and  Investment 
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FOREST 
PRODUCTS  GO 
UP  IN  SMOKE 


The  industry  is  facing  its  most 
severe  downturn  since  the  '40s 


Terrible.  Dismal.  Sobering.  That's 
how  analysts  and  industry  execu- 
tives describe  prospects  for  the 
$185  billion  forest-products  business  this 
year.  The  lumber  market  has  collapsed. 
Pulp  prices  are  in  a  free-fall.  Prices  for 
most  grades  of  paper  are  crumbling. 

Profits  for  the  industry's  29  largest 
companies  will  drop  an  additional  lOV;  to 
157'  this  year,  aftei-  diving  as  much  as 
357  in  1990,  predicts  Saul  Yaari,  manag- 
ing director  of  Piper,  Jaffray,  &  Hop- 
wood,  an  investment  banking  firm  in 
Minneapolis.  The  worst  of  the  hurt  will 
fall  on  the  solid-wood  side  of  the  busi- 
ness, where  a  year  ago  executives  were 
as  confident  about  their  prospects  as 
their  counterparts  in  paper  were  worried 
about  theirs. 

The  most  severe  housing  slump  since 
1981  ended  that  optimism.  Housing 
starts  dropped  from  a  seasonally  adjust- 
ed annual  rate  of  1.25  million  in  January 
of  1990,  to  1.12  million  in  November.  Af- 
ter Iraq's  August  invasion  of  Kuwait, 
consumers  grew  so  skittish  that  they 
even  cut  back  on  lumber  purchases  for 
home  remodeling  and  repair.  The 
weighted  average  price  of  Douglas  fir 
lumber  tumbled  from  $285  per  thousand 
board  feet  in  July  to  $267  in  November. 
Demand  for  softwood  lumber  has 
dropped  by  9'-  from  its  1987  peak,  and 
Weyerhaeuser  Co.'s  chief  economist, 
Lynn  0.  Michaelis,  thinks  it  may  fall  an 
additional  77  or  8'v,  to 
42.5  billion  board  feet, 
in  1991.  "We're  likely  to 
go  through  the  most  se- 
vere recession  since 
World  War  II,"  says 
Walter  C.  Minnick,  chief 
executive  of  T.J  Interna- 
tional, a  Boise  (Idaho) 
producer. 

The  financial  conse- 
quences have  been  se- 
vere. In  the  third  quar- 
ter of  1990,  profit 
declines  at  the  six  big- 
gest wood  companies 
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ranged  from  417  to  787.  Even  after  40 
independent  mills  closed  in  the  North- 
west, Louisiana-Pacific,  Willamette,  and 
Weyerhaeuser  had  to  shutter  mills  in 
late  1990.  The  ripple  effect  on  the  North- 
west economy  may  rival  that  of  1980-82, 
the  last  time  housing  collapsed. 

Not  everyone  is  totally  bearish.  "We 
expect  the  first  half  to  be  difficult,  with 
modest  improvement  in  the  second  half," 
says  John  B.  Fery,  t'EO  of  Boise  Cascade 
Corp.  But  even  if  demand  picks  up,  costs 
will  be  a  problem.  Last  June's  Interior 
Dept.  decision  to  protect  the  spotted  owl 
mandates  cuts  in  the  Northwest  timber 
harvest,  possibly  even  on  private  lands. 
Restricted  supplies  will  sustain 
log  prices,  perpetuating  a  cost 
squeeze  on  lumber  producers. 
Worse,  "when  there's  a  housing 
turnaround,  there  won't  be  a  log 
supply  to  serve  it,"  says  Alberto 
Goetzl,  chief  economist  for  the 
National  Forest  Products  Assn. 
'TRUE  GLUT.'  The  outlook  for  pa- 
per is  only  a  bit  brighter.  Profits 
for  the  paper  operations  at  23 
forest-products  companies  fell 
157  in  1990  and  could  drop  an- 
other 157  this  year,  says  Dean 
Witter  Financial  Services  Inc. 
paper  guru  Evadna  Lynn.  The 
key  culprit  is  a  surplus  of  capac- 
ity, which  may  grow  by  3.87  in 
1991,  says  the  American  Paper 
Institute,  while  demand  stays 
flat  at  best.  As  a  result,  paper 
mills'  operating  rates  could  fall  below 
the  industry  breakeven  point  of  93'/!  this 
year  and  next.  Prices  of  almost  all 
grades  of  paper  seem  likely  to  fall,  and 
consolidation  in  the  industry  is  likely. 

Worst  hit  will  be  pulp,  the  raw  materi- 
al used  to  make  paper.  The  price  of 
northern  bleached  softwood  kraft,  the 
l)ellwether  variety  of  pulp,  has  plunged 
from  $840  a  metric  ton  a  year  ago  to 
about  $725  now.  Analysts  think  a  drop  to 
$550  is  possible  in  1991,  because  other 
countries  are  pumping  pulp  into  a  satu- 
rated world  market.  "It's  a  true  glut," 
says  Sherman  Chao,  a  Salomon  Brothers 
Inc.  analyst. 

The  only  bright  spot 
is  that  the  falloff  in  the 
price  of  pulp  is 
coming  after  a  tre- 
mendous run-up,  from 
$380  per  metric  ton  in 
late  1985  to  $840  in 
April,  1989.  "Our  pulp 
and  paper  businesses 
are  still  very  profit- 
able," says  Georgia-Pa- 
cific Corp.  Vice-Chair- 
man  Harold  L.  Air- 
ington.  "[Pulp]  prices 
will  be  weak,  but  not  di- 


sastrously weak  like  in  the  early  1980s.' 

The  price  outlook  for  most  papeii 
grades  isn't  good.  Linerboard,  used  foi 
boxes,  enjoyed  an  export  boom  last  year 
when  domestic  demand  was  weak.  Ex; 
ports  may  not  be  as  robust  in  1991 
Newsprint  prices  were  buoyed  in  199(j 
by  strikes  in  Canada.  With  the  striken 
over  and  six  new  machines  starting  uj;'^ 
in  North  America,  prices  may  drop  fron 
$585  per  metric  ton  to  $540  by  yearend 

The  tissue  outlook  is  more  promising 
While  prices  may  erode  because  of  fierce 
fights  for  market  share,  such  big  pro- 
ducers as  Kimberly-Clark  Corp.  anc 
Scott  Paper  Co.  could  have  small  earn 


I 


ings  increases  as  their  raw  material- 
pulp — gets  cheaper.  Makers  of  specialty 
papers,  such  as  Mosinee  Paper  Corp 
and  Wausau  Paper  Mills  Co.,  will  do  bet 
ter  than  companies  such  as  Champion 
Boise  Cascade,  and  Bowater,  that  de 
pend  heavily  on  commodity  grades  usee 
for  making  such  products  as  cardboarc 
boxes  and  paper  bags. 

Now,  as  important  as  having  the  righl 
products  will  be  having  low  debt,  effi 
cient  plants,  and  a  strong  overseas  busi 
ness.  By  these  measures,  analysts  tenc 
to  favor  Temple-Inland,  Scott  Paper 
Kimberly-Clark,  and  International  Pa 
per.  IP  has  diversified  and  moved  intc 
specialty  products  like  nonwoven  papei 
for  medical  gowns.  It  has  spent  more 
than  $1  billion  since  1988  to  buy  six  com 
panies  in  Europe,  where  the  outlook  foi 
paper  demand  is  better  than  in  the  U.  S 

For  papermakers,  "the  wild  card  is  the 
price  of  the  dollar,"  says  Peter  T.  Pope 
chairman  of  Pope  &  Talbot  Inc.  For  now 
with  the  greenback  cheap,  the  U.  S.  is 
the  world's  low-cost  pulp  and  paper  mak 
er.  That  isn't  much  solace,  but  at  least  il 
means  that  U.  S.  companies  are  more 
ready  to  compete  than  their  Canadiar 
and  Scandinavian  rivals. 

By  Don  Jones  Yang  in  Seattk 
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10  VENTURE  INTO  EUROPE, 
IT  PAYS  TO  KNOW  WHAT'S  DOWN  THE  ROAD. 

With  $210  billion  in  assets  worldwide  and  over  $20  billion  of  corporate 
risk  in  the  U.S.,  Credit  Lyonnais  is  ready  to  lead  any  domestic  or  cross 
border  operation.  Our  specialists  in  the  U.S.  and  worldwide  are 
available  to  satisfy  your  needs  in  managing  financial  engineering, 
acquisition  financing  and  structured  financing. 
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NO  HOLIDAY 
FOR  THE 
BANKS 


Bad  loans  and  wary  consumers 
will  bruise  bottom  lines 


I 


f  the  health  of  the  U.  S.  banking  in- 
dustry is  any  gauge  of  the  economy, 
the  current  recession  got  its  start 
about  a  year  ago.  Loan  write-offs  began 
climbing  almost  from  the  beginning  of 
1990.  Bank  earnings  slumped.  Bank 
stocks  plunged.  Now,  with  the  economy 
in  a  bona  fide  downturn,  many  bankers 
are  bracing  for  more  rough  times  in 
1991. 

It's  true  that  U.  S.  banks  have  identi- 
fied most  of  the  bad  commercial  real 
estate  loans  that  plagued  them  last  year. 
Still,  loan  losses  traditionally  rise  in  a 
slump.  And  many  banks  still  have  a  sta- 
ble of  risky  loans  on  their  books,  includ- 
ing some  $150  billion  that  financed  1980s 
leveraged  buyouts,  which  could  unravel 
if  the  recession  becomes  more  severe. 

And  don't  forget  the  consumer. 
Household  borrowing  was  strong  for 
much  of  the  1980s.  But  consumers  now 
are  pinched.  With  a  softening  economy 
and  rising  unemployment,  the  number  of 
delinquent  loan  payments  is  rising.  At 
the  end  of  1990's  third  quarter,  .5' '  of  the 
nation's  residential  mortgages  were  at 
least  30  days  overdue,  up  from  4.5''  in 
the  previous  quarter.  And  personal 
bankruptcies,  which  account  for  half  of 
credit-card  loan  losses,  are  expected  to 
increase  by  T'X  this  year. 
SLIM  PROFITS.  The  crisis  in  the  Middle 
East  isn't  helping.  Right  after  Iraq  in- 
vaded Kuwait  and  gasoline  prices 
soared,  consumer  confidence  plummeted. 
Households  put  off  making  big  pur- 
chases, and  loan  de- 
mand sank.  That's  a 
continuing  blow  for 
many  banks,  which  de- 
pend on  robust  retail  op- 
erations to  offset  their 
losses  from  commercial 
lending.  "The  key  to 
1991  is  a  solution  to  the 
Persian  Gulf  crisis," 
says  John  G.  Medlin  Jr., 
president  and  CEO  of 
First  Wachovia  Corp.  in 
Winston-Salem,  N.  C.  At 
best,  says  Thomas  H. 
Hanley,  analyst  at  Salo- 
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A  TATTERED  SAFETY  NET 
FOR  BANK  DEPOSITORS 
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mon  Brothers  Inc.,  the  35  biggest  banks 
could  eke  out  a  2.5'-  profit  gain  in  1991. 
That  isn't  terrific.  But  it  may  be  wel- 
come news  to  many  bankers,  since  earn- 
ings tumbled  2(i'v  last  year. 

Bankers  are  boimd  to  be  watching 
Washington  as  much  as  the  bottom  line 
in  1991.  The  Bush  Administration  will 
unveil  several  proposals  eaiiy  this  year 
to  change  the  way  the  banking  system 
functions.  The  package  will  likely  in- 
clude a  plan  to  overhaul  the  federal  in- 
surance fund  that  reimburses  depositors 
when  banks  fail.  The  White  House  also 
wants  to  repeal  some  of  the  Depression- 
ei'a  regulations  that  govern  banks.  The 
Glass-Steagall  Act  of 
1983  is  a  prime  target. 
The  law  bars  banks 
fi'om  other  financial  ac- 
tivities, such  as  undei'- 
writing  and  selling  se- 
curities, mutual  funds, 
or  real  estate.  Bankers 
have  longed  to  diversi- 
fy into  these  potential- 
ly lucrative  businesses. 
But  the  Federal  Re- 
serve Board  has  lifted 
the  ban  for  only  a  few- 
big  banks  in  the  past 
couple  of  years,  and 
then  oiTly  for  undei"- 
writing  stocks  and 
bonds. 

Whatevei'  the  strate- 
gy, it's  clear  that 
banks  have  to  find  new 
ways  to  make  money. 
U.  S.  banking  has  lost 
its  coiiTpetitive  edge  in  international  mar- 
kets. Under  pi-essui-e  to  cut  costs,  many 
U.  S.  banks  have  withdrawn  from  for- 
eign lending.  And  now,  the  industry  is 
under  siege  at  home,  too.  Both  Foi-d  Mo- 
tor Co.  and  General  Electric  Co.  rival  the 
lending  capacity  of  money-center  banks 
through  their  credit  divisions.  And 
American  Telej^hone  &  Telegraph  Co. 
struck  at  the  heart  of  retail  banking  last 
year  by  issuing  a  no-fee  credit  cai-d. 

To  complicate  matters,  the  deposit  in- 
surance safety  net  needs  I'epairing.  The 
F'edei'al  Deposit  Insurance  Corp.  esti- 
mates that  170  to  200 
banks  could  fail  this 
year,  vs.  the  180  that 
closed  last  year.  As  a 
result,  the  insurance 
fund  will  shrink  by 
more  than  50'  '  in  1991, 
to  $4.2  billion.  FDIC 
Chairman  L.  William 
Seidman  wants  to  in- 
crease the  premiums 
that  banks  pay  to  23$ 
for  every  $100  of  depos- 
its from  19..5(t.  He  also 
wants  to  charge  banks  a 
onetime  assessment 
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equal  to  17'  of  their  deposits.  That's  one 
reason  why  few  analysts  expect  strong 
bank  earnings  in  1991. 

Bankers  may  howl  that  the  refunding 
will  fall  mostly  on  their  shoulders.  But 
after  the  savings  and  loan  debacle,  law- 
makers are  in  no  mood  lo  saddle  taxpay- 
ers with  another  bailout.  Indeed,  there's 
growing  fear  among  lawmakers  that  the 
cost  of  the  thrift  bailout  may  go  beyond 
$500  billion  The  Resolution  Trust  Corp., 
which  is  charged  with  liquidating  assets 
of  failed  thrifts,  sold  off  many  of  its 
better  properties  last  year.  That  means 
it  may  need  more  money  from  Congress 
to  offer  better  financing  or  other  sweet- 
eners to  attract  buyers 
for  the  remaining  pile 
of  securities,  loans,  and 
real  estate  that  was 
seized  from  thrifts. 

The  Administration 
also  will  probably  put 
some  limits  on  what 
depositors  can  exjject 
from  the  insurance 
fund.  The  Treasury, 
which  is  cobbling  to- 
gether a  blueprint  for 
l)anking  reform,  isn't 
likely  to  change  the 
$10(1,000  ceiling  at 
which  deposits  are  pro- 
tected. But  it  may  sug- 
gest limiting  coverage 
to  three  accounts  per 
individual.  The  Ameri- 
can Bankers  Assn. 
says  that  such  a  rule 
would  be  too  hard  to 
administer.  In.stead,  the  .\BA  advocates 
highei'  capital  recpiirements  for  banks. 
That  would  pi'ovide  an  extra  cushion  to 
absoii)  greater  losses  before  banks  fail 
and  foi-ce  the  insurance  fund  to  pay  off 
depositors. 

'SHELL-SHOCKED.'  As  for  winning  the 
right  to  enter  new  businesses,  bankers 
ai-en't  holding  their  breath.  "Congi-ess  is 
shell-shocked  by  the  S&L  crisis,"  says 
Repi'esentative  Chai'les  E.  Schumer  (D- 
N.  Y.).  Thus,  "any  attempt  at  [giving 
Ixmking]  new  powers  will  be  an  uphill 
fight."  And  bankers  themselves  are  so 
preoccupied  with  loan  problems  that 
they  haven't  lobbied  aggressively. 

That  doe.sn't  mean,  however,  that  Con- 
gress won't  i-emove  some  of  the  regula- 
tions on  banks.  The  McFadden  Act,  a 
1927  statute  that  prevents  banks  fi-om 
setting  up  branches  out  of  state,  looks 
particularly  vulnerable,  since  many  over- 
lapping state  prohibitions  have  already 
fallen.  This  year,  for  instance,  Califor- 
nia's interstate  banking  ban  ends.  Such 
changes  may  not  bi'and  1991  as  bank- 
ing's year  of  reform.  But  they  could  at 
least  get  the  trend  rolling. 

By  John  Meehan  in  New  York  and  Cath- 
erine Yang  in  Washington 
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Insurers'  earnings  are  weak, 
and  regulators  are  worried 


edeviled  by  a  host  of  woes,  insur- 
ance companies  enter  1991  with 
little  relief  in  sight.  Insolvencies 
among  both  life  and  i)roperty-casualty 
insurers  have  skyrocketed  in  the  past 
two  years  and  will  only  get  worse  as  the 
nation's  economic  slump  deepens.  Com- 
parisons with  the  savings  and  loan  mess 
are  overblown — insurers  are  in  much 
better  shape  than  the  .S&Ls.  Even  so,  the 
insurance  industry's  fundamentals  are 
discouraging.  Earnings  will  continue  to 
erode.  And  insurers  seem  sure  to  get 
unaccustomed  scrutiny  from  worried 
politicians  and  regulators. 

The  chief  culprits  causing  the  indus- 
try's problems  are  poor  investments  and 
slowing  premium  income.  Not  even  the 
biggest  players  are  immune.  Travelers 
Corp.  posted  a  $499  million  third-quarter 
loss  last  year,  largely  because  of  shaky 
real  estate  investments.  First  Executive 
Corp.,  burdened  with  massive  junk-bond 
holdings  and  bleeding  from  its  custom- 
ers' tendency  to  cash  in  policies,  is 
scrambling  to  restructure  its  debt. 
TAILSPIN.  Life  insurers'  headaches  stem 
largely  from  efforts  to  match  the  juicy 
returns  produced  by  mutual  funds  and 
other  investment  products  that  surged 
in  the  1980s.  When  customers  began  de- 
serting traditional  whole-life  policies, 
with  their  low,  fixed  interest  rates,  in- 
surers countered  with  higher-paying  al- 
ternatives. These  innovations  managed 
to  retain  business  but 
were  far  more  risky  and 
less  profitable.  Monarch 
Capital  Corp.,  for  in- 
stance, stressed  a  policy 
called  variable  life, 
whose  returns  are  tied 
to  the  stock  market's 
performance.  After  the 
1987  crash,  variable  life 
went  into  a  tailspin.  So 
did  Monar^^h,  which  is 
scrambling  to  restruc- 
ture its  loans  with  bank 
creditors.  Meanwhile, 
'Washington  isn't  help- 
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ing  make  life  insurance  more  enticing. 
The  recent  federal  budget  accord  zapped 
life  insurers  with  income-tax  increases 
of  up  to  40%  by  clamping  down  on  busi- 
ness expense  deductions.  Insurers  may 
compensate  for  this  by  cutting  policy- 
holder dividends.  That  won't  help  sales. 

Life  insurers,  which  control  two-thirds 
of  the  industry's  investment  assets,  have 
thus  become  far  less  bold.  "Growth  for 
growth's  sake  ended  up  squeezing  profit 
margins,  so  it's  outmoded,"  says  Mark 
Puccia,  senior  vice-president  at  Standard 
&  Poor's  Corp.  Witness  the  insurers' 
new  caution  about  their  guaranteed  in- 
vestment contracts  (GlCs),  which  promise 
investors  who  turn 
over  a  minimum  $2 
million  a  fixed  re- 
turn. Equitable  Life 
Assurance  Society  of 
the  U.  S.  lost  $1.5  bil- 
lion on  GICs  in  the 
past  decade  after 
promising  high  inter- 
est rates.  Now,  Equi- 
table's  Gic  yields  are 
a  modest  87'.  And 
this  mutual  compa- 
ny— owned  by  its 
policyholders — plans 
to  bolster  its  capital 
by  selling  stock  to 
the  public. 

Waiting  for  an  up- 
turn in  the  property- 
casualty  market, 
which  has  not  recovered  from  a  late-'80s 
price  war,  will  again  be  like  waiting  for 
Godot.  Major  changes  were  expected  in 
1990  after  three  1989  catastrophes:  the 
San  Francisco  earthquake.  Hurricane 
Hugo,  and  a  Texas  oil-refinery  explo- 
sion. The  pain  of  paying  off  these  multi- 
billion-dollar  claims  was  supposed  to  end 
price-cutting.  No  such  luck.  "People 
wrote  off  those  disasters  as  temporary 
aberrations,  and  the  market  has  stayed 
very  competitive,"  says  Dennis  A.  Busti, 
president  of  Reliance  National. 

Automobile  coverage  is  the  one  prop- 
erty-casualty line  in  which  rates  aren't 
lagging.  Annual  rate  in- 
creases have  reached 
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double-digit  levels  in 
crowded  metropolitan 
regions,  where  more 
cars  mean  more  acci- 
dents. But  car  policies 
are  no  bright  spot.  Most 
insurers  lose  money  on 
auto  insurance,  using  it 
as  a  loss  leader  for 
more  lucrative  home 
and  health  insurance. 

The  good  news  for  in- 
surers is  that  the  public 
backlash  against  higher 


auto  rates  seems  to  be  abating.  Statt 
mandated  rate  rollbacks  haven't  worke^ 
as  well  as  advocates  hoped,  and  aren' 
on  the  political  front  burner  anymore. 
■One  reason  is  successful  industry  cour| 
challenges.  California's  Proposition  lo: 
passed  in  1988,  would  have  cut  rates  1>: 
as  much  as  207,  but  the  state  SupiTiii , 
Court  gutted  the  law.  Arizona  voters  i-t 
jected  a  rollback  referendum  last  I'al 
Similar  proposals  in  Michigan  and  Idah 
aren't  moving,  though  insurers  sti 
must  cope  with  crackdowns  in  two  l>i: 
states,  Pennsylvania  and  New  Jei-se> 
They  failed  to  overturn  PennsylvaniaV 
in  New  Jersey,  the  matter  is  pending. 

The  latest  vogu, 
for  property-casualt' 
providers,  howevei 
is   to   retreat  froi 
auto  and  other  i)i-ol 
lem-ridden  lines  t 
focus  on  promisini 
niches.    This  hal 
proved  successfi;- 
for  American  Intel- 
national  Group  Inc 
and   Chubb  Corp 
among  others.  Afte 
years  of  uninspirin 
earnings,  Continei 
tal  Corp.  has  turnea 
away  from  auto  pol' 
cies  to  move  inl' 
medical  malpractice 
marine  aviation,  an 
short-line  railroa 
coverage.  Says  CEO  John  P.  Mascoiu 
"These  days,  it  doesn't  pay  to  be  a 
insurance  supermarket." 

Given  the  current  inhospitable  cliniaU 
consolidation  will  probably  pick  up  in  th 
insurance  industry  this  year.  There  ar 
2,600  life  insurers  and  3,800  property 
casualty  carriers  in  the  U.  S. — many 
them  tiny.  Now,  larger  companies  ar' 
quietly  buying  up  the  smaller  ones.  Las 
March,  for  example,  CIGNA  Corp.  pui 
chased  Equicor-Equitable  HCA  Corp.  fc 
$777  million  in  an  attempt  to  beef  up  it 
health  insurance  network.  Foreign  insii 
ers  with  deep  pockets  have  an  appetit 
for  even  bigger  deals.  Germany's  A 
lianz,  the  largest  insurer  in  Europe,  ha 
agreed  to  buy  Fireman's  Fund  Insu 
ance  Co.  for  $1.1  billion. 

Meanwhile,  Congress  is  keeping  clos 
track  of  the  industry.  It  is  considerin 
federal  regulation  of  insurers,  now  e:; 
clusively  a  state  matter,  out  of  fear  tht) 
some  states'  lax  balance-sheet  standard; 
could  cause  an  epidemic  of  insurer  inso 
vencies  in  1991.  Congress,  notes  Repn 
.sentative  James  H.  Scheuer  (D-N.  Y.! 
"doesn't  want  to  be  accused  once  agai. 
of  fiddling  while  Rome  burns." 

By  Larry  Light  in  New  York,  with  Lis 
Driscoll  in  Hartford 
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20,000  more  people  may  get 
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his  will  be  the  year  of  the  incredi- 
ble shrinking  securities  industry. 
Expect  some  brokerage  firms  to  be 
icquired,  others  to  drop  lines  of  busi- 
ness, and  many  to  lay  off  more  workers. 
'There's  another  10%  to  15%  in  head- 
;ount  reduction  yet  to  come,"  predicts 
Richard  B.  Fisher,  chief  executive  of 
Morgan  Stanley  &  Co. 

Cutting  20,000  people  on  top  of  the 
^0,000  who  were  dismissed  in  1990  won't 
3e  pleasant  for  Wall  Street.  But  broker- 
iges  are  still  working  off  the  fat  they 
iccumulated  during  the  roaring  '80s.  In 
;hose  giddy  years,  firms  built  massive 
staffs  and  costly  infrastructures  to  han- 
lle  the  bull  market's  volume  and  take- 
)ver  business.  Many  jumped  into  all 
dnds  of  nontraditional  areas  to  provide 
1  range  of  services  to  a  wider  variety  of 
customers.  In  retrospect,  "the  '80s  were 
'.errible  for  this  industry,"  says  Jean- 
Louis  Lelogeais  a  principal  at  Booz-Allen 

Hamilton  Inc. 
SMOKESCREEN.  Among  other  things,  the 
ndustry  never  recovered  from  the  stock 
Tiarket  crash  of  October,  1987.  That 
>lide  erased  profits  for  the  year  and  sent 
•eturn  on  equity  for  brokerages  plum- 
meting. Merger-and-acquisition  activity 
,n  1988  and  1989  masked  the  slump  in 
;he  industry's  core  businesses,  such  as 
inderwriting  of  equity  and  debt.  As  a 
•esult,  overhead  stayed  high  even  as  re- 
:urn  on  equity  fell.  Restructuring  didn't 
aegin  in  earnest  until  1990,  when  M&A 
/olume  dropped  by  a  third.  "The  securi- 
:ies  industry  is  now  en- 
;ering  its  fourth  year  of 
'ecession,"  says  Jeffrey 
M.  Schaefer,  an  econo- 
mist for  the  Securities 
industry  Assn.  (SIA). 

Signs  of  hard  times 
will  continue  to  mount 
n  1991.  The  largest  bro- 
kerage stocks  were 
lown  about  9.5%-  in 
1990.  Average  daily 
:rading  volume  on  the 
Mew  York  Stock  Ex- 
change was  157  million 
shares,  a  drop  from  166 
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million  shares  during  1989.  And  1990 
was  the  first  year  since  1974  that  indus- 
try revenues  fell.  The  Sl.\  estimates  that 
brokerage  revenues  were  $58  billion  in 
1990,  down  from  $60  billion  in  1989.  With 
profits  scarce,  the  industry's  return  on 
equity  was  about  zero  last  year.  If  some 
overcapacity  is  wrung  out,  1991  could 
produce  a  modest  3.57'  return.  But  there 
is  no  guarantee  of  that.  "The  theme  for 
1991  is:  Will  the  pall  lift?"  says  George 
L.  Ball,  chief  executive  of  Prudential- 
Bache  Securities  Inc. 

One  by-product  of  overcapacity  will  be 
more  acquisitions.  In  fact,  the  latest 
game  on  Wall  Street  is  betting  on  who 
will  buy  whom.  The 
most  frequently 
mentioned  domestic 
buyer  is  Sanford  I. 
Weill,  who  heads  Pri- 
merica  Corp.,  which 
owns  Smith  Barney. 
Harris  Upham  &  Co. 
Potential  foreign 
buyers  could  includ< 
Nomura  Securities 
Ltd.  and  other  for 
eign  firms  with  Wall 
Street  investments. 
The  most-rumored 
candidates  for  th( 
auction  block  ar* 
PaineWebber  Group 
Inc.  and  Pru-Bache. 

Another  possibility 
is  that  large  compa- 
nies that  have  brokerage  firms,  such  as 
Equitable  Life  Assurance  Society,  owner 
of  Donaldson,  Lufkin  &  Jenrette  Inc.,  or 
Sears  Roebuck  &  Co.,  which  owns  Dean 
Witter  Reynolds  Inc.,  may  decide  to 
combine  their  brokerage  operations.  For 
example.  Sears  could  take  a  minority  in- 
terest in  Primerica  as  a  way  of  combin- 
ing Dean  Witter  and  Smith  Barney. 

Financial  reform  legislation  this  year 
could  speed  consolidation  in  the  industry 
by  inviting  more  bidders  into  the  fray. 
Under  the  Glass-Steagall  Act  of  1933, 
banks  can't  own  brokerages.  But  if  Con- 
gress removes  this  barrier,  admittedly  a 
long  shot,  even  healthy  regional  broker- 
ages could  be  snapped  up  by  stronger 
domestic  banks.  Merrill 
Lynch  &  Co.,  the  last 
large  American  retail 
brokerage  firm  whose 
stock  is  publicly  traded, 
might  even  turn  out  to 
be  a  prime  target  for  a 
deep-pocketed  foreign 
bank. 

Another  way  securi- 
ties firms  may  econo- 
mize this  year  is  by 
eliminating  certain  lines 
of  business.  Pru-Bache, 
for  example,  said  in  No- 
vember that  it  is  drasti- 


cally  slashing  investment  banking  activi- 
ties. Other  brokerage  houses  are  sure  to 
follow,  since  there  are  still  too  many 
bankers  chasing  too  few  deals,  especial- 
ly in  a  recession. 

TEAMING  UP.  More  brokers  will  also  try 
joint  ventures  to  cut  costs.  Shearson 
Lehman  Brothers  Inc.  and  Pru-Bache 
are  talking  about  combining  their  back- 
office  operations,  which  provide  the  com- 
puter suppnrt  to  process  transactions. 
With  the  growth  of  volume  and  new 
products  in  the  1980s,  they  and  others 
added  far  too  much  data-processing  ca- 
pacity, which  now  needs  to  be  wrung 
out.  As  many  as  1,000  employees  could 
be  trimmed  from 
Pru-Bache's  back  of- 
fice alone  if  a  joint 
venture  is  reached 
with  Shearson,  esti- 
mates Perrin  H. 
Long,  an  analyst  at 
Lipper  Analytic  Se- 
curities Corp. 

Meanwhile,  the  in- 
dustry is  pinning  its 
hopes  on  several 
promising  areas.  As- 
set management, 
both  for  institutional 
and  retail  clients,  is 
being  hailed  as  a  re- 
placement for  M&A 
revenues.  Money- 
management  fees 
are  low  compared 
with  advisory  fees  on  transactions,  but 
they  provide  far  steadier  earnings.  Mer- 
rill Lynch,  for  one,  now  has  $109  billion 
in  assets  under  management,  largely 
from  retail  investors. 

And  such  funds  are  growing.  Merrill's 
cash-management  accounts  and  mutual 
funds,  for  example,  are  attracting  some 
of  the  dollars  that  are  flowing  out  of  the 
beleaguered  thrift  industry,  says  Mer- 
rill's Jerome  P.  Kenney,  executive  vice- 
president  for  strategy  and  research.  For- 
eign exchange  trading  and  derivative 
products,  such  as  Nikkei  put  warrants, 
which  allow  investors  to  bet  on  a  decline 
in  the  Japanese  stock  market,  are  grow- 
ing profit  centers. 

Optimists  also  see  the  Street's  bread- 
and-butter  underwriting  business  re- 
bounding in  1991.  Issuance  levels  of  eq- 
uity and  municipal  bonds  have  been  low 
for  so  long,  they  argue,  that  an  uptick 
could  come  as  companies  and  state  and 
local  governments  return  to  the  capital 
markets.  John  L.  Steffens,  executive 
vice-president  of  the  private  client  divi- 
sion at  Merrill,  expects  a  tough  first  half 
but  an  upturn  in  profits  after  that.  By 
then,  perhaps,  a  leaner,  chastened  Wall 
Street  will  have  relearned  what  it  forgot 
in  the  1980s:  Reckless  growth  and  prof- 
its don't  mix. 

By  Leah  Nathans  Spiro  in  New  York 
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Franchising 


Franchise 

your  business! 


A  Seminar  for  business  owners  and  C.E.O.s 

More  and  more  businesses,  large  and 
small,  are  expanding  through  franchis- 
ing If  your  successtui  business  syslem 
can  be  taught  to  others,  you  should 
consider  the  franchise  alternative  At- 
tend this  all-day  seminar  conducted  by 
the  only  management  consulting  firm 
that  has  helped  500  businesses  be- 
come franchisors 

 Seminar  Locations  

Atlanta  Feb.  19  Chicago  Mar.  21  Now  York  Feb.  21 
Boston     Feb.  22    Dallas  Mar.  20    Miami  Feb.  18 

Charlotte  Feb.  20    Houston       Mar.  19    San  Francisco  Jan.  23 
Los  Angeles  Jan.  24 
Can't  attend?  Call  or  write  for  information  on  franchising  your  business 


Topics  include 

Franchise  critena    •  Earnings  potential 
Marketing  methods  •  Growth  potential 
Legal  requirements  •  Development  costs 

Tuition  $145  •  Group  rates  available 
Call  for  reservations 


1-800-877-1103 

Ffancorr 


New  York:  237  Park  Avenue  •  New  York,  New  York  10017  •  (212)  922-3600 
Chicago:  20200  Governors  Drive  •  Olympia  Fields,  IL  60461  •  (708)  461-2900 
^^Los  Angeles:  6033  W  Century  Blvd  •  Los  Angeles,  CA  90045  •  (213)  338-0600^ 


Office  Equip/Supplies 


America's  Lowest  Priced 
Office  Supplies  ^^^^^ 
Direct  to  You  Ig^pT 


HPljiMT  .lei  II 
Carlhdgc 
Order  No:  Wl^SZHLP 

5.25"  DSDD  Disks 
Order  No:  MD2DMXD 

PaPER  MATE  j 
LIQUID 

[S 

While  Corredion  fluid 
Orxler  No:  56401 PMT 

62^vA 

rniSmHallonal 

1"  Black  Kine  Binder 
Order  No:  (>7981NBB 

You  simply  won't  find  lower 
prices  on  brand  name  office  sup- 
plies tiian  at  Wholesale  .Supply 
Company.  Over  7,000  different 
items,  all  at  prices  you  hive  to 
see  to  believe.  So  call  now  for 
your  free  catalog. 

1-800-962-9162 

Wholesale  Supply  Company 

sells  only  to  businesses, 
government  agencies,  schools, 
and  institutions. 


Hobbies/Collectibles 


UILDAMENOIIY 


Now         you  can  cnjo 
the  fun  and  challenge  ot  old 
fashioned  Balsa  model  plane 
and  ship  building  again. 
The  memories  are  FREE, 

and  so  is  our  catalog. 

Call  toll  free  800-444-8066 

Build  a  niemoPi'  today 
with  a  mode!  project  irom: 
Charles  River  Landing.  Ltd., 
33  Fourth  Ave.,  Box  775, 
Needham  Heights,  MA  02194 


Menswear/Fashion 


men's  WIDE  SHOES 


EE-EEEEEE,  SIZES  5-13 

Extra  width  for  men  who  need  if. 
Excellent  variety,  styling  and  quality 
Send  for  FREE 
CATALOG 


Ttie  Widest  Seleclion  ol  llie  Widest  Slices  Anywhere! 
HITCHCOCK  SHOES.  INC 

Dept,  .^>.SA  Hmgliani,  MA  (1204.5 


Marketing  /  Consulting 


HIGH-POWERED  MARKETING 

Professional  Championship  Drag  Racing  Can  Be  Profitable  For  Your  Busi- 
ness! Reach  The  Specific  Demographics  Of  Your  Target  Market.  230  Mil- 
lion Total  Viewers,  6.5  Million  Prospects  Live.  We  Design  Programs  To  Fit 
Your  Exact  Geographic,  Financial  And  Advertising  Requirements. 

FOR  HIGH-POWERED,  COST  EFFECTIVE 
MARKETING  CALL: 

STRAIGHTLINE  MARKETING 
(818)571-8900  (818)572-9027 


Videos/Books 


LEARN  THROUGH  VIDEOCOURSES 

On  topics  like  Business  and  Finance,  Manage- 
ment, Sales  and  Marketing,  Commjnications 
Computers,  Personal  Development,  etc  Train 
your  employees  and  Managers  to  higher 
produclivity  without  spending  a  fortune.  Free 
Catalog.  Educational  Resources  of  Princeton,  11 
Glengarry  Way,  Cranbury,  NJ  08512.  Ptione; 
609-275-61  1 9, Fax  609-275-6600 


Professional  Equipment 


PROFESSIONAL  QUALITY 
WEATHERSTATION 
NOW  AFFORDABLE 
ENOUGH  FOR  HOME  USE! 

The  new  WeatherPro  weather  station  uses  state- 
ol-lhe-art  technology  to  give  you  full  monotiring 
capability  at  an  incredibly  low  price  The  Weather- 
Pro  includes  a  weather  computer,  remote  preci- 
sion wind  diieclion  vane,  wind  speed  sensor,  ex- 
ternal temperature  probe,  mounting  hardware 
and  40'  of  cable-all  (or  only  $189! 


•WIND  SPEED 
•liMPERATURB 

•  WIND  DIRECTION 
•rEMPERATURt  Hl/Ef) 

•  RAINfAEL  KJPTIONAL 


,IS|i 


WIND  CHILE 
riME 
•AEirO  SCAN 
VEAR  WARRANTY 


•  14  DAY  MONBV-BACH  GUARANTEE 

DIGITAR  WEATHERPRO 

WEATHER  STATION:  ONLY  $189! 
ORDER  TODAY:  1-800-678-3669 

M  f  7AM-5;30  PM  Pacific  Time 

'Automatic-emptying  electronic  ram  gauge- 
$49  95 

Add  $5  00  tor  shipping  CA  residents  add  sales 
tax 

Fax  1-415-732-9188-M/Cand  VISA 


DIGITAR 


® 


3465  DIABLO  AVE,  HAYWARD,  CA  949545  BW 


CHINA  MANUFAaURER  SELIS  VIDEOTAPE  DIRECT 


A  worldwide  video  based  (ompony  hos  opened  its 
monufoctuting  focililies  in  China  diredly  lo  buyers 
throughoul  ihe  world  Super  high  quality  videotape,  bulk  or 
fully  pockoged,  is  ovaiioble  at  very  low  prices  Any  length 
ovoilable,  lor  PAl/SECAM  or  NTSC  For  immediate  delivery 
of  ony  quantity 

For  complele  details,  plecise  toll  oi  lax  David  Howe  m  Hong  Kong 
Tel.  No.  (8S2)  841-7888  or  Fax  No.  (8S2)  810-1868 

VU  VIDEO  (M.K.I  INC 

All  PDODUn  WHNUFAaURlD  UND(«  IKfNSt  Of  ViaOD  COMWNY  Or  JAPAN  ItVCl 


BLANK  VIDEO  TAPE 


Real  Estate 


Wooded  Colorado  Mountain  Land 

Scenic  40-a(.re  year-round  retreats  in  piciurcique 
central  and  souitiern  Colorado-  From  $15,000 
Also  large  or  small  ranches  Affordable  pnces 
Easy  terms'  Call  for  brochures 
Jim  Sewick,  Broker,  Trails  West  Properties 

1-800-752-6962 


Export/Import 


EXPORT/IMPORT  DIRECTORIES 
GUIDES  &  PUBLICATIONS 


EAST  &  WEST  EUROPE 
U.S.S.R.,  CANADA  &  U.S. 


800-359-6031 ,  tax:  (415)  495-4394 
INTERNATIONAL  TRADE  PRESS 
2  Townsend  St,  «  2-304,  San  Francisco,  CA  94107 


Business  Services 


CA$H 


GRANTS  OR  LOANS 
$500  to  $5  MILLION 

No  credit  •  Bad  credit  •  Great  credit'  Every  type  of 
grant  or  financing  $29  Pkg  ,  JM  CO  ,  IVIetcalf 
BIdg  ,  17853  Sanliago,  107-1841,  Villa  Pk ,  Ca  ,  ,1 
92667 


RESEARCH  REPORTS 

19,278  topics  ovoiloble!  Send  $2.0C 
for  the  306-page  catalog.  Custom 
written  reports  also  available.  Re- 
searcti  Assistance,  11322  Idaho  Ave., 
»206BF,  Los  Angeles,  CA.  90025.  Toll 
Free  Hotline:  800-351  0222  (Calitof- 
nlo:  213  477-3226) 
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Business  Opportunities 


Peak  Profits. 


Launch  an  independent 
business  with  Linda] 
Cedar  Homes,  the 
world's  most  popular 
premium  custom  houses. 

•  High  profit  margins. 

•  No  franchise  fees. 

•  World-class  sales 
support. 

•  Powerful  marketing. 
For  the  whole  story, 
please  call 

1-800-221-6063. 


1  ALindal  Cedar  Homes  » 

f       P.O.  Box  24426,  Dept.  FWl,  Seattle,  WA  98124  (206)  725-0900.  f 


MAKE  592%  PROFIT! 


MIRACLE  POLISHING  CLOTH 

Cleans/polishes  ANY  surface  like  magic 
Instantly'  Terrific  10  second  demonstration!  Fast 
$3  49  seller  pays  $2  90  prodti  Big  volume  Cham 
Store  Item  Exclusive  territory 

FREE  SAMPLE  ^"p'r^/lVIrr 

D0.O  1312-  WASHINGTON  AVENUE 
n0(O    ST  LOUIS.  MO  63103-1989  USA 

Phone  or  write:  314-241-8464 


Business  Opportunities 


BUILD  A  BETTER 
FINANCIAL  FUTURE 
WITH  DELTEC  HOMES 


Become  a  Deltec  Dealer.  Turn  your 
"new  circular  home"  Into  a  profit 
center.  FOR  THOSE  WHO  QUALIFY  .  .  . 

■  NO  FRANCHISE  FEE 

■  EXCELLENT  EARNING  POTENTIAL 

■  SECURED  INVESTMENT 
CALL  DELTEC  FOR  DETAILS. 

1-800-642-2508  Ext.  083 


DELTEC 

DepI,  063.  P  P.  Box  6279,  Ashevllle,  NC  28816/ 


Business  Journals 


TheJapanTimes 

FREE  COPY 


To  compete  globally,  you  need 
to  know  Japan  from  the  inside. 
Now,  you  can  get  vital  news  and 
insight  about  Japan  from  its 
oldest  and  largest  English 
language  newspaper.  Every 
week,  direct  from  Tokyo, 
national,  business,  &  cultural 
news. 

Call  800-446-0200 

USA  Office,  5750  WUsliire  Btvd.  2S7 
Los  Angeles,  CA  90036 


MEXICO'S 
MAQUILADORA  PROGRAM 


Betore  you  spend  $  thousands  researching 
how  to  manufacture  in  Mexico 

Invest  $75,00  in 
Mexico's  MaquUadora  GuUabook 


To  order  or  receive  a  free  brochure 
TEL  (619)  296-1373  oc  fax  (619)  296-2218 


Inventories  Purchased 


for  E^s^Mscit 
fidcttfoenicafvd 


FREE  FOR  THE  ASKING! 

Turn  your  excess  inventory  into  a  cash 
cow  Ttiis  iree  book  covers  a  vi/ide  range 
of  money  making  options,  lax  benefits  and 
pitfalls  Call  or  write  Gary  Lawrence,  Learn 
tiow  to  skim  the  cream  Irom  your  excess 
electronic  and  electromechanical 
inventories 

American 
^Design 
kCorp. 

Dept  301-120 
315  Falrview  Ave.,  P,0  Box  520 
Falrview,  NJ  07022 
l-800-77»-3800  


Wine  Cellars 


WiNECELLARS- USA 

18  Models  -  We  U'on't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Your  Cost 


Visa/MC/AmExJDiscover 


296  Bottle  Credcnza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models  - 

Nol  Handmade 

40  Bottle  Class  Door 

$  599 

$  499 

60  Bottle  Class  Door 

749 

659 

FurVault  holds  about  8  Furs  $3495       $  1895 


Custom  Cellars  &  Racking  Systems  -  Call  For  Cafklog 

134  W 131ST  St.  Los  Angeles  •  800/777/VINO  (777-8466)  or  in  CA  213/719-9500 


Financial  Services 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Petlormance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9) 
-including some  very  | 
famous  names- 
which  I  believe  could  ! 
"take  a  bath."  I'll  rush 
you  the  Performance 
Ratings  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast. Time  IS  crucial. 

Three-Month  Trial  $50.  One  Year 
$245,  Visa  or  MC  1-800-633-2252 
Ext.  9024, 

THE  ZWEIG  FORECAST 

P.O.  Box  360,  Bellmore,  N.Y.  11710 


MARTIN  ZWEIG 


COMMERCIAL  BROKERS!!! 
BORROWERS  AND  PRINCIPALS!!! 
ENTREPRENEURS!!! 

TIRED  OF  SENDING  YOUR  PROJECTS  TO  OTHER 
BROKERS  AND  LOSING  YOUR  COMIVIISSIONS 
OR  PAYING  UNNECESSARY  UPFRONT  FEES' 
UNDERWRITE  YOUR  LOAN  REQUEST  AND  SUB- 
MIT DIRECTLY  TO  BONAFIDE  U  S  AND  FOR- 
EIGN LENDERS  FOR  ANY  TYPE  OF  PROJECT 
WORLDWIDE  FOR  ONCE  GET  THE  TRUTH!!!!!!!! 
CALL  FOR  DETAILS  704-537-9000  $$$$ 

FINANCIAL  PUBLISHERS  INTERNATIONAL 


Health/Fitness 


Executive  BackChair 


Engineered  for 
customized  orthopedic 
support  to  prevent 
and  relieve  back  pain. 

•  Built-in  adjustable 
lumbar  support 

•  Adjustable 
neck  rest 

•  Forward-tilt 
feature 


Corporate  Gifts 


Corporate 
Ties 

(150  PC.  minimum) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request 


Barnard  Maine  ltd. 

33  Mead  Ave.  •  Cos  Cob 
CT  06807 .  l  .S.A. 
Dept.  BW  (20.^)869  3006 


IMAGE 
BUILDERS 


CUSTOM 
EMBROIDERED 
CAPS  AS  LOW 
AS  $3.99 

CUSTOM 
IMPRINTED 
CAPS  AS 
LOW  AS 
$2.69 


Call  today 
for  our  FREE 
CATALOG 

with  hundreds 
of  imaginative 
promolional 
Ideas. 


800-792-2277 
In  CA  800-826-8585 

FAX  415-786-im 
The  Corporate  Choice 

39i2  Point  Kden  VCav  •  Havward.  CA  94i-ii 


FOR  AD  RATES 
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Sales  Promotion/Premiums 


FREE  $36  Lined  Jacket  SPECIAL! 
Buy  144  Logo  Caps 

Only  $1.98  Each 


PLUS 


(1  Color  Print) 


AND 


SAVE  $  20 


Pnnled  Emblem       OR  $  BACK 


, -^800-458-8586 

^^^^^^  CALL  TOLL  FREE 

.ooo'  cuENTs  WINNER  PROMOTIONS 

ATLANTA  ■  LOS  ANGELES  CHICAGO 


Health/Fitness 


WE  HAVE  YOUR  KNEE  PAIN  SOLUTION 

STAY  ACTIVE! 


Try  the  patented  Ctio-Pat  Original  Knee  Strap  for 
relief  ol  pain  associated  witfi  kneecap  disorders. 
Recommended  by  medical  professionals.  Only 
$12  95  PPD  eactii  For  information  or  VISA/IVIC 
orders,  call 

1-800-221-1601 

Send  checks/money  orders  to  Cho-Pat.  Inc  .  P  0  Box  293B- 
USA,  Hainesport  WJ  08036  •  609-261-1336 

Before  calling  have  |ust  below  kneecap  circumference  mea- 
surement 


f 


Computers/Office  Equipment 


BffmflRYfTlflC 


INDUSTRIESINC 


Uur  1 4th  year  of  DISCOUNTS 
Tandy'''  Computers 
Radio  Shack '  Products 
Toll  Free  800-231-3680 
2251 1  Katy  Fwy  Katy  (Houston)  TX  77450 
1-713-392-0747  Fax  (713)  574-4567 


Business  Software 

Planning  for  Retirement 

Need  help  planning  for  a 

Srospersous  retirement? 
n  easy  to  use  DOS 

fiackage  is  now  available 
or  $79US.  jyOS  Systems 
inc..  (4031 ^JL  zMi  1  J 


Business  Opportunities 


"UNPRECEDENTED  INVESTMENT 
OPPORTUNITIES  IN  POUND" 

--  Establishing  ol  sales  olfice  or  manufacluring  tacilities 
lor  Continenl;il  Europe 

-  Exposure  ot  U  S  producis  on  trade  shows  in  Poland  tor 
European  Markel 

-  Higti  telurn  on  investments  m  Poland  (loint  ventures, 
molels.  store  ctiams,  etc  ) 

Tel.  (416)  252-0224 
or (416) 658-8425 

6IOTIieQueensway  Elobicoke.  Onl  M8Y  Ikl  Canada 


IT  PAYS  TO  ADVERTISE  IN  THE 
BUSINESSWEEK 
MARKET  PLACE 

The  Business  Week 
Market-Place  Section  is  a 
special  advertising  feature 
appearing  in  the  first  issue  of 
each  month.  The  Market-Place 
provides  an  ideal  Shovi/case' 
for  advertisers  wUo  have 
products  or  services  that  appeal 
to  Business  Week's  more  than 
6.2  million  responsive  readers. 

For  rates  and  information  call: 
(312)337-3090 
FAX  (312)337-5633 


PRESERVATION 

PLAN  ON  IT 

Planning  on  restormg  a  house, 
savmg  a  landmark,  reviving  your 
neighborhood? 

Gain  a  wealth  of  experience  and 
help  preserve  our  historic  and 
architectural  heritage.  Join  the 
National  Trust  for  Historic 
Preservation. 

Make  preservation  a  blueprint  for 
the  future. 

Write: 

National  Trust  for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


FINANCE 


REAL 


A  BUYER'S 
MARKET— BUT 
NO  BUYERS 


Homebuilding,  hotels,  and 
office  rentals  are  in  a  free-fall 


R 


eal  estate  will  be  a  real  horror 
story  in  1991.  The  recession  will 
only  worsen  the  effects  of  the 
1980s  overexpansion  that  left  the  market 
glutted  with  houses  and  office  space. 
The  real  estate  collapse  has  already 
claimed  numerous  victims:  bank  loan 
portfolios,  insurance  company  invest- 
ments, and  homeowner  equity.  The  best 
chat  can  be  said  for  1991  is  that,  with 
prices  falling,  it  will  be  a  good  time  to 
3uy.  "But  don't  think  you  can  turn 
iround  and  sell  soon,"  warns  Richard  B. 
Stern,  executive  vice-president  of  Real 
Estate  Research  Corp.  in  Chicago.  "A 
'ecovery  may  take  until  the  mid-1990s." 

Signs  of  the  rout  are  everywhere.  In 
1991,  just  850,000  houses  will  be  built, 
\%  fewer  than  in  1990,  according  to 
McGraw-Hill  Inc.'s  Construction  Infor- 
mation Group.  By  the  end  of  1990,  starts 
lad  already  fallen  to  their  lowest  level 
iince  the  1981-82  recession.  Developers' 
sales  of  new  single-family  houses — ex- 
;luding  those  built  on  contract  to  individ- 
lals— will  drop  to  520,000.  That's  down 
1%  from  1990's  total,  which  itself  fell  a 
lisastrous  16%-  from  1989,  says  the  Na- 
;ional  Association  of  Realtors.  The  pic- 
;ure  is  no  better  for  existing  houses:  'The 
'lAR  is  projecting  a  3%  falloff  this  year, 
a  3.2  million  sales. 

1ARDY  SOULS.  The  problems  are  similar 

n  the  overbuilt  office  market.  Excess 

supplies  appeared  first  during  the  mid- 

80s  in  the  Southwest. 
1990,  the  surplus 

ipread  nationwide,  and 

)ffice  vacancies  rose 

me  percentage  point,  to 

;8%.  In  1991's  first  half, 
'he  rate  could  spurt  to 
|!0%,  predicts  Coldwell 

banker  Commercial 

jroup  Inc.  Every  major 

;ity  shares  the  impact, 

'rom  Los  Angeles  and 
I  Chicago,  with  \h%  of  of- 
I  'ice  space  unused,  to 

>«ew  York,  with  17'/, 

ind  Atlanta,  24%. 


)USTRY  OUTLOOK 


A  DEEPER  SLUMP 
IN  HOMEBUILDING 

750- 

SALES  OF  NEW 
SINGLE-FAAAILY 
HOMES 

% 

625- 

500  - 

0- 

"    'W  '88 
A  THOUSANDS  OF  UNITS 

EST 

DATA:  NATIONAL  ASSOCIATION  Of  REAUORS 

In  such  an  atmosphere,  only  a  few 
hardy  souls  are  planning  new  projects. 
In  Dallas,  the  office  vacancy  rate  is  a 
towering  267".  But  Chubb  Realty  Inc.,  a 
subsidiary  of  insurer  Chubb  Corp.,  last 
March  committed  $200  million  for  a  half 
interest  in  the  huge  Fountain  Place 
building,  and  it  will  help  fund  construc- 
tion of  another  office  tower.  Thomas  V. 
Bermingham,  a  Chubb  senior  vice-presi- 
dent, says  the  Dallas  market  may  be 
nearing  a  rebound. 

Maybe  so,  but  office  vacancy  woes 
elsewhere  are  still  claiming  victims,  even 
some  high-flying  developers  from  the 
1980s  boom.  Consider  John  C.  Portman 
Jr.,  the  atrium  pio- 
neer. In  early  Octo- 
ber, creditors  forced 
him  to  give  up  con- 
trol of  his  crown 
jewel,  the  13-block 
Peachtree  Center  in 
Atlanta. 

The  hotel  sector, 
where  an  orgy  of 
construction  oc- 
curred in  the  past 
decade,  is  an  even 
worse  wasteland. 
Much  of  the  expan- 
sion was  propelled 
by  tax  breaks  that 
vanished  after  the 
1986  tax  overhaul. 
Savings  and  loan  as- 
sociations, whose  in- 
vestment activities  were  deregulated  as 
the  1980s  began,  lent  heavily  to  builders 
of  lodging.  But  demand  for  rooms 
turned  out  to  be  nowhere  near  what  had 
been  forecast.  At  657,  occupancy  rates 
are  flat.  So  are  room  rates  and  revenues. 
Last  September,  Prime  Motor  Inns  Inc. 
of  Fairfield,  N.J.,  .sought  Chapter  11 
bankruptcy  protection,  taking  with  it  33 
of  the  350  hotel  properties  that  failed  in 
1990.  The  1991  body  count  could  be  twice 
that. 

The  forecast  isn't  as  uniformly  bleak 
for  retail  properties.  Bankruptcy  filings 
among  department-store  chains,  such  as 
Campeau  Corp.'s  Feder- 
ated Department  Stores 
Inc.,  which  owns  Bloom- 
ingdale's,  are  worri- 
some. But  they  haven't 
yet  led  to  a  glut  of  re- 
tail space.  Regional 
malls,  which  weren't 
swept  up  in  the  expan- 
sion mania,  are  holding 
their  own,  though  cur- 
tailed consumer  spend- 
ing this  year  could  dev- 
astate thinly  capitalized 
strip  shopping  centers. 
One  of  the  few  bright 


spots  in  1991  will  be  industrial  [)roper- 
ties,  especially  warehouses,  which  are 
not  overbuilt.  Vacancies,  figures  Salo- 
mon Brothers  Inc.,  will  rise  only  slightly, 
to  7.57  this  year  from  77  in  1990. 

Any  good  news  there,  however,  will 
be  more  than  offset  by  the  gloom  in 
housing — even  though  mortgage  rates 
are  falling.  At  the  end  of  1990,  they 
stood  at  an  average  9.87"  for  30-year 
conventional  loans,  down  from  10.47"  six 
months  earlier.  They  could  drop  as  low 
as  97  by  summer.  But  the  recession  is 
blowing  holes  in  purchasing  power,  and 
lenders  are  becoming  cautious.  So  even 
willing  buyers  may  have  to  wait.  "Fall- 
ing rates  won't  be 
enough  to  make  the 
housing  market  snap 
back  right  away," 
predicts  Robert  Van 
Order,  chief  econo- 
mist for  the  Federal 
Home  Loan  Mort- 
gage Corp.  The  de- 
lay will  harm  build- 
ers. Take  Hovnanian 
Enterprises  Inc.,  a 
Red  Bank  (N.  J.) 
builder  that  stayed 
profitable  in  the  last 
recession.  It  expects 
to  lose  $14  million  in 
its  fiscal  year  ending 
Feb.  28.  " 

RIDING  IT  OUT.  Part 
of  housing's  problem 
is  affordability.  Prices  were  bid  up  fe- 
verishly in  the  1980s,  particularly  in  the 
Northeast  and  California.  These  markets 
have  cooled,  but  a  home  is  still  out  of 
reach  for  many  buyers.  In  California, 
the  price  of  an  average  single-family 
house  doubled  in  10  years,  to  $197,000  by 
February,  1990.  Lately,  that  has 
slipped— to  a  still-lofty  $192,000. 

Despite  all  the  bad  news,  some  opti- 
mists figure  they  can  ride  out  the  storm. 
Pension  funds,  with  just  47  of  their  as- 
sets in  real  estate,  and  insurance  compa- 
nies, with  37,  aren't  as  exposed  as 
banks.  And  foreign  money  is  still  comirig 
into  U.  S.  real  estate,  albeit  more  slowly. 
Witness  the  $940  million  purchase  last 
fall  of  California's  fabled  Pebble  Beach 
golf  complex  by  Japanese  developer 
Minoru  Isutani.  But  total  new  Japanese 
investment  in  U.  S.  real  estate  will  drop 
to  $7  billion  in  1991,  down  from  $10  bil- 
lion last  year,  predicts  Kenneth  Le- 
venthal  &  Co.,  an  accounting  firm.  In 
the  current  environment,  says  the  Real 
Estate  Research  Center's  Stern,  proper- 
ty investments  "are  long-term  and,  to 
pay  off,  require  patience."  In  1991,  any- 
one planning  to  make  money  on  real  es- 
tate will  need  a  lot  of  that. 

By  Larry  Light  in  New  York 
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Want  more  information  about  advertisers  in  this  issue? 
If  so... 

1  •  Review  the  list  of  advertisers  below. 

2.  Circle  the  corresponding  number  on  the  postage-paid 
reader  service  card,  complete  the  necessary  information 
and  drop  in  the  mail. 

3.  Or,  call  toll-free  Monday— Friday  SAM— 5PM  MST: 

1-800-345-3550 

When  prompted,  use  keypad  to  enter  this  control  number  8299600-^ 


PRODUCTS/SERVICES 

1.  AEG 

2.  Amoco  Chemical 
Company 

3.  Anacomp,  Inc. 

4.  Anritsu  Corporation 

5.  CAST 

6.  Compaq 

7.  Day  Runner,  Inc. 

8.  E.C. 

9.  EOSAT 

10.  Ford  Truck  Operations 

11.  Fujitsu  Imaging 
Systems  of  America, 
Inc. 

12.  INCO  Limited 

13.  Intel  Corporation 

14.  Jeep®  Cherokee  Limited 

15.  Lincoln  Mercury 
Division 


16.  Mitsubishi  Electronics 
America,  Inc.,  Diamond 
Tel  Cellular  Phones 

17.  Mobil  Oil  Corporation 

18.  Okidata  Corporation 

19.  Oracle  Corporation 

20.  Rockwell  International 

21.  Schott  Corporation 

22.  Singapore  Economic 
Development  Board 

23.  Tandy/Radio  Shack 

24.  Universal  Data  Systems 
(UDS) 

25.  Varig  Airlines 
AREA  DEVELOPMENT 

26.  Iowa  Department  of 
Economic  Development 

27.  State  of  North  Carolina 
Department  of 
Commerce 


THE  BEST 
OF  1990 


IT'S  AMAZING 
WHAT  WONDERS 
APPLIED  IMAGINATION 
CAN  WORK.  In  the  FOL- 
LOWING PAGES,  YOU'LL 
FIND  IT  REFLECTED  IN  THE 
MOST  SURPRISING  WAYS 
AND  PLACES.  A  HIGH- 
TECH, LOW-PRICE  RAZOR. 
A  POWERFUL  COMPUTER 
WORKSTATION  FROM  A 
HIGHLY  UNLIKELY 
SOURCE.  A  HARD-SIDED 
GOLF  BAG  AND  A  COM- 
PUTER RUN  BY  LASER 
LIGHT.  Two  IMMIGRANTS' 
SOLUTION  TO  VCR  PRO- 
GRAMMING MADNESS.  A 
WONDERFULLY  DESIGNED 
VOTING  MACHINE.  A  CON- 
SERVATIVE BANKING 
STRATEGY  CRITICIZED  IN 


NEW  F»F101L*1-JCTS 


i*Fcor>xjrcTr  design 


MANAGERS 


ElVTREF»FlElVEUFeS 


P^XJBLIC  SERVICE 


SOIENTIIF'IO  INNOVATIONS 


^JOVEUTI S I NG 


INTER  TOR  r>ESICiN 


THE  "SOS  THAT'S  BECOM- 
ING THE  GOLD  STANDARD 
FOR  THE  '90s.  A  GUTSY 

bet  on  revolutionary 
manufacturing  tech- 
nology that  cata- 
pulted an  upstart 
into  the  big  leagues.  a 
fast-food  company 
tutoring  kids.  a 
dynamic  new  conven- 
tion center  with  soar- 
ing twin  towers. 
These  are  some  of  the 
exciting  achievements 
for  1990.  BUSINESS 
WEEK  ASKED  ITS 
BUREAUS  TO  NOMINATE 
THE  YEAR'S  OUTSTAND- 
ING PERFORMERS.  THE 
RESULTS  MAKE  A  DAZ- 
ZLING PACKAGE. 


HE  BEST  OF  1990 


ILLUSTRATIONS    BY   JOHN  PIRMAN 
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New  Products 


T     M  E 


EST 


;  "-ft-- cSi^ 

BEST  SANDWICH         not  fried,  chicken 
URGER  King  s      sandwich.  It  has 
*BK  Broiler  is     fewer  calories  and 

RIDING  the  health-food      LESS  FAT  THAN  THE 
CRAZE  WITH  ITS  BROILED.  COMPETITION. 


RAZOR'S  EDGE 

istinctive  de- 
sign, new  tech- 
nology, and  super  mar- 
keting skyrocketed 
Gillette's  Sensor  to 
commercial  heights.  it 
grabbed  nearly  10% 
of  the  razor  market. 
Next  :  A  sensor  designed 

FOR  WOMEN? 


WORKHORSE 

IBM's  NEW  RS/ 
6000  work- 
station HAS  DEC  AND 
Sun  SCRAMBLING.  BASED 


ON  A  NEW  SUPERFAST 
RISC  MICROCHIP.  IBM'S 
MACHINE  GAVE  IT  A  NICE 
PIECE  OF  THE  $8  BILLION 
WORKSTATION  MARKET. 
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»TIC  APPEAL 

LT&T's  Univer- 
sal Card 
d  up  3.7  million 

£  WITH  ITS  10% 
HONE  DISCOUNT  AND 
NUAL  FEE  FOR  LIFE. 
HTH  THE  RECESSION, 
JEW  CARDHOLDERS 
HEIR  BILLS  ON  TIME? 


SLAP'S  DASH 

LAP  Wraps 

FLASHED  ACROSS 
THE  KIDDIE-SCOPE.  CLOTH- 
COVERED  PIECES  OF  METAL 
THAT  SLAP  AROUND  WRISTS 
OR  ANKLES,  THEY  ARE 
FAR  CHEAPER  AT 

$2.50  THAN 


NINTENDO  OR 

NiNJA  Turtles. 
Watch  out  for  cheap 
knockoffs.  real  slap 
Wraps  are  made  by 
Main  Street  Toy.  Others 
have  been  known  to 
slice  and  dice. 


BEST  OF  1990 
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T  M 


NTew  Products 


BEST 


HEAT  EASE 

iHE  Encore  Wall 
Thermostat  by 
Cadet  Manufacturing 
does  away  with  tiny 
dials,  digital  displays, 
and  manuals.  the  resi- 
dential version  has  a 
bright  red  knob  that 
simplifies  the  gizmo, 
looks  great. 


4-X-FORD 

IHE  FORD 

Explorer  has 
been  in  overdrive  since  it 
hit  dealer  showrooms. 
Sales  of  the  off-road 
vehicle  are  double  that 
of  its  predecessor,  the 
Bronco  II,  and  would  be 


HIGHER  IF  Ford  could  BUILD 

'em  faster.  its  appeal: 
rugged  4-door  looks  and 
a  comfortable  interior. 
Ford's  Explorer  has 
kicked  a  lot  of  dirt  on 
THE  Jeep  Cherokee  and 
LEFT  Toyota  and  Nissan 

BEHIND. 


TOT  TOTE 

IHE  Fisher-Price 
Infant  Car  Seat 


LOT  INTO  THE  LOCAL  SUPER- 
MARKET AND  LOCKED 
SECURELY  INTO  A  SHOPPING 


NOT  ONLY  PROTECTS  BABIES     CART.  THE  AWARD-WINNING 


BUT  ALSO  CAN  BE  EASILY 
CARRIED  FROM  A  PARKING 


PRODUCT  ALSO  WORKS  AS 
A  BABY  SEAT  AT  HOME. 
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HOT-TO-TROT 

'OTEBOOK  COM- 
PUTERS ARE  A 
HIT  DESPITE  THE  RECES- 
SION. At  six  pounds  and 
under,  the  tablet-size 
machines  are  easier  to 
tote  than  their  heavier 
brothers.  the  laptops. 
Screen  technology  and 
miniaturization  are  the 
name  of  this  game. 
Clones  ARE  BRINGING 

DOWN  PRICES. 


VIDIOT-PROOF 

tv  remotes  drive 
you  crazy  with 
their  myriad  functions 
and  buttons.  not 
Mitsubishi  Electric's 
PRM1.  It  reduces  every- 
thing TO  THREE  buttons: 
power,  channel,  volume 


PRIME  PUMP 

its  called  the 
Turbomolecular 
High  Vacuum  Pump  TMP 
340-m,  and  it's  an 
award-winning  industri- 
al PRODUCT.  The  pump, 
built  for  Pennsylvania- 
based  leybold  Vacuum 
Products,  generates  a 

PRECISELY  calibrated 

vacuum  that's  critical 
IN  making  semiconduc- 
tors. It  even  simulates 
outer  space. 


SOFT  SELLER 

j  inally! 
Microsoft's 
NEW  Windows  3.0  gives 
an  IBM-compatible  PC 

THE  COLORFUL  LOOK  AND 


intuitive  feel  of  a  mac. 
With  great  graphics  and 

HEFTY  power,  WINDOWS 
3.0  IS  AMONG  THE  BEST- 
SELLING  software  EVER, 
AT  4.5  MILLION  COPIES. 


(EBEST  OF  1990 
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1^^ 

Product  ]3esign 


THE 


EST 


LAB  WORKER  c  ans  to  select -he  r 

■  T  S  A  MODLLAR  ECO-  OWN  TESTS-  THE  NOVA 

.  NOMlCAl-  HIGH-  NUCLEUS  BY  GREGORY 

VOLUME  BLOOD  ANALYZER  FOSSELUA  DESIGN  FOR 

THAT  PERS':TS  TECHNl-  NOVA  BlOMED:CA;_ 


BLOOD  TANK 

FLSEH  COLLECTS 
AND  RETURNS  A  PATIENT'S 
OWN  BLOOD  DURING  SUR- 
GERY- Designed  by  Human 
Factors  fcr  3  cSlrge. 


VOTE-GETTER? 


I 

I 


;Asy-TO-usE 

VOTING  MACHINE  THAT 
LOOKS  UKE  FUN.  iF  ONLY  IT 
V/OULD  GET  MILLIONS  OF 

Americans  back  to  the 

-z  s  3_0'.v-m0lded 

f:_ast!cs  cut  down  on 
tooling  and  v^qght  for 
BIG  SA'.'iNGS.  Wheelchair- 
access  3_E  By  Bleck 
Design  Group  for 
Sequoia  Pacific  Systems. 


THICK  SKINNED 

7  S250.  iT  5 
.PRICEY.  But  THE 
HARD- SIDED  PROTECH  D  BY 

INNO  Design  in 
Sunnyvale.  Calif- 
protects  clubs  from 
travel  trauma.  for  the 

course  ft  converts  into 
a  regular  bag- 
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1991 


INDUSTRIAL 


DESIGN 


EXCELLENCE 


AWARDS 


Business  Week  is  proud  to  announce  its  sponsor- 
ship of  the  Industrial  Design  Excellence  Awards 
program,  the  most  prestigious  U.S.  award  in  this 
arena  of  global  competition. 

''The  IDEA  program  honors  those  who  have  used  industrial  design  as  an  effective 
investment  to  satisfy  their  customers.  Through  our  sponsorship,  we  are  sending 
the  message  that  'Desigyi  Equals  Quality'  to  our  6.7  million  readers  in  corporate 
America. " — Stephen  B.  Shepard,  Editor-in-Chief 

The  IDEA  program  celebrates  excellence  in  the  design  of  consumer  and  office 
products;  instruments;  industrial,  commercial,  and  agricultural  equipment;  automo- 
biles; furniture;  exhibits  and  environments;  and  graphics.  Its  jury  consists  of 
highly  respected  designers,  representing  all 
these  categories.  Business  Week  will  announce 
the  winners  in  a  June  issue.  IDSA  will  present 
the  awards  in  ceremonies  and  an  exhibit  at  its 
August  national  conference  in  Boston. 

The  deadline  for  entries  is  February  25,  1991.  For  infor- 
mation or  to  order  an  entry  kit,  call  IDSA  at  703-759-0100. 

Sponsored  by  Conducted  by 

BusinessWeek 


Industrial  Designers 
Society  of  America 


THE 


IVEanagers 


EST 


HUMAN  CAPITAL 

EDICATION  TO 
PROMOTING 
WOMEN  AND  MINORITIES  TO 
MANAGERIAL  RANK  IS  THE 
HALLMARK  OF  JAMES 
HOUGHTON'S  REIGN  AS 
CHAIRMAN  OF  CORNING,  BY 
ADVOCATING  CULTURAL 


DIVERSITY,  OPERATING  DAY 
CARE  CENTERS,  AND  PRO- 
VIDING COACHES  AND  MEN- 
TORS FOR  EMPLOYEES. 
HOUGHTON  IS  FIGHTING  TO 
ENSURE  THAT  CORNING  S 
BASE  OF  HUMAN  CAPITAL  IS 
BUILT  ON  THE  WIDEST  POS- 
SIBLE FOUNDATION. 


PROFIT  RADAR 

UTGOING 

raytheon 
Chairman  Thomas  L. 
phillips,  66.  has  seen  the 

UTURE  OF  warfare.  AND 
I  I  S  ELECTRONIC  .  HIS 
FOCUS  ON  MISSILES. 
RADAR-JAMMING  SYSTEMS. 
AND  TACTICAL  ELECTRONIC 
DEVICES  PRODUCED  A  SIXTH 
STRAIGHT  YEAR  OF  REV- 
ENUE AND  PROFIT  GROWTH 
IN  1990.  Not  bad  IN  A 

shrinking  defense  indus- 
try hottest  ticket?  the 
Patriot  antimissile  mis- 
sile. It's  in  very  big 
demand  in  the  gulf. 


GLASS  ACT 

AVID  D.  Glass, 
CEO  OF  Wal- 


FOUNDER  Sam  WAI't 

But  Glass  is  guidc 

WAL-MART'S  EXPAfel 


Mart  Stores,  lives  in  the     aiming  for  more  d 
shadow  of  legendary         stores,  new  who  b 
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STEEL  NERVE 

ENNETH 
.  IVERSON.  CEO 
OF  NUCOR,  IS  BEATING  THE 
BIG  STEELMAKERS.  BY 
INVESTING  IN  NEW  TECH- 
NOLOGY, THIS  NICHE  PLAY- 
ER IS  BATTLING  GIANTS 
IN  FLAT-ROLLED  STEEL 
FROM  OIL  PIPELINES  TO 
AUTO  PARTS. 


-AND  DOUBLE-DIGIT 

IGS  GROWTH.  With 

TITORS  CHOKING  ON 
3LASS  IS  TAKING  THE 
OR  THE  '90s. 


SMART  MONEY 

llRST  WACHOVIA 

Chairman  John 
Medlin,  57,  IS  the  guru  of 
prudent  lending. 
Criticized  in  the  '80s  for 
stodginess,  medlin's 
conservative  lending 
practices  are  the  gold 
standard  for  the  '90s.  is 
a  juicy  banking  acquisi- 
tion in  the  offing? 


UP  AND  AWAY 

TEPHEN  Wolf  is 
'piloting  United 
Airlines  to  new  heights, 
he  placed  the  biggest 
airline  order  ever,  $22 
billion,  for  boeing  wide- 
BODY  JETS,  PICKED  UP  Pan 


AM'S  COVETED  LONDON 

routes  for  just  $400 
million.  and  then  out- 
dueled  archrival 
american  for  rich 
Chicago-to-Tokyo 
ROUTES.  United  even 

REGAINED  ITS  NO.  1  SLOT. 
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EINTREPRENEURS 


BEST 


VIDEO  WISE 

Jhanks  to 

Shanghai-born 
Henry  Yuen  and  Daniel 
kwoh.  there's  finally  a 
simple  way  to  tape  the 
Simpsons  while  you're 


OUT  TO  dinner.  Just 

PUNCH  IN  THE  SHORT  CODE 
YOU  SEE  PRINTED  IN  MANY 
TV  LISTINGS.  AND  THEIR 

NEW  $60  VCR  Plus  from 
Gemstar  Development 
will  do  the  rest. 


SWELL  IDEA 

THEY  DID  THE 
IMPOSSIBLE,  WITH 
BIOTECH  VENTURES 
STARVED  FOR  CAPITAL. 
STARTUP  PROS  ROBERT 

NowiNSKi.  Christopher 
Henney.  AND  George 
Rathmann  raised  $33 
mill  ion  to  launch  icos. 
The  Seattle  pharmaceu- 
tical MAKER  IS  TARGETING 
A  RED-HOT  MEDICAL 
MARKET  DISEASES  CHAR- 
ACTERIZED BY  INFLAMMA- 
TION, INCLUDING  RHEUMA- 
TOID ARTHRITIS,  MULTIPLE 
SCLEROSIS.  AND  ASTKIMA. 


GRAY  MATTER 

S  A  STUDENT 

.  AT  MIT.  Danny 

HILLIS  HAD  A  dream: 
PUTTING  TOGETHER  SUPER- 
COMPUTERS SO  THEY 
COULD  PROCESS  IN  PARAL- 
LEL. His  DESIGN  IS  NOW  THE 
BLUEPRINT  FOR  THE  INDUS- 
TRY. Revenues  for 
Thinking  Machines  Corp., 
Cambridge,  should  reach 

$60  MILLION  this  year. 
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T     M  E 


Public  Service 


BEST 


CLASS  ACT 

'ITH  ITS  "My 

Friend 
Taught  Me"  program, 
cigna  is  reaching  out  to 
young  folks.  every 
Wednesday  afternoon. 


DURING  WORK  HOURS.  r75 

inner-city  kids  from 
Hartford  are  bused  to 

CIGNA'S  OFFICES  for  ONE- 
ON-ONE  HELP  WITH  MATH 
AND  READING  THEIR  TUTORS; 
EMPLOYEE  VOLUNTEERS. 


TEEN  AID 

ON'T  DROP  OUT. 

BURGER  King  is 

HELPING  TEENS  STAY  IN 

SCHOOL.  Its  10  after- 
school  "Academies"  pro- 
vide tutoring  and 
involve  kids  in 
community  service. 


GOOD  WORKS 

Y  monitoring 

'  FREE  ELECTIONS 

IN  Haiti,  building  housing 
FOR  America's  working 
poor,  and  battling  dis- 
ease IN  Africa,  Jimmy 
Carter  is  doing  good, 
not  cashing  in.  DuPont, 
Merck,  and  American 
c  yanamid  are  backing 

1  HE  EX-PRESIDENT  IN  HIS 
MEDICAL  MISSIONS. 


^BEST  OF  1990 
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Scientific  Ti^novations 

B     E"     S  T 
SLICK  SPHERES  onthetrailof  applica- 

ARKING  BACK  TO      TIONS,  INCLUDING  A  SUPER- 
.  ALCHEMY,  SCI"  SLIPPERY  LUBRICANT  AND  A 

ENTISTS  AT  THE  UNIVERSITY        NEW  KIND  OF  RECH  ARGE- 

OF  Arizona  AND  THE  Max        able  battery. 
Planck  Institui  e  for 
Nuclear  Physics  in 
Germany  synthesized 
a  new  class  of 
molecules  called 
"buckyballs"  they 
consist  of  60  car- 
bon atoms  arranged 
in  a  spherical  form 
resembling  buckminster 
fuller's  geodesic  domes, 
chemists  are  already  hot 


RAY  OF  HOPE 

~"  L  Labs 

H  jFARCHER 

Alan  Huang  ha  5  a 

VISION  OF  THE  r.'TURE: 
computers  that  USE 

laser  light  to  achieve 
processing  speeds 


1,000  TO  10.000  TIMES 
FASTER  THAN  TODAY  S 
SPEEDIEST  ELECTRONIC 
COMPUTERS,  His  PROTO- 
TYPE OPTICAL  PROCES- 
SOR, ABOUT  4  FEET 
SQUARE.  IS  BEING  SHRUNK 
TO  3  INCHES  SQUARE. 


P 


REAL  GEMS 

ihese  ultrapure 
diamonds  were 
created  in  general 
Electric  s  research 
LABS.  Superb  heat  con- 
ductors, they  may  help 
keep  electronic  circuits 
cool.  Meanwhile,  other 
scientists  in  the  U.S.  and 
abroad  used  thin  films 
OF  synthetic  diamond  to 
make  everything  from 
transistors  to  amazing- 
ly clear  windows. 


'1 

I- 
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EYEING  VENUS 

espite  its  many 
troubles, 
nasa  managed  an 
intriguing  mission  to  the 
Earth's  cloud-shrouded 
TWIN,  Venus.  Launched 
from  the  Shuttle,  the 
Magellan  probe 
reached  Venus  in 
August  and  sent  back 
images  of  remarkably 

PRISTINE  craters, 

revealing  that  Venus' 
surface  is  far  younger 

THAN  scientists  HAD 

thought. 


MIRACLE  GENES 

HE  AGE  OF  GENE 
THERAPY  IS 
DAWNING.  In  a  landmark 
EXPERIMENT,  DOCTORS 

AT  THE  National 


Institutes  of  health 
have  inserted  the  first 
therapeutic  gene  into  a 
human  being— a  young 
girl  with  an  enzyme  defi- 
ciency that  left  her 
without  a  functioning 
immune  system  a  similar 
experiment  has  begun 
with  cancer  patients.  in 
the  lab.  scientists  are 
now  able  to  correct 
genetic  defects  by 
inserting  new  genes  into 
individual  cells. 


CHIP  POWER 

.  ACKING  THE 
PUNCH  OF  AN  IBM 
3090  MAINFRAME,  INTEL'S 
486  MICROPROCESSOR  HAS 
STARTED  A  NEW  AGE  IN 
PERSONAL  computing: 
MULTIPROCESSING.  PCS 
BUILT  WITH  THIS  12  MILLION- 
TRANSISTOR  CHIP  CAN  BE 
LINKED  IN  NETWORKS  THAT 
BRING  UNPRECEDENTED 
POWER  TO  THE  DESKTOP. 
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THE 


Advertising 


EST 


SOFT  TOUCH 

ALL  !T  THE 
KINDER.  GENTLER 

Nike.  In  its  TV  ads. 
Michael  Jordan  still 
slams.  and  bo  jackson 
still  JAMS.  But  this  year 
a  print  ad  with  elegiac 
copy  and  the  image  of  a 
lone  runner  gives  a 
softer  nuance  to  nike's 
"Just  Do  It'  rallying  cry. 
Agency:  V\/ieden  & 
Kennedy. 


FUNNYMAN 
'^K^Mt^'  innesota 

.^L^K^^  DARK 
HORSE  PAUL  WELLSTONE 
USED  A  SERIES  OF 
WITTY  TV  SPOTS  TO 
UNSEAT  SENATE 
INCUMBENT  RUDY 
BOSCHWITZ.  In  THIS  COM- 
MERCIAL. MINNEAPOLIS 

ADMAN  Bill  Hillsman 
offers  a  deft  takeoff  of 
"Roger  and  me." 


A  TOWERING  AD 

N  AERIAL  SHOT 
..OF  HUNDREDS  OF 
PEOPLE  IN  THE  UTAH  DESERT 
CREATING  A  GIANT  HUMAN 

FACE.  Theme:  Global  har- 
mony. The  ad  won  many 
1990  accolades.  by 
Saatchi  &  Saatchi  for 
British  Airways. 
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Investing 


SEARCHIKG  OUT  SLICK  PLAYS 
IH  THE  OIL  PATCH 


F 


lor  months,  oil  prices 
lliave  swung  wildly  on 
the  latest  Middle  "East 
news.  They've  been  whip- 
sawed  by  fears  of  war  and 
$60-a-barrel  oil  one  day  and 
by  predictions  of  peace,  gluts, 
and  $10  oil  the  next.  Given  all 
of  this,  oil  stocks  may  seem 
an  unlikely  investment  haven. 
But  many  ex]jerts  say  that, 
with  oil  shares  below  their 
pre-Iraqi  invasion  levels,  now 
is  a  good  time  to  plunge  into 
the  oil  patch. 

Why?  The  industry  has 
been  steadily  recovering  since 
1988.  And  even  if  oil  prices 
crash  on  a  Middle  East  settle- 
ment, many  experts  believe 
that  as  OPEC  reins  in  1991  out- 
put, prices  will  bounce  back  to 
$28  or  $24  a  barrel.  That 
would  about  match  1990's  lev- 
el .ind  be  up  from  an  average 
of  $l').65  a  barrel  in  1989. 


Such  prices  could  help  earn- 
ings of  a  wide  range  of  oil 
companies  that  can  stay  prof- 
itable even  at  $18  a  barrel.  Of 
course,  prices  and  earnings 
could  rise  more  sharply  if  a 
prolonged  conflict  damages 
Middle  East  oil  fields,  cutting 
off  supplies. 

Still,  be  choosy.  Look  for 
companies  with  low-cost  ex- 
ploration, wide  access  to 
crude  supplies  for  their  refin- 
eries, and  sophisticated  refin- 
ing and  marketing  networks. 

Some  major  integrated  oil 
companies  such  as  Texaco, 
Exxon,  and  Royal  Dutch/ 
Shell  are  selling  at  less  than 
11  times  projected  1991  earn- 
ings. They  are  partially 
hedged  against  falling  oil 
prices  because  their  refining, 
marketing,  and  chemical  oper- 
ations benefit  from  cheaper 
crude.  Most  also  have  large 


natural-gas  holdmgs,  which 
will  pay  off  when  new  clean- 
air  laws  take  effect  over'  the 
next  few  years. 

Since  its  costly  legal  scrap 
with  Pennzoil  in  1985  over 
Getty  Oil,  Texaco  has  im- 
proved earnings  by  focusing 
on  low-risk  projects  with 
quick  payouts.  It  has  brought 
its  drilling  success  rate  up  to 
54'/'  in  1990  from  317'  in  1988. 
Yet  it  has  managed  to  get 
footholds  in  some  far-flung 
frontier  areas  with  enormous 
potential.  At  60  a  share,  it's 
selling  at  about  10  times  pro- 
jected 1991  earnings. 

Exxon  fetches  a  higher 
price-to-earnings  ratio  but  is 
more  stable.  Most  of  the  Val- 
dez  cleanup  costs  are  behind 
it.  After  years  of  struggling, 
Exxon  is  starting  to  improve 
its  weak  exploration  record 
and  making  better  use  of  its 


c  (■ 


1° 


vast  worldwide  oil  reserve: 
Exxon  has  more  of  its  refii 
ing  and  production  operation  st 
overseas  than  do  other  m; 
jors.  That  and  a  strong  ba 
ance  sheet — debt  is  237' 
capital — will  help  it  ride  out 
domestic  recession  and  iifrit 
crease  1991  earnings  119  if: 
says  First  Boston  analyst  Wi  i 
liam  Randol.  Investors  alsft! 
reap  a  5.47'  dividend. 
LEVERAGE.  Sticking  closer  t 
home,  George  Gaspar  at  br 
kers  Baird  &  Co.  in  Milwai 
kee  suggests  two  domesb  fc 
integrated  companies:  Ker 
McGee  and  Phillips  Petr( 
leum.  Both  have  good  expl 
ration  records,  solid  balanc 
sheets,  and  lots  of  new  o 
production  coming  on  in  tb 
North  Sea.  Earnings  at  Phi 
lips  will  rise  as  much  as  15' 
annually  through  the  mi( 
1990s,  Gaspar  predicts.  Bot 
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/e  large  petrochemical  op- 
itions  that  have  been  hurt 
higher-cost  oil,  but  those 
its  should  benefit  if  oil 
ces  stabilize  in  the  mid-20s. 
d  the  stocks  are  cheap:  At 
Phillips  sells  for  about 
le  times  projected  1991 
■nings,  or  approximately 
r  of  its  breakup  value,  ac- 
•ding  to  Caspar, 
f  you're  willing  to  bet  on 
•h  oil  prices,  you  might 
nt  to  look  at  companies 
,h  more  "operating  lever- 
i."  Each  dollar  increase  in 
prices  boosts  British  Petro- 
m's  annual  earnings  by  an 
imated  9a  and  those  of 
lerada  Hess  by  8%.  Pure 
ploration  companies  are 
>n  more  leveraged:  Oryx 
ergy's  yearly  earnings 
lid  rise  IdTA.  But  lower  oil 
ces  can  push  earnings 
vn  as  quickly,  since  explo- 
ion  companies  don't  have 
ler  businesses  to  cushion 
•ir  fall. 


SOME  OIL  STOCKS  ANALYSTS  PREFER 


Company  Price/earnings  ratio* 

Comments 

USX 

8.1 

May  spin  off  steel  unit,  making  purer 
play  based  on  oil  reserves;  nice  4.5% 
dividend 

TEXACO 

in  1 

Lowest  p-e  of  Big  Oil  companies;  vast 
worldwide  reserves;  exploration  record 
improving 

KERR-McGEE 

10.5 

Large  oil  production  coming  on  line;  siz- 

able chemical  and  refining  operations 

*  Based  on  1991  estimated  eomings 


DATA:  C.J  WWRENCE  MORGAN  GRENFELL  INC. 


A  less  speculative  strategy 
is  to  find  companies  ripe  for 
restructuring  or  possible  ac- 
quisition. Occidental  Petro- 
leum, Pennzoil,  and  usx  are 
candidates.  All  have  large  oil 
and  gas  assets  that  are  vastly 
undervalued. 

At  6-5,  Pennzoil  stock  sells 
for  barely  half  of  its  ap- 
praised breakup  value  per 
share.  It's  down  27''  from  De- 
cember, 1989,  when  it  invest- 
ed its  $2.1  billion  windfall 
from  Texaco  in  an  8.8'/  Chev- 
ron stake,  starting  another  le- 
gal brawl.  If  Pennzoil  can't 


soon  turn  around  its  weak 
businesses,  which  include  mo- 
tor oil  and  sulfur,  analysts  be- 
lieve it  will  spin  them  off  into 
separate  companies — or  possi- 
bly sell  out  to  Chevron. 
TECHNO-PLAYS.  Look  for  com- 
panies that  have  clearly  de- 
fined niches,  such  as  special- 
ized markets  or  emerging 
technologies.  Suzanne  Cook, 
oil  analyst  for  Merrill  Lynch 
Capital  Markets,  suggests 
Schlumberger,  Baker  Hughes, 
and  Halliburton.  While  all  ap- 
pear expensive,  they're  su- 
preme in  their  businesses  of 


providing  services  for  drilling 
and  jjroduction,  so  they  can 
charge  higher  prices,  keeping 
margins  up. 

At  55  a  share,  Schlum- 
berger sells  for  16  times  esti- 
mated 1991  earnings.  But  the 
company  dominates  "wire- 
line" services,  which  electroni- 
cally provide  critical  data 
from  deep  in  wells  about  oil 
formations.  The  company  is 
also  sitting  on  $1.5  billion  in 
cash.  Conk  predicts  that  earn- 
ings will  grow  207'  annually 
through  the  mid-1990s. 

If  you  really  want  a  tech- 
nology play,  check  out  compa- 
nies dealing  in  the  seismic 
data  that  geologists  use  in 
finding  oil.  Cook  suggests 
Landmark  Graphics,  which 
sells  powerful  computer 
workstations  that  help  pro- 
cess and  interpret  the  data. 
Oil  companies  will  still  need 
better  tools  to  find  crude,  no 
matter  what  happens  in  the 
Middle  East.  Mark  hry 


Valuables 

IRST  AID 
DR  AILING 
RTWORK 


nyone  who  has  recent- 
ly  seen  the  Sistine  cha- 
pel  knows  the  magic 
.torers  can  perform  on  de- 
nng  masterpieces.  But  art 
iservation  isn't  just  for  mu- 
ims.  Any  painting,  whether 
las  been  stored  in  a  musty 
ic  or  displayed  in  your  liv- 
room,  may  need  some 
.intenance  over  time. 
Besides  major  damage  from 
ods  or  fire,  paintings  can 
Ffer  a  host  of  subtle  ail- 
:nts — ^^caused  by  sunlight, 
ings  in  humidity,  or  other 
nospheric  conditions.  Can- 
nes become  brittle  from  oxi- 
tion,  making  edges  tear, 
intings  may  "cup,"  creating 
avage  between  canvas  and 
int.  Varnishes  darken  with 
le,  obscuring  colors. 
NiGN  NEGLECT.  Deciding 
lether  to  restore  a  picture 
1  be  tricky.  If  the  painting 
in  particularly  bad  shape, 
?  result  might  be  more  the 
>rk  of  a  1991  restorer  than  a 


1790  master.  And  a  botched 
job  can  hurt  the  value  of  a 
painting.  "Sometimes  benign 
neglect  is  the  best  thing  of 
all,"  says  Everett  Fahy,  chair- 
man of  European  paintings  at 
the  Metropolitan  Muse- 
um of  Art  in  New 
York. 

Still,  restoration  can 
vastly  improve  the  look 
of  a  painting  and 
should  be  considered  if 
a  work  appears  to  be  in 
disrepair.  The  first  step 
is  finding  a  good  re- 
storer. In  the  U.  S., 
there's  no  official  certi- 
fication, which  means 
that  anyone  can  hang 
out  a  shingle.  Some 
frame  shops  advertise 
restoration  services, 
but  many  simply  con- 
tract with  outside  ex- 
perts and  charge  you  a 
marked-up  price.  It's 
better  to  deal  with  the 
restorer  directly. 

One  reliable  resource 
is  the  American  Insti- 
tute for  Conservation 
(202  232-6636),  which  offers  a 
free  referral  service.  Many 
museums  will  also  provide 
lists  of  local  restorers.  Find 
out  where  the  person  was 
trained  and  check  references. 


It's  a  good  sign  if  the  restorer 
has  done  work  for  a  museum. 

Before  signing  a  contract, 
ask  the  restorer  to  outline  the 
work  to  be  done — and  read 
the  proposal  carefully.  Ross 


Merrill,  now  chief  of  conser- 
vation at  the  National  Gallery 
in  Washington,  says  he  once 
shocked  a  private  client  by  re- 
moving clouds  that  weren't 
originally  part  of  the  painting. 


He  stated  his  intention  to  do 
so  in  his  proposal,  he  says, 
but  the  owner  didn't  read  it. 

Not  all  restorations  result 
in  major  changes.  Many  sim- 
ply take  care  of  cosmetic 
problems.  Grime  can  be 
erased  with  detergents 
and  darkening  varnish- 
es removed  with  sol- 
vents. Where  paint  is 
missing,  restorers  do 
"in-painting,"  filling  in 
spaces  without  cover- 
ing any  of  the  existing 
paint. 

BIG  PICTURE.  Restorers 
quote  rates  from  $25 
to  $100  an  hour.  But 
such  numbers  can  mis- 
lead. Instead,  ask  that 
the  contract  say  how 
long  a  job  will  take, 
and  get  a  total  cost  es- 
timate. It  should  in- 
clude a  provision  for 
written  and  photo- 
graphic documentation 
of  the  restoration  for 
future  reference. 

Despite  what  how-to 
books  say  about  caring 
for  paintings,  leave  restora- 
tion to  pros.  Says  the  Nation- 
al Gallery's  Merrill:  "There 
are  a  lot  of  do-it-yourselfers 
out  there.  They  should  be  dis- 
couraged."    Andrea  Rothman 
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A  SUPER  BOWL 
SITE  THAT'S 
—WELL,  SUPER 

Come  Jan.  27,  the  i'. 
crowd  will  be  in  Tan, pa 
for  Super  Bowl  XXV. 
But  football  won't  be  the  onl> 
game  in  town.  America's  oth- 
er Bay  Area — the  Tampa,  St. 
Petersburg,  and  Clearwater 
triad— is  enlivened  by  a  di- 
verse ethnic  history. 

Tampa's  Latin  Quarter 
cum  Greenwich  Village  is 
Ybor  City,  where  the  newspa- 
per La  (laccta  has  published 
one  edition  weekly  in  English, 
Spanish,  and  Italian  for  near- 
ly 70  years.  In  recent  years, 
visitors  have  been  lured  back 
by  Ybor's  turn-of-the-century 
ambience,  specialty  shops, 
and  hearty  Cuban  sandwiches 
filled  with  baked  ham,  pork, 
salami,  and  Swiss  cheese. 

On  East  Seventh  Avenue, 
Ybor's  main  drag, 
the  browsing  is 
brisk.  Check  out 
the  Three  Birds 
Bookstore  ("Would 
it  kill  you  to  read  a 
book?"  its  sign 
asks),  La  France 
for  vintage  cloth- 
ing, and  Dog  Eat 
Dog  Art  Wear  for 
hand-painted  a]>- 
parel.  Farther 
along  is  the  Colum- 
bia Restaurant 
(Bi;]  248-49(51),  a 
Spanish  jewel  with 
hand-jjainted  ce- 
ramic tiles,  carved 
wooden  archways, 
and  a  proud  pael- 
la, or  baked  sea- 
food, pork,  and 
chicken  over  yel- 
low rice. 

LIVE    JAZZ.  Alts 

and  entertainment 
are  the  lifeblood  of 
the  new  Ybor  City.  Ybor 
Square,  a  cluster  of  buildings 
that  once  housed  a  cigar  fac- 
tory, is  now  home  to  an  eclec- 
tic collectibles  market.  Across 
the  street.  Cafe  Creole  serves 
zesty  Cajun  dishes.  In  El  Pa- 


ROM  CLEARWATER  BEACH,  WOULD-BE  PIRATES  CAN  EMBARK  ON  A  TWO-HOUR- 
LONG  GULF  OF  MEXICO  CRUISE  ABOARD  CAPTAIN  MEMO'S  SEA  HOGGE 


saje  Plaza,  behind  the  restau- 
rant. New  Orleans-style  jazz 
is  featured  under  the  stars. 

Tarpon  Springs,  across 
Tamjja  Bay,  claims  to  be  the 
sponge-diving  capital  of  the 
world.  Sidewalks  are  piled 
high  with  freshly  harvested 
sponges  and  spiral-shaped 
conch  shells.  The  district's 


BOR'S  COLUMBIA  RESTAURANT 
OFFERS  SPANISH  ATMOSPHERE 


two  dozen  Greek  restaurants 
offer  such  dishes  as  pastitsio 
(pasta  and  meat)  and  baklava 
(a  nutty  pastry). 

Downtown  Tarpon  has  a 
thriving  antiques  trade,  too.  A 
stroll  around   shady  Spring 


Bayou,  with  its  restored  man- 
sions, is  an  excellent  stress  re- 
liever, particularly  at  sunset 
when  the  sky  explodes  in  red, 
orange,  and  purple. 
SHIP  AHOY.  Should  the  ocean 
call,  take  a  ride  on  Captain 
Memo's  bright-red  Sea  Hogge 
off  Clearwater  Beach.  During 
Memo's  two-hour  chartered 
pirate  cruises  in  the  Gulf  of 
Mexico  ($25  per  adult;  $12  per 
child;  813  446-2587),  you  can 
watch  dolphins  swim  in  the 
ship's  wake  as  you  sip  the 
captain's  special  pirate  grog. 
You  may  even  see  the  captain 
climb  up  the  ship's  mast  and 
cry  out  at  passing  yachts: 
"We're  having  more  fun  than 
you  are." 

Kids  have  it  good  in  the 
Tampa  Bay  area,  with  the 
Children's  Museum  of  Tampa, 
the  hurricane  simulator  at  the 
Museum  of  Science  &  Indus- 
try, and  the  lush  new  natural 
settings  at  the  Dowry  Park 
Zoo.  Across  the  bay,  in  St.  Pe- 
tersburg, Great  Explorations 
The  Hands  On  Museum  is 
[lacked  full  of  sight,  sound, 
and  touch  sensations,  includ- 
ing a  pitch-black  tunnel  that 
you  must  feel  your  way 
through.  Just  a  few  blocks 
away,  the  Salvador  Dali  Mu- 
seum houses  the  world's  larg- 
est collection  of  art  by  the 
Spanish  surrealist. 

Of  course,  much  of  the  ac- 
tion in  Tampa  in  January  will 
center  around  Super  Bowl 
XXV.  Tickets,  alas,  will  be 
hard  to  come  by.  But  a  prolif- 


eration of  spor 
bars  means  no  oi 
need  watch  the  b 
game  in  a  hot 
room.  More  than 
dozen  pubs  off 
large-screen  TV 
multiple  sets,  ar 
tickers  that  fla: 
scores.  The  be 
include  Diamon^ 
Restaurant 
Clearwater,  Che( 
leaders  Cafe 
Palm  Harbor,  ai 
the  Press  Bo 
Champions,  ai 
(New  York  Me 
first  basem 
Dave)  Magadar 
Sports  Cafe 
Tampa. 
The  nightli 
and  club  action  is  spread  o 
across  Tampa  Bay.  Try  Bn 
ritz.  Equator,  Trends,  and  t 
Yucatan  Liquor  Stand  f 
dancing;  Brothers  for 
jazz;  and  the  Ringside  Ca 
and  Skipper's  Smokehouse  f 
live  blues.  For  laughs,  then 
radio  personality  Ron  Be 
nington's  Comedy  Scene 
Clearwater  ($7  weekend  ccl 
er;  813  791-4477).  For  more 
formation  on  activities  in  t|*' 
area,  call  800  44-TAMPA, 
800  678-4()35.     Bob  Andelm 


Worth  Noting 

■  ISRAELI  INVESTMENT.  Sta 

Trade,  a  new  mutual  fun 
group  (800  441-9897),  target  » 
investors  who  oppose  th 
Arab  boycott  of  Israel.  II 
four  portfolios,  managed 
Bear  Stearns,  hold  only  con 
panics  doing  business  wit 
Israel. 

■  TAGGING  TODDLERS.  Yol  ^ 

child  turns  2  in  the  Ne 
Year?  Fiesolve  to  get  a  Soci: 
Security  number  to  go  wit 
the  personal  exemption, 
the  IRS  can  levy  a  $50  fin 
For  returns  after  1991,  tl 
law  will  cover  1-year-old 
notes  Coopers  &  Lybrand. 

■  COMPACT  COURSE.  Livin 
Language  crash  lessons 
French,  German,  and  Italia 
are  out  on  compact  disk.  F( 
$30  per  language,  you  gi 
two  hour-long  CDs,  a  stuc 
manual,  and  pocket  dicti 
narv  (800  733-3000). 
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Damon  Group  58 
Data  General  101 
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Dell  Computer  101 
Delta  Air  Lines  91 
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Wallace  86 
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IBM 
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General  Electric 
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Gulf  Oil 
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Shell  Oil 

14 

Occidental  Petroleum 
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U  S,  Steel 
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Phillips  Petroleum 
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27 
milium 
Americans 
can't  read. 
And  guess 
who  pays 
the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


il  Coalition  for  Literacy 
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We  don't  have  a  Business  Class  anymore. 
Instead,  we  have  Raffles  Class.  Where  gentlemen  can  freshen  up  with  toiletries  by  Nina  Ricci  —  or 
Elizabeth  Arden  for  our  lady  passengers.  So  as  you  can  see,  it's  more  than  just  Business  as  usual. 


SinQAPORE  AIRLinES 

A  great  way  to  fly 


ivestment  Figures  of  the  Wee 


IIMENTARY 

new  year  was  off  to  a  listless 
t  in  the  financial  markets.  Tfie 
/  Jones  industrial  average  fell 
aoinis,  with  most  of  the  cJe- 
i  occurring  on  Jan.  2.  But 
II  stocks  were  uncharacteristi- 
f  strong  and  ended  a  dreadful 
r  by  gaining  slightly  in  recent 
s.  Another  bright  spot:  Bond 
es  rallied,  reacting  to  a  half- 
It  cut  in  the  prime  rate  by  ma 
jonks.  However,  talk  of  a  pos 
;  Persian  Gulf  settlement 
imered  energy  futures.  Oil 
Si  fell  beneath  $27  a  barrel. 


STOCKS 

Dec.       June  Dec. 


BONDS 

Dec.  27. Jon.  2  Dec.       June       Dec.      Dec.  27-Jan.  2 

■  340  ISOO 


THE  DOLLAR 

Dec.       June       Dec.      Dec.  27-Jan.  2 


1280  80 


1250  70 


52-week  change 


1  -week  change 


i>/.'  week  ctiong..' 


1-week  change 


52  weel-  change 


1  week  change 


-9.0% 

.3% 

-1.1%  ^1.4% 

-8.6% 

1.6% 

lARKET  ANALYSIS 

>.  STOCKS 

Latest 

%  change 
Week  52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

V  JONES  INDUSTRIALS 
COMPANIES  (Russell  1000) 

VLL  COMPANIES  (Russell  2000) 
COMPANIES  (Russel'  3000) 

2610,6 
169.4 
131.7 
179.0 

-1.0 
-1.3 
0.6 
-1.2 

-7.1 
-9.8 
-22.9 
-10.6 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  son  PRIfF/FARNINf^S  RATIO 

6.7% 
8.2% 
3.6% 
15.0 

6.7% 
8.3% 

3.6% 
15.2 

7.9% 
8.0% 
3.1% 
14  8 

7o  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

iEISN  STOCKS 

latest 

Week 

52 -week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  overage 
Speculative  sentiment;  Put/coll  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

325.6 
34.7% 
0.55 
0.50 

326.8 
32.1  % 
0.42 
0.40 

Positive 
Neutral 
Positive 
Positive 

DON  (FINANCIAL  TIMES  100) 
YO  (NIKKEI  INDEX) 
ONTO  (TSE  COMPOSITE) 

2128.3 
23,848.7 
3239.4 

-1.3 
-0.2 
0.0 

-13.6 
-38.7 
-19.2 

IDUSTRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC 

fR-WEEK  LEADERS 

% 

4-week 

change 

52-week 

Strongest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

OMEBUILDING 

19.5 

-19.5 

U.  S.  HOME 

30.0 

-72.9 

/32 

OLD  MINING 

18.0 

-12.7 

PLACER  DOME 

19.3 

-6.8 

17 

lACHINE  TOOLS 

13.5 

-40.9 

CINCINNATI  MILACRON 

20.5 

-37.1 

1 1 

lANUFACTURED  HOUSING 

12.3 

-5.8 

FLEETWOOD  ENTERPRISES 

12.9 

-8.9 

21% 

EISURE  TIME 

10.8 

-45.8 

HANDLEMAN 

18.4 

-38.7 

12% 

fR-WEEK  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

EAL  ESTATE  INVESTMENT  TRUSTS 

-14.2 

-43.0 

FIRST  UNION  REAL  ESTATE 

-32.2 

-53.2 

7% 

NGINEERING  AND  CONSTRUCTION 

-5.6 

1.3 

FLUOR 

-6.4 

0.0 

36% 

ATURAL  GAS  DISTRIBUTION 

-4.4 

-16.4 

ENSERCH 

-8.5 

-23.9 

20  V4 

OMESTIC  OIL 

-4.1 

-8.8 

OCCIDENTAL  PETROLEUM 

-18.3 

-38.0 

18% 

OMPUTER  SOFTWARE  AND  SERVICES 

-3.3 

-22.7 

LOTUS  DEVELOPMENT 

-11.1 

-35.5 

20 

lUTUAL  FUNDS; 


lDERS 

-week  total  return 


\P\  GROWTH  1 1.9 

)EAN  WinER  DEVELOPING  GROWTH  SECS.  11.3 

JRUCE  10.5 

week  total  return  % 

■IDELITY  SELECT  BIOTECHNOLOGY  43  6 

FINANCIAL  STRATEGIC  HEALTH  SCIENCES  24  9 

FIDELITY  SELECT  HEALTH  CARE  23  0 


LAGGARDS 

Four-week  total  return 


EQUITY  STRATEGIES  -3.38 

FIRST  AUSTRALIA  PACIFIC  RIM  -3.31 

PAINEWEBBER  MASTER  ENERGY  UTILITY  -3.27 

52-week  total  return  % 

SHERMAN  DEAN  -45.1 

STRATEGIC  INVESTMENTS  -44.5 

STEADMAN  OCEANOGRAPHIC  TECHNOLOGY  -43.5 


S&P  soo 

eek  total  retun 


MORNINGSTAR  INC- 
52-week  totcil  return 


ElATIVE  PORTFOLIOS 


lar  amounts 
resent  the  present 
ue  of  $10,000 
ested  one  year 
>  in  each  portfolio 

rentages  indicate 
-day  total  returns 


nil 


Money  market  fund 
$10,675 

-1-0.14% 


Trea.sury  bonds 
$10,516 

-f  0.25% 


Gold 
$9,483 

+  2.01  % 


U.  S.  stocks 
$9,342 

-0.46% 


DATA  RESOURCES  INC 


Foreign  stocks 
$8,113 

0.00% 


lata  on  this  page  are  os  of  market  close  Wednesday,  Jan.  2,  1991,  unless  olherwis 
stry  groups  include  S&P  500  companies  only;  performance  and  shore  prices  ore  as  of  i 


Dec.  31.  Mutual  fund  returns  ore  as  of  Dec.  28.  Relotive  portfolios  ore  volu' 
detailed  explanation  of  this  page  is  cvoiloble  on  request. 
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CRUNCH  TIME 
FOR  SERVICES 

the  Soviet  Union,  countries  such  as  Pakistan,  North  Kort, 
and  China  are  suspected  of  helping  Iraq  to  enrich  uraniuk 
or  develop  its  missile  capability. 

Washington  also  wants  to  beef  up  the  Vienna-based  Int( 
national  Atomic  Energy  Agency,  plus  London-  and  Austi 
lia-based  groups  that  monitor  trade  in  nuclear  materials.  T 
Administration  is  also  seeking  ways  to  use  the  U.  N. 
restrict  access  to  nuclear  weapons. 

Yet  the  fact  is  that  there  seems  to  be  no  effective  way 
stop  Saddam's  quest  for  the  bomb  without  addressing  t 
broader  issue  of  nuclear  nonproliferation.  Other  countri 
that  are  said  to  be  on  the  nuclear  threshold  include  Argen 
na,  Brazil,  Egypt,  India,  Israel,  South  Africa,  and  Taiwj 
Although  there  are  a  handful  of  specific  technologies  th 
are  still  firmly  in  Western  hands,  the  nuclear  genie  is  ve 
close  to  having  escaped  the  bottle.  Either  the  West  faces 
to  the  challenge  of  containing  the  global  spread  of  nude; 
related  technology,  or  it  is  only  a  matter  of  time  before  soi 
madman  brandishes  a  fistful  of  nuclear  bombs.  The  instil 
tions  and  mechanisms  exist.  It  is  a  question  of  will  and  Ion 
term  commitment. 

Jj^  s  the  economy  heads  further  into  recession  in  1991, 
what  sector  is  going  to  be  the  big  loser?  Early 
^^^A  indications  are  that  services — the  two-thirds  of  pro- 
duction not  manufactured  or  mined — are  going  to  be  hardest 
hit  (page  62).  In  last  year's  Industry  Outlook,  we  pointed  to 
weaknesses  in  services  that  already  suggested  a  bad  year, 
and  we  were  right.  Retailing,  fast  food,  restaurants,  adver- 
tising, publishing,  real  estate,  and  banking  had  a  terrible 
year,  and  the  chilling  prospect  is  for  more  of  the  same. 

Of  course,  the  economy  will  bounce  back,  and  so  will  these 
industries.  But  when?  The  consensus  of  economists  polled 
by  BUSINESS  WEEK  is  that  there  will  be  an  upturn  in  the  third 
quarter  of  1991,  but  there's  no  guarantee  that  they  are 
right.  After  all,  they  didn't  see  the  recession  coming.  Why 
should  they  be  correct  in  timing  its  departure? 

But  until  the  economy  turns,  the  service  sector  is  in  for  a 
particularly  rough  time.  Part  of  the  reason  is  the  deferrable 
nature  of  many  services.  Far  more  important  is  that,  unlike 
manufacturing,  services  haven't  gone  through  a  slimming- 
down  exercise  in  years.  Having  gorged  itself  during  the  '80s, 
the  sector  has  become  woefully  overstaffed  and  underman- 
aged  compared  with  manufacturing.  In  a  recession,  the  ugly 
truth  is  there  for  all  to  see.  Overall,  the  manufacturing 
sector,  which  had  to  slash  overhead  in  the  1981-82  recession 
to  survive,  is  in  better  shape  to  cope  with  a  recession  than 
services. 

What  are  managements  in  these  industries  to  do?  The 
specific  remedies  will  obviously  vary  from  industry  to  indus- 
try, but  there  is  a  common  message  for  all:  Cut  costs  with 
an  eye  to  the  long  term.  Paring  payrolls  will  be  necessary, 
especially  in  the  bloated  and  overstaffed  banking  and  securi- 
ties industries.  Other  industries,  notably  retailers,  must 
slash  their  swollen  debt-servicing  costs.  In  some — for  exam- 
ple, restaurants— an  industrywide  contraction  is  inevitable. 
Transcending  details,  though,  is  the  recession's  unyielding 
pressure.  Managements  that  can't  get  their  costs  under 
control  will  find  the  market  does  it  for  them. 

SOVIET  REFORM 

GAINS  A  LIFE  OF  ITS  OWN 

^■■he  start  of  1991  in  the  Soviet  Union  finds  the  hea 

^H^spirit  of  perestroika  all  but  evaporated.  Gone  from  t 

H  scene  are  early  architects  of  reform,  such  as  Edua 
A.  Shevardnadze,  the  brilliant  Foreign  Minister  whose  si 
prise  resignation  came  with  an  ominous  warning  of  an  i 
pending  return  to  dictatorship.  Moscow's  new  media  sta 
are  a  KGB  chief  who  still  can't  distinguish  foreign  investme 
from  intrigue  and  a  brace  of  young,  reactionary  colonels 

But  reform  is  actually  forging  ahead,  with  or  witho 
Mikhail  Gorbachev  (page  32).  The  country's  15  restive  repi 
lies  are  working  out  new  trade  and  political  relations  amoi 
themselves.  Despite  the  gloomy  mood,  the  national  legis 
ture  did  set  into  motion  a  draft  agreement  that  would  rets 
central  tariffs  and  a  currency  and  create  a  central  ba: 
capable  of  administering  a  monetary  policy. 

While  Gorbachev  shrinks  from  instituting  a  market  ecor 
my,  market  forces  are  coming  into  play  as  market  pricii 
takes  root.  Provincial  markets  are  filled  with  moderate 
priced  meats  and  produce,  despite  shortages  in  big  industr 
cities  such  as  Moscow  and  Leningi'ad.  Why?  Local  farme 
are  no  longer  forced  to  follow  Kremlin  diktat  and  sell  fo 
at  ridiculously  cheap  prices  to  cities  thousands  of  mil 
away.  Given  time,  market  prices  will  retool  distribution  a: 
food  supply  imbalances  will  be  rectified. 

That's  where  the  West  comes  in.  It  should  continue 
nurture  systemic  change  by  providing  advice,  loans,  ai 
technology.  The  New  Year  finds  Western  oil  companies  su 
as  Chevron  and  Elf  Aquitaine  preparing  to  produce  in  t! 
Soviet  Union.  They  are  dealing  with  new  sets  of  officials  i 
the  republican  and  local  levels.  But  the  potential  gains  a 
huge  for  both  sides.  The  oil  companies  also  provide  a  va] 
able  gauge:  If  Shevardnadze's  warning  comes  true,  they 
probably  be  on  the  first  plane  out. 

KEEPING  THE  BOMB 
FROM  SADDAM 

hort  of  a  inilitary  strike  against  Iraq's  nuclear  instal- 
^^^lations,  the  West  faces  tough  choices  in  preventing 

Saddam  Hussein  from  obtaining  full-fledged  nuclear 
weapons  capability  (page  50).  The  notion  of  using  the  Paris- 
based  Coordinating  Committee  on  Multilateral  Export  Con- 
trols it'OCOM)  to  keep  nuclear-related  technology  out  of  Iraq's 
hand.r  is  promising,  and  the  Bush  Administration  will  broach 
this  notion  at  a  meeting  in  Paris  next  month. 

But  COCOM  was  devised  to  keep  sensitive  technology  away 
from  the  Soviet  bloc,  and  some  of  the  key  countries  that 
have  been  helpin<;  Iraq  are  not  cocoM  members.  Aside  from 
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Subaru  Legacy  LSi  Sedan 


The  1991  Subaru  Legacy  is  built  to  avoid  bottlenecks, 
congestion  and  tie-ups.  Not  necessarily  the  kind  you'll  find 
on  the  road.  But  inside  the  car. 

Because  the  spacious  new  Subaru  Legacy'"  was  de- 
signed to  keep  people  from  rubbing  elbows,  knocking 
knees  and  bumping  into  each  other  So  a  family  of  five 
can  take  trips  without  feelmg  cramped,  sittmg  on  top  of 
each  other  or  gettmg  on  each  other's  nerves. 


"Use  1991  EPA  esumalttl  nipq  lai  < 


t  Tilt  iiaudJ  mileage  you  get  will  probably  be  less  ■  1991  Subaru  of  Amenca,  Inc 


InsideThe  Cat 


However,  if  you  do  happen  to  find  yourself 
sitting  in  traffic  at  least  you'll  be  able  to  sit  m 
cxDmfort.  Thanks  to  luxury  options  like  a  sumptuous  leather 
interior*,  air  conditioning,  80  watt  AM/FM  stereo  cassette 
deck  and  a  moonroof. 

And,  while  you're  on  the  road  you  won't  find  yourself 
constantly  pulling  off  to  fill  up  on  gas. 
Because  the  1991  Subaru  Legacy  gets 

We  bwlt  our  reputation 


(21)  estimated  mpg  city  and  27  estimated  highway  mpg** 
What's  more,  it  offers  the  added  traction  and  handling 
of  the  world's  most  advanced  full  time  4-wheel  drive 
system  and  anti-lock  brakes.  Which  means  it's  also  built 
to  get  you  out  of  tight  spots  on  the  road. 
The  1991  Subaru  Legacy.  Because  after  all,  bumper  to 
CUI    I    bumper  traffic  may  be  unavoidable  for 
'^^■■^^'s  cars,  but  not  for  passengers. 
by  building  a  better  car. 


NUMBER  3196 


Ehisines^Mfeek 


JANUARY  2 1, 1 9 


NOSE  TO  NOSE:  RECESSION,  LABOR  UNREST,  AND  SOARING  FUEL  PRICES— THESE  ARE  TREACHEROUS  TIMES  FOR  AIRLINES 


Cover  Story 


56  DOGFIGHT! 

American  and  United  are  spending 
billions  in  a  race  to  expand.  Why?  A 
new  era  in  aviation  is  emerging,  and 
they  want  to  make  sure  they'll  be 
among  the  dozen  or  so  major  players 
that  will  dominate  the  industry 

60  CAN  PAN  AM  FLY  SOLO? 

It  gets  a  riiidair  assist  from  United 

62  COLLISION  COURSE 

More  lal)or  trouble  fur  American? 


Top  of  the  News 


24  SHOCK  TO  THE  SYSTEM 

As  regulators  act  to  stanch  a  panic  in 
New  England,  depositors  are  shaken 

27  LITTLE  RHODY,  BIG  MESS 

(Idvernor  Sundlun  takes  charge 

28  WILL  THE  BANKS  DRAG  US  DOWN? 

Yes.  The  industry's  deepening  woes 
could  cause  a  'contained  depression.' 
No.  The  economy  isn't  as  tied  to  the 
fortunes  of  the  banks  as  it  used  to  be 


32 


34 


STALEMATE  IN  GENEVA 

As  an  anxious  world  watched, 
neither  America's  Baker  nor  Iraq's 
Aziz  lilinked 


HELP!  BUT  NOT  TOO  MUCH 

Bush  fears  big  allied  contributions  to 
Desert  Shield  would  weaken  U.  S. 
control  over  the  fiperation 
WANTED:  ATTACK  BOMBER 

With  the  A-12  having  crashed  in 
flames,  the  Navy  is  scrambling  for  a 
replacement 

SHOULD  CIVIL  RIGHTS  TRAVEL? 

The  Supreme  Court  will  decide  this 
term  whether  antibias  laws  apply  to 
U.  S.  companies  operating  overseas 
FEAR  NO  RECESSION 
While  Detroit  suffers,  Japan's 
carmakers  are  gaining  in  the  U.  S. 
38  THIS  YEAR'S  INS  AND  OUTS 

Cash,  Wal-Mart,  and  gloom  are  in; 
debt.  Sears,  and  optimism  aren't 
40  IN  BUSINESS  THIS  WEEK 

SterHng  Drug,  3Com,  the  NF'L's  win, 
Matsushita,  a  Christian  trivia  game, 
AT&T,  guilty  verdicts  in  Chicago 


35 


36 


37 


International 

44  KUWAIT 

Feuding  over  how  to  handle  the 
country's  $100  billion  in  assets  sends 
jitters  through  markets  worldwide 

45  EUROPE 

Continental  giants  cook  up  more 
j.  rief  for  U.  S.  plane  makers 

46  SOUTH  KOREA 

Seoul's  anti-import  campaign  may  be 
a  luxury  it  can't  afford 

49  INTERNATIONAL  OUTLOOK 

Is  pert'stroikit  about  to  come  to  a 
bloody  end? 

Economic  Analysis 

16  ECONOMIC  VIEWPOINT 

Rolierts:  It's  open  season  on  Reagan 

20  ECONOMIC  TRENDS 

The  service  sector,  'liquidity  trap,' 
corporate  credit,  black  business 

21  BUSINESS  OUTLOOK 

So  much  for  the  quick,  painless 
recession 


2  BUSINESS  WEEK/JANUARY  21.  1991 


24   NAIL-BITING  TIME: 

AS  REGULATORS  FACE  DOWN  CRISES 
AT  BANK  OF  NEW  ENGLAND  AND  AT 
45  RHODE  ISLAND  INSTITUTIONS, 
PUBLIC  CONFIDENCE  IS  SHAKEN 


80   RETURN  OF  THE  MICROBE: 

A  RESURGENCE  OF  OLD  INFECTIOUS 
DISEASES  AND  A  RISE  IN  NEW  EXOTIC 
ONES  HAVE  SCIENTISTS  RETHINKING 
RESEARCH  PRIORITIES 


32    A  STEP  CLOSER  TO  WAR: 

TO  PRESIDENT  BUSH,  THE  JAN.  9 
MEETING  WITH  IRAQ'S  TARIQ  AZIZ 
WAS  'A  TOTAL  STIFF-ARM.'  BUT 
LAST-DITCH  DIPLOMACY  CONTINUES 


Government 

43  WASHINGTON  OUTLOOK 

That  tough  new  Hne  on  foreign 
investment  is  only  a  mirage 

Marketing 

50  THE  PEPSI  CHALLENGE 

Can  Phil  Dusenberry  blend  classic 
'80s  images  into  a  '90s  hard  sell? 

The  Corporation 

54  CRACKS  IN  THE  WALLBOARD 

Gypsum  giant  USG  is  teetering  on  the 
brink  of  insolvency 

Entertainment 

64  CAN  KING  WORLD  STILL  RULE? 

The  TV  syndicator's  hits  are  aging, 
and  stations  are  cash-strapped 

65  TALK  SHOWS  ARE  CHEAP 

And  so  are  sitcoms  and  game  shows 


76  THERE'S  LIFE  IN  LBOs  YET 

Buyout  firms  are  still  at  it,  but  with 
tougher  terms  and  smaller  deals 
78  INSIDE  WALL  STREET 

U.  S.  Shoe  may  be  hot  to  trot 
A  war  portfolio 

This  biotech  deal  could  blossom 
95  INVESTMENT  FIGURES  OF  THE  WEEK 

Science  &  Technology 

80  GERM  ALERT 

Infectious  diseases  are  spreading 
82  TOUGH  BUGS,  TOUGH  FIGHT 

Bacteria  that  are  harder  to  kill 
84  DEVELOPMENTS  TO  WATCH 


Legal  Affairs 


68  A  LAW  THAT  HAUNTS  BUSINESS 

Spotting  fraud  against  Uncle  Sam 
can  bring  whistle-blowers  big  bucks 

Finance 

72  REAL  ESTATE  BOTTOM-FiSHERS 

Gutsy  investors  think  the  market  is 
near  its  nadir — and  are  buying  big 

74  THE  UPSIDE  OF  THE  DOWNTURN 

Real  estate  stocks  are  selling  cheap, 
and  some  are  offering  high  yields 


64   HAVE  TH£Y  GOT  A  SHOW  FOR  YOU: 

AS  TIMES  GROW  LEAN  IN  SYNDICATED 
TV,  MICHAEL  AND  ROGER  KING  ARE 
TROTTING  OUT  A  SECRET  WEAPON— AN 
UPDATED  CANDID  CAMERA 


Information  Processing 

86  GETTING  USER-FRIENDLY 

Witli  software  sales  sagging. 
Computer  Associates  changes  its 
high-handed  ways 

86  A  BRAWL  WITH  BIG  BLUE 

How  Computer  Associates  bought 
into  trouble 

Sports  Business 

88  TAX  THAT  BOWL  GAME 

The  IRS  wants  a  share  of  the  millions 
that  corporations  are  paying  to 
sponsor  the  contests 

Personal  Business 

90  FINANCES:  Personal  bankruptcy 
TRAVEL:  Frequent-flying  deals 
COMPUTERS:  Selling  that  old  PC 
SMART  MONEY:  'Ecology'  stocks 

Features 

4  BUSINESS  WEEK  INDEX 

6  READERS  REPORT 

8  CORRECTIONS  &  CLARIFICATIONS 

12  BOOKS 

Smith:  The  New  Russians 
Ishihara:  The  Japan  That  Can 
Say  No 

93  INDEX  TO  COMPANIES 

96  EDITORIALS 

A  route  to  more  competitive  skies 
Small-bank  depositors  need  security 
No  more  defense  business  as  usual 


Jusiness  Week  (ISSN  0007-7135)  published  weekly,  except  for  one  issue  in  January,  by  McGraw-Hill  Inc  U  8,  subscriber  rate  $39  95  per  year  In  Canada,  one  year  CDN  S54  95  Single 
:opies$2  00  Executive.  Editorial,  Circulation,  and  Advertising  Offices:  1221  Avenue  of  ttie  Americas,  New  York,  N  Y  10020  Second-class  postage  paid  at  New  York,  N  Y  ,  and  at  additional  mailing 
iffices  Postage  paid  at  Montreal,  P  Q  Registration  Number9010  Title  Reg  inU  S  Patent  Office  Postmaster:  Send  address  ctianges  to  BUSINESS  WEEK  P,  0.  Box  430,  Hightstown,  N  J  08520 


BUSINESS  WEEK/JANUARY  21,  1991  3 


PRODUCTION 

Change  from  last  week:  -1.5% 
Change  from  lost  year:  —1.6% 


1967=  100  (four-week  moving  average) 
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172.1 


LEADING 

Change  from  last  week:  -0.1% 
Change  from  last  year:  -5.8% 
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The  production  index  dropped  ogam  durmg  the  week  ended  Dec.  29.  On  a 
seasonally  adjusted  basis,  rail-freight  traffic,  poperboord,  lumber,  and  coal  output 
was  down.  Electric  power,  crude-oil  refining,  paper,  and  steel  production  increased. 
Auto  and  truck  plants  were  closed  for  the  holidays.  Before  calculation  of  the  four- 
week  moving  overage,  the  index  fell  to  167.9,  from  170.1.  For  the  month  of 
December,  the  index  dropped  to  172.1,  from  November's  level  of  175.6. 

BW  production  index  copyright  1991  by  McGraw.Hill  Inc 
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1990 


Dec 
1990 


The  leading  index  continued  its  slide  during  the  week  ended  Dec.  29.  Slower 
growth  in  real  estate  loans  and  M2  led  the  decline,  while  the  drop  in  material  prices 
slowed  and  the  number  of  business  failures  fell  sharply.  Stock  prices  and  bond  yields 
were  virtually  unchanged  from  the  previous  week.  Before  calculation  of  the  four- 
week  moving  average,  the  index  decreased  slightly  to  207,  from  207.2.  For 
December,  the  index  stood  at  207.4,  down  from  208.6  in  November. 

Leading  index  copyright  1991  by  Center  for  inlernolional  Business  Cycle  Research 


PRODUCTION  INDICATORS 


LolesI 
week 

Week 
ogo  ' 

7o  Change 
year  ago 

STEEL  1 1  /5)  thous.  of  net  tons 

1,642 

1,560# 

-2.8 

AUTOS  (1/5)  units 

62,834 

0# 

57.5 

TRUCKS  (1/5)  units 

36,547 

0# 

10.9 

ELEQRIC  POWER  (1/5)  millions  of  kilowatt-hours 

56,058 

56,289  tr 

3.5 

CRUDE-OIL  REFINING  (1/5)  thous.  of  bbl./day 

12,282 

12,971  # 

-1.8 

COAL  ( 1 2/29)  thous.  of  net  tons 

1 1,653  # 

18,335 

-4.4 

PAPERBOARD  (12/29)  thous.  of  tons 

689.1  # 

768.3r 

12.3 

PAPER  (12/29)  thous.  of  tons 

695.0  # 

745.0r 

13.0 

LUMBER  (12/29)  millions  of  ft. 

138.7# 

390.8 

-54.9 

RAIL  FREIGHT  ( 1 2/29)  billions  of  ton-miles 

12.23; 

19.3 

-6.9 

Sources:  American  Iron  &  Steel  Inst.,  Worcy's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA^,  Association  of 
Americon  Roilroods. 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (1/9) 

134 

135 

145 

GERMAN  MARK  (1/9) 

1.52 

1.49 

1.68 

BRITISH  POUND  (1/9) 

1.92 

1.94 

1.66 

FRENCH  FRANC  (1/9) 

5.14 

5.07 

5.73 

CANADIAN  DOLLAR  (1/9) 

1.16 

1.16 

1.16 

SWISS  FRANC  (1/9) 

1.28 

1.26 

1.50 

MEXICAN  PESO  (1/9)^ 

2,932 

2,934 

2,696 

Sources:  Ma|or  New  York  banks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

n  units  per  L 

.  S.  dollor,  e 

xcept  for 

PRICES 

Latest 
week 

Week 
ago 

/o  Change 
year  ago 

GOLD  (1/9)  $/troy  oz. 

387.100 

390.800 

-5.4 

STEEL  SCRAP  (1/8)  #  l  heavy,  $/ton 

106.00 

106.00 

-0.5 

FOODSTUFFS  (1/7)  index,  1967=  100 

206.7 

205.2 

-2.0 

COPPER  (1/5)  v/lb. 

121.3 

116.5 

8.3 

ALUMINUM  (1/5)  t  /lb. 

71.3 

71.0 

-3.6 

WHEAT  (1/5)  #2  hard,  $/bu. 

2.73 

2.76 

-37.7 

COTTON  (1/5)  strict  low  middling  1-1/16  in.,  c/lb. 

70.08 

70.72 

10.9 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


LEADING  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

STOCK  PRICES  (1/4)  S&P500 

324.89 

329.44 

-8.? 

CORPORATE  BOND  YIELD,  Aaa  (1/4) 

9.02  % 

9.04% 

].t 

INDUSTRIAL  MATERIALS  PRICES  ( i  /4) 

100.0 

100.2 

-3.1 

BUSINESS  FAILURES  (12/28) 

248 

296 

O.C 

REAL  ESTATE  LOANS  ( 1 2/26)  billions 

$387.0 

$388.6 

6.9 

MONEY  SUPPLY,  M2  (12/24)  billions 

$3,335.0     $3,331. 3r 

3.5 

INITIAL  CLAIMS,  UNEMPLOYMENT  (i  2/22)  thous 

515 

441 

20.3 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100},  Dun  & 
Bradstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season 
ally  adjusts  data  on  business  failures  and  real  estate  loons. 

MONTHLY  ECONOMIC  INDICATORS 

Latest 
month 

Month 
ago 

%  Change 
year  ago 

BUSINESS  WEEK  PRODUQION  INDEX  (Dec.) 

172,1 

175.6r 

-1.6 

BUSINESS  WEEK  LEADING  INDEX  (Dec.) 

207.4 

208.6r 

-5.8 

EMPLOYMENT,  CIVILIAN,  MILLIONS,  (Dec.) 

1 17.6 

1 17.4 

-0.3 

UNEMPLOYMENT  RATE,  CIVILIAN  (Dec  ) 

6. 1  % 

5.9% 

15.1 

Sources:  BW,  CIBCR,  BLS 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (12/24) 

$828.0 

$824.0r 

3.2 

BANKS'  BUSINESS  LOANS  (12/26) 

316.9 

316.1r 

-1.2 

FREE  RESERVES  (12/26) 

l,493r 

467r 

49.4 

NONFINANCIAL  COMMERCIAL  PAPER  ( 1 2/26) 

143.7 

148.7 

12.7 

Sources:  Federal  Reserve  Board  (in  billions,  except  fo 
a  two-week  period  in  millions). 

r  free  reserves. 

(vhich  ore  expressed  for 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (1/8) 

5.94% 

7.85% 

8.22% 

PRIME  (1/9) 

9.50  9.50-10.00 

10.29 

COMMERCIAL  PAPER  3-MONTH  (1/8) 

7.30 

8.11 

8.05 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (1/9) 

6.93 

7.39 

8.13 

EURODOLUR  3-MONTH  (1/4) 

7.41 

8.1 1 

8.25 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Row  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment 
1  —  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         NA  =  Not  available         r  =  revised         NM  —  Not  meaningful 
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There  may  be 
only  one  person 
benefiting  from 
your  dental  plan. 


If  your  company's  dental  plan  is 
"packaged"  with  group  medical 
insurance,  the  only  winner  in  the 
long  run  is  your  insurance  agent. 

Because  of  skyrocketing  medi- 
cal costs,  insurance  companies 
created  more  restrictive  plans.  And 
while  these  limitations  might  make 
sense  for  medical  coverage,  they 
don't  for  dental  benefits. 

Major  illnesses  are  unpredict- 
able, and  their  associated  costs  can 
be  catastrophic. 

In  contrast,  dental  care  is 
predictable  and  preventive.  More- 
over, dental  plans  usually  have  an 
annual  maximum  benefit  and  a  co- 


payment  on  most  treatment.  Cost 
containment  is  already  built  in. 

Be  a  hero.  Before  you  ask  your 
employees  to  settle  for  an  add-on 
dental  plan  that  excludes  treatment, 
restricts  services,  or  denies  them 
the  right  to  visit  the  dentist  of 
their  choice,  consider  your  options. 

Call  1-880-736-7071  ext.  1204,  or 
write  to  us  for  a  free 


brochure,  "Structuring  A  Dental 
Plan  So  Everybody  Benefits."  It 
describes  dental  plan  alternatives 
that  give  employees  the  right  to 
choose,  yet  could  cost  your  com- 
pany less  than  you're  paying  now. 
That  way  everyone  wins. 


CPA  CALIFORNIA  DENTAL  ASSOCIATION 

Sm^f;  ^e're  the  Dentists  Who  Set  the  Standards  '^ 
UUn^  PO.  Box  13749,  Sacramento,  CA  95853-4749 

'I  10  (  DA  IWl 

CDA  Members  also  belong  to  the  American  Dental  Association  and  their  local  dental  society 
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Rubles, 


Some 
myths  about 
marketing 
computer 
products  in 
the  Soviet 
Union  are 
fading  fast. 


It  used  to  be  al- 
most impossible 
to  sell  computer 
hardware  and 
software  products 
in  the  U.S.S.R. 

That  ■  s  right,  used  to  be. 

Because  recently,  many  of  the 
policies  that  have  limited  exporters 
in  the  past  have  changed. 

Looking  for  some  hard 
currency? 

Marketing  your  products  to  the 
U.S.S.R.  through  distributors  and 
dealers  in  Eastern  and  Western 
Europe,  and  the  Soviet  Union,  are 
just  a  few  of  the  ways  you  can  find 
your  share  of  the  over  $34  hi  I  lion  in 
hard  currency  available  in  the 
U.S.S.R.  each  year  as  a  result  of 
trade  with  other  countries. 

To  market,  to  market. 

Based  on  the  current  short  and 
long  term  plans,  Soviet  experts  have 
estimated  the  demand  for  computers 
by  the  year  2000  to  be  28  million 
units  (Pravda,  August  20,  1987). 
Everything  from  PC's  to  minis  and 


mainframes  are  desper- 
ately needed.  Clearly, 
the  Soviets  realize  that 
economic  restructuring 
will  require  advances 
in  technology,  and  the 
lifting  of  COCOM  trade  restric- 
tions has  already  helped  many 
western  companies  begin  to  fill 
the  vast  need  for 
computer 
products  in 
Russia. 

Access  is 
easy  with 
Comtek  '9L 

March, 
1990  saw  the 
debut  inRed 
Square  of 
Comtek  '90,  the  largest  computer 
exposition  ever  held  in  the  Soviet 
Union.  Over  40,000  attendees 
enjoyed  this  unprecedented  event, 
and  many  Comtek  '90  exhibitors  are 
already  reaping  the  benefits  of  direct 
access  to  Soviet  decision  makers. 

Whether  you  are  looking  for 


dealers,  distributors,  a  joint  venture 
partner,  or  hard  currency  buyers 
from  ministries  and  foreign  trade 
fimis,  Comtek  '91  will  deliver  the 
market  penetration  you  need  on  a 
face-to-face  basis. 

For  more  information  on  Comtek 
"91,  contact: 

Comtek 

Expositions,  Inc. 

34  Old  Ridgefleld 
Road, 

Wilton,  CT,  USA 
06897 

Telephone: 
(203)834-1122 
Fax: 

(203)762-0773 
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Comtek  '91 
The  2nd  International  Computer 

Exposition  &  Conference 
Moscow,  USSR  •  April  8-12, 1991 
Sponsored  by  BusinessWeek  International 
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Opportunities  and  Strategies  for  the  Recovery  of  Corporate  Value 


A  Major  International  Meeting 
for  Business  Leaders,  Corporate 
Restructuring  Specialists  and 
Global  Investors 

January  28th  and  29th,  1991 
London,  UK 

RESTRUCTURING  IS  A  BOLD  MOVE 

It  sharpens  competitive  advantage 
and  builds  flexibility  for  tomorrow's 
global  marketplace.  Command  of 
the  latest  management  strategies 
and  financing  opportunities  posi- 
tions you  to  make  the  move. 

Business  Week  invites  you  to 
participate  in  a  breakthrough 
conference  on  corporate  renewal. 
The  world's  top  restructuring 
strategists  and  decision  makers 
will  be  there. 

The  competition  isn't  standing 
still.  Move  your  company  into  a 
restructured  future,  today. 


REGISTER  NOW  BY  CALLING 

Business  Week 
Executive  Programs 
(800)  445-9786  or 
(212)512-2184/4930 
Fax:  (212)  512-6909/3435 

IN  ASSOCIATION  WITH: 

Ailes  Communications,  inc. 
Arthur  Andersen  &  Co. 
GE  Capital  Corporate  Finance 

Group,  inc. 
KPMG  Peat  Marwick 
Latham  &  Watkins 
The  Rodin  Group 
Salomon  Brothers  International 

Limited 
Sigoloff  &  Associates  inc. 
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A  BAD  RAP  FOR 

AMERICA'S  HEALTH  CARE  SYSTEM 

^JTour  otherwise  excellent  report, 

■  "Why  we  should  invest  in  human 
capital"  (Special  Report,  Dec.  17),  con- 
tained the  oft-repeated  refrain:  "A  bloat- 
ed health  care  bill  is  a  competitive  drag, 
too.  America's  health  care  system  . . .  ab- 
sorbs more  than  117'  of  GNP. . . .  Europe 
and  Japan  spend  6%  to  97  of  GNP  . . .  yet 
they  have  lower  infant-mortality  rates 
and  longer  life  expectancy." 

While  the  statements  are  correct,  the 
reasons  are  unrelated  to  the  quality  of 
health  care  in  the  U.  S.  As  your  accom- 
panying chart  noted,  the  murder  rate  in 
the  U.  S.  is  44  times  greater  than  Ja- 
pan's and  22  times  greater  than  West 
Germany's — thus  the  shorter  life  expec- 
tancy in  the  U.  S. 

Similarly,  the  white  infant-mortality 
rate  in  the  U.  S.  is  about  the  same  as  in 
Japan  and  Europe.  It  is  the  nonwhite 
U.  S.  infant-mortality  rate  that  is  twice 
the  white  rate,  causing  the  overall  in- 
crease in  the  U.  S.  infant-mortality  rate. 

Clearly,  these  statistics  reflect  serious 
social  problems  unique  to  the  U.  S., 
which  must  be  addressed  as  such,  rather 
than  a  reflection  of  health  care  quality. 

Leon  Reinstein,  M.  D. 

Baltimore 

THE  SQUEEZE  ISN'T  CHANGING 
JAPAN'S  U.S.  GAME  PLAN 

WAMe  were  surprised  to  read  in  your 
WW  magazine  that  except  for  such  gi- 
ants as  Matsushita  Electric  Industrial 
and  Toyota  Motor,  Japanese  companies 
are  pulling  back  sharply  on  U.  S.  invest- 
ments ("Now,  even  Japan  is  feeling  the 
squeeze,"  International  Business,  Dec. 
17).  As  a  design/build  firm  specializing 
in  build-to-suit  office,  industrial,  and  R&D 
facilities  in  the  U.  S.  for  scores  of  smali- 
to-midsize  Japanese  companies,  it  is  our 
experience  that  the  reverse  is  true. 

In  the  past  two  years,  we  have  built 
10  projects,  totaling  600,000  square  feet, 
for  Japanese  companies  and  just  this 
month  signed  a  deal  for  an  11th.  So  we 
know  that  Japanese  companies  of  all 
sizes  are  doing  just  what  they  have  done 
in  the  U.  S.  for  40  years:  thinking  long 

term.  Our  clients  are  taking  advantag 
of  the  downturn,  patiently  positionin| 
and  expanding  their  U.  S.  operations  tj- 
improve  their  share  of  the  market.  '\ 
Morton  R.  Borkan,  Presider* 
Alter  Design  Builders  Im 
Chicagi 

A  RETURN  TO  THE  '70s  L 
WON'T  CUT  IT  IN  THE  '90s  1 

B  suppose  I  shouldn't  be  surprised  bl 
■  the  knee-jerk  solutions  to  problems  S 
competitiveness  you  propose  ("Ask  nc 
what  your  economy  can  do  for  you  . . . ,' 
Special  Report,  Dec.  17):  spend  mon 
public  funds  (especially  the  nonexister 
peace  dividend);  centralize  Industrie 
(automotive  and  health  care);  and  fidd! 
with  the  tax  code. 

Those  half-baked  ideas  were  discredi 
ed  in  the  '80s.  While  emerging  econ< 
mies  are  freeing  up  the  private  sector  t 
grow,  the  U.  S.  has  pundits  such  as  yo 
making  the  siren  call  to  return  to  th 
malaise  of  the  '70s.  Shame  on  you! 

James  R.  Immordin 
Woodhaven,  N.  "i 

WHEN  PRODUCT  DESIGN 
IS  ONLY  SKIN  DEEP 

■  disagree  with  your  article  "Rebel  wit 

■  a  cause"  (Cover  Story,  Dec.  3).  Th 
impression  you  gave  was  that  U.  S.  d( 
sign  firms  lost  their  "design  edge"  i 
the  1980s.  At  that  time,  companies  bt 
came  very  tentative,  for  a  variety  of  rei 
sons,  about  spending  money  on  nev 
product  development.  I  think  you'll  fin 
a  direct  correlation  between  the  hug' 
increase  in  advertising  budgets  of  con 
panics  wanting  to  spend  a  lot  of  mone 
promoting  old  or  poorly  designed  pro( 
ucts  with  the  decrease  of  revenues  an 
attention  of  industrial-design  firms. 

Lew  Klein,  Vice-Presider: 
Edward  Klein  &  Associate 
Chicag 

EQUAL  PAY  FOR  WOMEN? 
IN  A  PIG'S  EYE 

■  take  strong  exception  to  economis 
Bjune  O'Neill's  conclusion  that  the  paj 
equity  gap  is  on  its  way  out  ("Wome 
still  earn  less,  but  they've  come  a  Ion 
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"UPS  was  coming  out  with 
a  rate  change.  And  I  was 
notified  that  my  vendor 
was  no  longer  going  to  be 
able  to  support  my  shipping 
and  weighing  system.  So  I 
needed  new  equipment  in 
a  hurry." 

"The  first  thing  I  did 
was  call  Pitney  Bowes. 
I  had  used  their  products 
for  many  years  in  our 
mailroom...and  they  had 
always  taken  care  of  me." 

"Their  representative 
came  in  with  a  whole  new 
shipping  system.  Our  books 
and  journals  were  sent  out 
without  any  delay." 

"I  continue  to  work  with 
Pitney  Bowes  for  a  number 
of  reasons.  Their  products 
are  excellent.  Their  service 
is  excellent.  And  their 
support  is  excellent.  They 
make  me  feel  like  I'm  an 
important  customer. 
Well,  I  am." 

At  Pitney  Bowes, 
customer  satisfaction  is  a 
commitment  that's  at  the 
very  fiber  of  our  business. 
It  shapes  the  attitudes  and 
actions  of  our  people.  And 
It's  reflected  in  the  quality 
and  reliability  of  our 
products.  What's  more, 
we  back  it  up  with  our 
Customer  Satisfaction 
Guaranteed"  For  more 
information,  call  1-800- 
MR  BOWES  e.xt.  1025. 


"I  called  Pitney  Bowes  in 
desperation.  And  they 
responded  immediately. 
I  never  lost  one  day 
of  shipping."  ^pwneN 


BO 


Fran  Matero,  General  Manager, 
Office  Services  &  Purchasing 
Pergamon  Press, 
A  Maxwell  Group  Company 
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The  High  Yields 
and  Safety  of 
Fidelity's  Spartan 


spartan''  U.S. 
Treasury  Money  Fund 


7.80 

Effective  Yield* 


/o 


7.52' 

Current  Yield* 


Spartan  U.S.  Treasury 
Money  Market  Fund 

Fidelity's  Spartan  U.S. 
Treasury  Money  Market  Fund 
minimizes  fund  operating  expen- 
ses to  offer  liigh  current  Treasury 
money  market  yields.  And,  you 
pay  only  for  the  transactions  you 
make.' 

Plus  Spartan  s  investments  in  U.S.  Treasury  securities 
pro\'ide  you  with  an  added  measure  of  safety."  For  more 
complete  information,  including  management  fees  and 
transaction  expenses,  call  for  a  free  prospectus.  Read  it 
carefully  before  you  invest  or  send  money  Consider  it 
for  your  Rollover  IRA  or  Keogh.  (Minimum  invest- 
ment: $20,000.) 

Visit  our  Nationwide  Investor  Centers 
or  Call  24  Hours 


1-800-544-8888 


Fidelity 
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CORRECTIONS  &  ClARIHCATIOMS 

In  a  table  of  companies  with  small  in- 
stitutional ownership  that  accompanied 
"You  can't  tell  the  standouts  without  a 
scoreboard"  (The  Investment  Score- 
board, Dec.  31),  we  mistakenly  listed 
Baroid  Corp.  About  33%  of  its  stock  is 
held  by  more  than  100  institutions. 

In  "What  to  do  when  the  roof  falls  in" 
(The  Investment  Spectrum,  Dec.  31), 
we  misstated  the  name  of  a  company 
that  syndicates  low-income  housing 
partnerships.  It  is  Related  Capital 
Corp. 


way,"  Economic  Trends,  Dec.  24). 

Obviously,  census  data  showing  that 
younger,  childless  women  are  doing  bet- 
ter financially  compared  with  their  youn- 
ger, childless  male  counterparts  are  bet- 
ter than  a  sharp  stick  in  the  eye.  The 
fact  that  such  gains  are  due  in  part  to 
declining  blue-collar  wages  for  men  rath- 
er than  increasing  wages  for  women  di- 
minishes the  celebration  a  little.  So  does 
the  realization — never  far  from  any 
working  woman's  mind — that,  of  two 
equally  bright,  equally  talented  1990  col 
lege  graduates,  for  every  man  making 
$25,000,  there  is  a  woman  making 
$21,500  for  doing  the  exact  same  job. 

Patricia  Badal  Wyskocil 
President 

Financial  Women  International 
Chicago 

KICK  THE  BALL, 

NOT  ARIZONA  VOTERS  

So,  a  government-supported  monopo- 
ly (the  XFL)  has  the  right  to  black- 
mail voters  in  a  free  election  (in  Arizo- 
na)! I  refer  to  "People  who  live  in  glass 
stadiums ..."  (Sports  Business,  Nov. 
26).  As  a  monopoly,  the  NFL  is  partly 
supported  by  an  indirect  tax  on  voters. 
Thus,  taxpayers'  money  is  being  used  to 
negate  the  results  of  a  free  election. 

It's  ridiculous  to  compare  Arizona's 
free  election  with  the  pga's  stand 
against  private  segregated  golf  courses. 
That's  like  having  the  PGA  say  we  must 
vote  for  a  Bobby  Jones  Golf  Day  be- 
cause he  was  a  white  Southerner,  which 
is  another  minority  group  in  the  U.  S. 

Raymond  D.  Harper 
Santa  Rosa,  Calif. 

TAIWANESE  AUTO  PARTS 
SHORTCHANGE  EVERYONE  

■ have  been  in  the  collision  business  for 
17  years.  I  can  tell  you  right  now  that 
t;here  is  no  way  that  Taiwan  replacement 
parts,  certified  or  not,  are  as  good  as 
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)rif^inal  factory  etiuipment  ("Body-part 
leal;  Ford  vs.  the  independents,"  Top  of 
;he  News,  Dec.  17). 

We  are  being  forced  by  insurance 
lompanies  to  use  them  because  of  their 
ower  price.  The  result  is  extra  labor 
;osts  incurred  by  improper  fit  to  the  ve- 
licle,  holes  that  don't  line  up,  holes  that 
iren't  drilled  or  have  the  wrong  threads, 
md  repairs  to  all  the  ripples  in  the  for- 
;ign  sheet  metal. 

Ford,  General  Motors,  and  Chrysler 
lave  lost  millions  fighting  this  night- 
mare. Body  shops  have  suffered  severe- 
y,  and  customers  have  received  an  infe- 
*ior  product  unless  they're  willing  to  pay 
;he  difference  for  original  parts. 

Once  again,  foreigners  have  taken  ad- 
vantage of  America.  When  will  we  ever 
earn? 

Bradford  Curtis 
Curtis  Autobody 
Brooklyn,  Conn. 

MOW  UNFAIR 

\Rl  THE  FAIRWAYS? 


In  the  interest  of  fairness,  your  article 
"Is  sex  discrimination  still  par  for  the 
course?"  (Sports  Business,  Dec.  24) 
"night  have  pointed  out  that  women  re- 
ieive  a  substantial  financial  discount  in 
■eturn  for  accepting  limited  playing  time 
it  country  clubs  across  the  nation. 

At  the  Manchester  (N.  H.)  Country 
31ub,  single  men  annually  pay  $2,090  for 
iues,  $1,200  for  minimum  spending  in 
;he  restaurant,  and  a  capital  assessment 
5f  $300,  all  of  which  adds  up  to  $3,590. 
Single  women  pay  $905,  $600,  and  $120, 
respectively,  for  a  total  of  $1,625. 
Single  women  therefore  receive  a  55% 
liscount.  Golfing  wives  pay  a  total  of 
?630,  which  amounts  to  an  82%  discount. 
Other  country  clubs  across  the  nation 
also  give  similar  discounts  for  limited 
memberships. 

Your  readers  may  be  interested  to 
know  that  beginning  in  1991,  Manches- 
ter will  be  a  unisex  club.  To  date, 
however,  no  women  have  applied  for  the 
full  (more  expensive)  membership.  But 
so  many  men  have  applied  for  the  re- 
stricted (less  expensive)  membership 
that  financial  considerations  have 
forced  the  club  to  limit  this  membership 
category. 

There  has  been  a  lot  of  prejudice  in 
relation  to  country-club  memberships 
over  the  years,  and  I'm  afraid  there  is 
some  confusion  as  to  who  the  victims 
have  been. 

Walter  Antoniotti 
Nashua,  N.  H. 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  N.  Y.  10020.  Fax:  (212)  512-4464, 
Telex:  12-7960,  IntI,  4998204,  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 


Get  the  Most 
For  Your  IRA 

If  you're  receiving  a  retirement  plan  distribution  due  to  a  job  change 
or  retirement,  you  have  just  60  days  to  roll  over  to  an  IRA  and  continue  to 
defer  taxes  and  avoid  a  possible  10%  penalty.  The  Fidelity  Rollover  IRA 
makes  it  easy. 

If  you  have  IRAs  elsewhere,  you  can  consolidate  them  at  Fidelity  and  have 
access  to:  i/  Experienced  Portfolio  Management  ^  Over  50  no-load  and 
low-load  funds  i/  Consolidated  statement     Easv  IRA  transfers  ✓  Low 
IRA  fees. 

Let  our  no-pressure  Retirement  Specialists  show  you  how.  Oin* 
Retirement  Specialists  will  be  happy  to  answer  your  retirement  questions  and 
help  you  set  up  your  Fidelity  IRA. 


Call  24  hours  1-800-544-8888 


Call  t(ida\  for  a  free  Rollover  IRA  fact  kit!  Fidelil\  Distnbtitors  Cur 
puratioii  (Gtiicial  Distrihiiiioii  PO,  Box  (idOddS,  Dallas,  TX 

Fidelity  %J-^  Investments « 
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Pearlcorder  "  S811  Microcassette " 
Recorder  with  the  enhanced  ease 
of  single-slide  switch  operation. 

Letters.  Memos.  Conference  reports. 
Whatever  your  dictating  needs,  the 
Olympus  Pearlcorder  S8I1  fulfills  them 
simply,  efficiently. 

Operated  by  a  single-slide  switch, 
the  S811  moves  from  record  to  playback 
as  nimbly  as  your  mind.  No  fumbling  for 
buttons.  No  breaking  your  train  of  thought. 

With  professional  features  such  as 
electronic  indexing,  when  integrated  with 
the  Pearlcorder!  100 
Transcriber,  the  S811 
brings  greater  speed 
and  productivity  to 
your  business. 

Pearlcorder  recorders  and  transcribers. 
When  it  comes  to  designing  state-of-the- 
art  dictating  equipment,  Olympus  has  it 
down  to  the  letter 

For  information  on  the  S811,  or  any  of 
our  Microcassette  "Thought  Processors," 
call  toll-free  1-800-221-3000,  Ext.  63. 

Olympus  Corporation 
Woodbury,  NY  11797-9970 

OLYMPUS 

Pearlcorder 

MICROCASSETTE 
RECORDERS  AND 
TRANSCRIBERS 
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The  elegant,  aerodynamic  shape 
of  the  new  Buick  Park  Avenue 
is  certain  to  make  a  beautiful  first 
impression. 

But  its  beauty  is  also  apparent 
in  Park  Avenue's  superb,  highly 
refined  engineering. 

The  1991  Buick 
Park  Avenue. 


To  quote  Motor  Trend:  "Buick 
engineers  have  come  up  with  one 
of  the  quietest,  tightest  and 
smoothest  operating  luxury  sedans 
we've  everdriven." 

They've  developed  a  cabin  so 
comfortable  that  "just  sitting  in  the 
Park  Avenue's  roomy  interior 
is  pleasing." 
(Car  and  Driver) 

The  new  electron- 


Introducing 

AMERlCAr^ 


K.^i  '^'iv.^  -^n'** 


ically  controlled  transmission, 
AutoWeek  says,  "works  like  a 
dream."  And  the  new  3800  V6 


18/2' 


engine  has  tuned- 
port  injection  for 
greater  horsepower. 

As  you'd  expect,  all  of  the  P< 
Avenue's  accomplishmients  c 
underscored  by  Buick  quali 
As  one  example  of  what  Bui 
quality  means,  the  J.D.  Power  a 
Associates  1990  Initial  Qua! 


k  Avenue  is  a, registered  trademark  of  6M  Corp,  r™n- 
p/oblems  during  the  first  90  days  of  ownersiiip,  .~J. 


\m  Great 
Beauty. 


V 


Let  s  get  it  together  .  buckfe  up.  (S)  1991  Gf\i1  Corp.  Aif  rights  reS 
*J.D  Power  and  Associates  1990  tnitiaiQuaiity  Survey.^"  Based  on  owriQ 


vey''"  ranks  Buick  the  most 


ible-free  American  carline, 
he  second  year  in  a  row.  And 
anks  Buick  automobiles 


fifth  highest  in  initial  quality 
among  all  cars  sold  in  America* 

We  invite  you  to  visit  your  Buick 
dealer  today  and  test-drive  Buick 
quality  in  the  all-new  1991  Park 
Avenue.  Its  stylingand  engineering 
make  it  the  Great  American  Beauty. 

For  more  information,  please 
call  1-800-3PARK-AVE. 


BUICK 

The  New  Symbol  For  Quality 
In  America. 


I 
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THE  NEW  RUSSIANS 

By  Hedrick  Smith 
Random  House  •  621pp 


$24.95 


IS  THE  OLD  RUSSIA 
REALLY  DEAD? 


When  Hedrick  Smith  returned 
to  America  in  1974  after  a 
three-year  stint  as  Moscow 
bureau  chief  for  The  New  York  Times, 
he  wrote  a  book  that  quickly  became  a 
bible  for  businessmen,  diplomats,  and 
journalists  intent  on  understanding  the 
Soviet  Union.  The  Russians  opened  up 
Soviet  life  to  Western  readers — from  the 
thriving  black  market  to  the  unfair  privi- 
leges of  Communist  Party  leaders,  from 
the  Russians'  longing  for  a  strong  lead- 
er to  their  ingrained  itch  to  defy  author- 
ity. The  book  seemed  almost  timeless  as 
the  Soviet  Union  re- 
mained stuck  in  what  its 
leaders  now  call  "the  era 
of  stagnation." 

With  Mikhail  Gorba- 
chev's ascent  to  General 
Secretary  of  the  Commu- 
nist Party  in  1985,  things 
started  changing  rapidly. 
And  in  1988  and  1989, 
Smith  returned  to  the  So- 
viet Union  to  work  on  a 
PBS  documentary  series, 
Inside  Gorbachev's  USSR. 
On  that  assignment  and 
follow-up  trips,  he  trav- 
eled 40,000  miles  inter- 
viewing muckraking  jour- 
nalists freed  of 
censorship,  a  new  breed 
of  opposition  political 
leaders,  entrepreneurs,  chastened  Com- 
munist Party  leaders,  and  many  others. 

The  result  is  The  New  Russians,  a 
remarkably  comprehensive  portrait  of  a 
nation  in  tremendous  flux.  "When  I  left 
Russia  and  the  Russians  ...  I  thought 
that  vast  country  and  its  people  would 
never  really  ciiange,"  Smith  writes  in 
the  introduction.  By  the  conclusion,  he 
declares:  "What  we  have  been  watching 
is  no  less  than  the  most  extraordinary 
peaceful  revolution  of  the  twentieth  cen- 
tury . .  An  era  has  ended — not  simply 
the  era  of  the  Cold  War,  but  the  era  of 
Soviet  totalitarianism." 

With  signs  growing  daily  that  Gorba- 
chev's reforms  are  in  trouble.  Smith's 
declaration  may  prove  premature.  Cer- 
tainly, Soviet  Foreign  Minister  Eduard 
A.  Shevardnadze's  recent  resignation 
and  warning  that  "dictatorship  is  com- 
ing" raise  doubts  about  his  optimism. 
Smith  does  say  he  could  "conceive  of  a 


conservative  retreat,"  but  he  argues 
that  reform  has  "taken  on  a  momen- 
tum .  .  .  that  would  outlive  Gorba- 
chev. . . ."  He  cites  as  evidence  the  na- 
tional and  republican  parliaments  set  up 
under  Gorbachev,  the  more  powerful 
press,  the  fledgling  steps  toward  a  mul- 
tiparty system,  and  the  weakening  of 
the  Communist  Party.  Only  a  Stalinist 
dictatorship — with  "years  of  relentless 
purges" — he  says,  could  turn  back  the 
clock.  And  that  would  fail  as  people  hit 
the  streets  in  protest.  But  with  Soviet 
democracy  in  its  infancy,  many  ordinary 


I  he  paradox  is 
that  'perestroika  is 
an  assault  on  the 
state,  and  its  leader 
is  the  head  of  state' » 


Russians  fear  a  return  of  repression. 

Although  The  New  Russians  is  al- 
ready becoming  outdated,  it  is  an  invalu- 
able tool  for  those  struggling  to  under- 
stand the  Soviet  Union  today.  It  provides 
a  vivid  history  of  the  most  dynamic 
years  of  Gorbachev's  "restructuring,"  or 
perestroika — the  upswing  between  1987 
and  the  fall  of  1990,  before  chaos  began 
to  mount  and  disillusion  to  deepen. 

With  an  eye  for  detail  and  astute  polit- 
ical analysis.  Smith  takes  the  reader 
through  the  reform  effort's  origins.  He 
highlights  its  main  aspects:  the  rise  of 
glasnost,  or  freer  speech;  the  effort  to 
shift  the  centrally  planned  economy  to- 
ward the  market;  the  unexpected,  for 
Gorbachev,  rise  of  nationalism  and  the 
resulting  strains  on  the  union;  and  the 
parallel  decline  of  the  Communist  Party 
and  rise  of  opposition  political  leaders. 

Like  Smith's  first  book.  The  New  Rus- 
sians is  filled  with  wonderful  bits  of 


color,  and  now.  Smith  can  make  before 
and-after  comparisons.  On  returning  t( 
Moscow,  for  example,  he  was  shockec 
that  Russians  on  the  street  wanted  to  b( 
interviewed.  Twenty  years  earlier,  hi: 
first  Russian  acquaintance  cordially  of 
fered  his  phone  number — but  wrote  i 
incorrectly  so  Smith  couldn't  call. 

The  book's  greatest  strength,  howev 
er,  is  its  incisive  analysis  of  Gorbachev 
"At  each  turn,"  Smith  writes,  "Gorba 
chev  was  hampered  by  the  fundamenta 
paradox  that  perestroika  is  an  assaul 
on  the  state  and  its  leader  is  the  head  o 
state."  This  dilemma  underlies  Gorba 
chev's  reluctance  to  take  truly  radica 
steps.  Rather  than  sell  land  to  farmers 
in  a  massive  decollectivization  to  boos 
agricultural  productivity,  he  calls  for  £ 
referendum  on  private  land  ownership 
Instead  of  freeing  prices  or  making  th( 
ruble  convertible  overnight,  he  has  pro 
ceeded  cautiously  with  economic  reform 
Smith  accurately  states  that  Gorba 
chev's  "genius  is  improvi 
sation,"  not  strategy.  Anc 
his  prediction  that  "ir 
time,  we  may  come  to  sec 
Gorbachev  as  a  transition- 
al figure"  may  come  tru( 
sooner  than  anyone 
thought. 

Unfortunately,  the  sec- 
tion focusing  on  the  econ- 
omy is  the  book's  weak- 
est. Smith  takes  the 
reader  into  a  giant  fac- 
tory in  the  Ural  Moun- 
tains, to  state  and  collec- 
tive farms,  and  to  the 
offices  of  a  new  Soviet 
style  entrepreneur.  But 
he  fails  to  explain  some 
critical  problems,  most  no 
tably  the  Soviet  financia 


crisis  and  consumer-goods  shortages. 

Within  the  country,  the  ruble  has  vir- 
tually lost  its  value  as  a  currency  be- 
cause the  government  has  printed  sc 
much  money  and  because  so  few  good: 
are  available.  Soviet  citizens  hoard  what 
they  can.  Barter  between  enterprises 
and  individuals  has  exploded.  Cities  and 
republics  have  hoisted  trade  barriers  tc  jjj 
keep  goods  for  themselves.  And  the 
shortages  seem  to  grow  daily.  Mean- 
while, the  ruble's  inconvertibility  on  in- 
ternational currency  markets  hinders 
Western  investment  and  Soviet  pur- 
chases of  foreign  goods  and  technology 
By  missing  these  themes.  Smith  over- 
looks one  of  the  crucial  factors  that 
could  split  the  union — the  fight  over  who 
controls  the  money 

But  this  flaw  should  not  discourage 
anyone  from  reading  The  New  Rus 
sians.  Even  better  would  be  reading  The 
Russians  and  The  New  Russians  as 
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Boot 


;ompanion  books.  The  New  Russians  ex- 
olains  the  forces  of  change.  The  Rus- 
iians  explains  the  conservative  tenden- 
cies that  may  yet  prevail. 

BY  ROSE  BRADY 
Brady  manages  BUSINESS  WEKKs  Moscow 
bureau. 


OOK  BRIEFS  I 


rHE  JAPAN  THAT  CAN  SAY  NO:  WHY  JAPAN 
A/ILL  BE  FIRST  AMONG  EQUALS 

ly  Shintaro  Ishihaia 

jimon  &  Schuster  •  158pp  •  $18.95 

rHE  AMERICA-BASHER 


Those  who  couldn't  get  hold  of  last 
year's  bootleg  translation  of  Shin- 
taro Ishihara  and  Akio  Morita's  no- 
torious The  Japan  That  Can  Say  No 
;an  now  read  Ishihara's  portion.  (Sony 
3orp.  Chairman  Morita,  to  distance  him- 
self from  Ishihara's  extremism,  refused 
nvolvement  in  this  authorized  English 
idition.)  Here  you  can  feast  on  descrip- 
ions  of  Americans  as  "virulent"  racists, 
.he  U.  S.  military  as  a  "mad  dog,"  Lee 
V.  lacocca  as  "unethical,"  the  U.  S.  semi- 
;onductor  industry  as  incapable  of  mak- 
ng  memory  chips  essential  to  America's 
iefense,  and  Japan  as  boasting  a  "supe- 
■ior  cultural  ethos."  All  this  from  a  per- 
;onally  charming,  celebrated  novelist 
md  conservative  member  of  the  Japa- 
lese  Diet  who  ran  third  in  the  ruling 
)arty's  1989  contest  for  Prime  Minister. 

Ishihara  just  can't  resist  being  outra- 
geous. He  recently  told  Playboy  that  Ja- 
)an's  alleged  involvement  in  1937's  infa- 
nous  rape  of  Nanking,  in  which  well 
)ver  100,000  Chinese  civilians  were  killed 
)y  Japanese  troops,  was  a  lie  concocted 
)y  China.  Japan's  mass  media  reported 
China's  angry  response,  but  saw  no  need 
o  question  Ishihara's  statement. 

That's  what  worries  U.  S.  analysts 
ibout  Ishihara.  While  most  Japanese 
lon't  consciously  share  such  extreme 
houghts,  few  openly  challenge  them. 
)bservers  worry  Ishihara  could  arouse 
atent  ultranationalist  tendencies. 

This  edition  of  The  Japan  That  Can 
■>ay  No  is  two  books  in  one.  The  first 
lalf  is  a  new  translation  of  Ishihara's 
:hapters  from  the  original.  The  second 
:omprises  translations  of  several  articles 
in  similar  themes,  which  makes  for  a 
'epetitious,  sometimes  contradictory 
lodgepodge.  The  new  material  is  less 
'itriolic  than  the  old:  It  faults  the  Japa- 
lese  government  for  various  sins  and 
icknowledges  the  validity  of  some 
American  criticisms  of  Japan.  Ishihara's 
)ottom  line  is  the  need  for  a  strong  but 
■ecast  U.  S.-Japan  relationship.  To  forge 
hat  mature  link,  he  says,  Japan  must 
LCt  like,  and  be  treated  as,  an  equal  to 
ts  erstwhile  bigger  brother. 

BY  ROBERT  NEFF 


s  drinker'  If  so.  drop  us  a  line  and  tell  us  something  about  yourse 


A  NEW  MAN  at  Jack  Daniel  Distillery  has 
a  lot  of  listening  and  learning  to  do. 

Sadly,  the  special  skills  of  making  old  time 
whiskey  have  all  but  disappeared  these  days.  But 
our  own  Jack  Daniel  Distillery  pursues 
its  ways  of  the  past— mellowing  each 
drop  through  hard  maple  charcoal 
burned  right  here  on  distillery  grounds. 
Here,  old  hands  have  always  taken  care 
to  guide  new  generations.  And  after 
a  sip  of  Jack  Daniel's,  you'll  know 
why  we've  kept  it  like  that. 

SMOOTH  SIPPIN' 
TENNESSEE  WHISKEY 


OKS 


Tennessee  Whiskey  •  40-43%  alcohol  by  iiolume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor,  Route  1.  Lynchburg  (Pop  361),  Tennessee  37352 
Placed  I II  the  National  RegtsterofHistonc  Places  by  the  United  States  Government. 
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WILL  A  SINGLE  EUROPEAN  CURRENCY  CREATE 
BUSINESS  OPPORTUNITIES  THERE,  OR 
JUST  STIFLE  CAPITAL  FORMATION  HERE? 


■■  

/-./>V  n  ,t  Ttai\lmii  luiilnnilri:  ,.f  Elfrlri.juf  Diiln  S\stnr.i  I   n  tj.n  rilU'U. 


Economic  change  opens  doors  for  some  and  closes  doors  on  others. 
Companies  with  the  agility  (o  take  advaniage  of  change  often  get  a  real  edge 
on  their  ( ompelition. 

If  you're  looking  for  a  competitive  advaniage  here  in  the  U.S.,  or  even  if 
you're  contemplating  overseas  expansion,  KDS  t  an  help.  With  computing  and 
communications  systems  that  let  you  respond  faster,  improve  quality,  and 
reduce  costs. 

IS  MANAGING  YOUR  INFORMATION  MANAGING  YOU? 

Information  that  helps  you  achieve  your  husiness  goals  is  valuable. 
Information  for  information's  sake  is  not.  ED.S  can  help  evaluate  your  informa- 
tion technology  to  make  sure  you  get  more  of  the  former  and  less  of  the  latter. 

ARE  YOUR  NEEDS  UNIQUE? 

EDS  has  an  unmatched  record  of  developing  systems  and  software  for  a 
business's  individual  needs.  Not  off-the-shelf,  one-size-fus-all  soliuions. 
No  other  systems  developers  have  as  much  experience  in  as  many  business 
areas  as  EDS. 

CAN  YOUR  SYSTEMS  REALLY  BE  INTEGRATED? 

For  over  28  years  we've  been  making  hardware,  software,  communications, 
process  and  people  work  together  .seamlessly.  You  won't  find  a  systems  inte- 
grator with  a  longer  or  better  record  of  results. 

SHOULD  YOU  MANAGE  LESS  AND  LEAD  MORE? 

We  provide  systems  management  for  giant  industry  leaders  and  small  com- 
panies on  their  way  to  becoming  leaders.  So  we  can  help  manage  your 
information  systems  a  little  or  a  U)l.  We  work  closely  with  yom'  people,  to  add 
resources,  new  technology  and  provide  flexibility,  so  you  can  focus  on  your 
core  business. 

CAN  EDS  PUT  INFORMATION  TECHNOLOGY  TO  WORK  FOR  YOU? 

Keeping  your  eyes  on  the  changing  business  environment  has  never  been  more 
important.  And  even  though  vou  can't  control  change,  you  can  take  ad\an- 
tage  of  it  with  EDS.  To  learn  iTKjre  about  how  we  might  help  you,  wiite  EDS, 
7171  Forest  Lane,  Dallas.  TX  75230.  Or  call  (214)  490-2000. 


EDS 


TAKE    ADVANTAGE    OF  CHANGE^" 


Economic  Viewpoint 


VOODOO  STATISTICS  CAN'T  ERASE 
THE  TRIUMPH  OF  REAGANOMICS 


BY  PAUL  CRAIG  ROBERTS 


Pundits  c'U"e 
working  overtime 
to  downplay 
Reagan's  20  million 
new  jobs  and  other 
economic  successes 
b\'  brandisliing 
spurious  numbers 


A 


PAUL  CRAIG  ROBERTS  IS  CHAIRMAN 
OF  THE  INSTITUTE  FOR  POLITICAL 
ECONOMY  IN  WASHINGTON 


full-court  press  is  on  to  convince  the 
electorate  that  the  phenomenal  20  mil- 
lion new  jobs  created  by  the  Reagan 
expansion  were  all  minimum-wage,  hamburg- 
er-flipping ones  that  lead  nowhere.  Real  family 
incomes  are  alleged  to  have  stagnated  while 
the  rich  got  richer  and  the  poor  got  poorer. 
Cutting  tax  rates,  it  is  claimed,  unleashed 
greed  instead  of  incentives,  and  the  rich  sim- 
ply stole  more  from  the  poor. 

As  the  U.  S.  enters  the  new  year  with 
mounting  casualties  in  employment  and,  per- 
haps, on  the  battlefield,  it  has  become  all  too 
apparent  that  Ronald  Reagan,  dismissed  as  a 
bumbling  outsider  by  government  profession- 
als, did  a  better  job  of  running  the  country' 
than  the  savvy  insiders  who  are  currently  pre- 
siding over  the  twin  disasters  of  recession  and 
threatening  war.  I  believe  this  realization, 
more  than  unemployment  and  foreign  conflict, 
has  Washington  and  its  hand-fed  pundits  horri- 
fied, because  voters  might,  heaven  forbid,  feel 
justified  in  sending  another  "confrontational" 
outsider  to  the  White  House. 

To  disabuse  voters  of  any  such  inclination, 
pundits  are  working  overtime  to  make  sure 
Reagan's  successes  vanish  in  spurious  statis- 
tics. As  the  economy  worsens,  these  critics  will 
help  us  to  recall  the  1980s  in  ways  designed  to 
reduce  our  impatience  with  the  present.  It  is, 
therefore,  worth  our  while  to  examine  some  of 
the  ways  tricksters  help  the  gullible  to  misre- 
member  the  past. 

A  MATTER  OF  TIMING.  A  favorite  technique  is  to 
blur  the  distinction  between  the  Reagan  years 
and  the  unsuccessful  1970s.  During  1973-81, 
there  was  a  drop  in  median  income.  Reagan 
reversed  the  drop,  but  commentators  hide  his 
accomplishment  by  fallaciously  comparing,  for 
example,  the  1947-73  postwar  boom  with  the 
1973-88  period.  Thus,  tlie  income  growth  under 
Reagan  is  canceled  by  the  poor  performance 
of  the  1970s,  allowing  Massachusetts  Institute 
of  Technology  economist  Paul  R.  Krugman  to 
weight  Reagan  down  with  Jimmy  Carter's  rec- 
ord and  to  write,  misleadingly,  in  his  book.  The 
Age  of  Dir/iinished  Expectations,  of  "the 
stagnation  of  real  family  incomes  during  the 
1970s  and  1980s." 

If  you  want  to  show  the  poor  getting  poorer, 
choose,  as  Krugman  does,  the  eight-year  peri- 
od from  1979-87.  That  means  you  include  only 
four  years  of  Reagan  expansion  and  diminish 
that  with  the  sharp  drop  in  median  income 
associated  with  the  last  two  years  of  the  Car- 
ter stagflation  and  the  1981-82  Volcker  reces- 
sion—which most  economists  believe  was  the 
inevitable  result  of  the  double-digit  inflation 
rate  that  Reagan  inherited. 

Another  way  to  reduce  income  growth  dur- 


ing the  1980s  is  to  overadjust  for  inflation  bj 
using  the  consumer  price  index,  a  measure 
that  until  1983  assumed  people  bought  a  ne\\f 
house  every  month.  When  used  in  historical 
comparison,  this  measure  exaggerates  tht 
amount  of  inflation  people  actually  experi 
enced,  thus  understating  the  growth  in  theii 
real  incomes.  Moreover,  it  misleadingly  con 
verts  an  increase  in  wealth  into  lower  incomes 

A  trick  favored  by  Kevin  P.  Phillips  in  hit 
Reagan-bashing  The  Politics  of  Rick  ana 
Poor  is  to  cite  the  jump  in  capital-gains  income 
in  1986  as  evidence  that  Reagan's  tax  policie."; 
favored  the  rich.  In  fact,  investors  sold  asset.- 
at  the  end  of  1986  to  avoid  the  capital-gan;-: 
tax  hike  scheduled  for  1987.  j 
'SKILLS  GAP.'  Pundits  have  attempted  to  bull 
tress  their  charge  that  Reagan's  20  millioj 
jobs  are  low-skilled  ones  by  pointing  to  flati 
average  weekly  wages.  However,  not  only  il'i 
Social  Security  payroll  data  contradict  sia-jj 
nant  wages,  but  average  weekly-wage  dai;| 
are  misleading  for  two  big  reasons:  The 
torical  data  are  overcorrected  for  inflation,  am 
they  are  based  on  nonsupervisory  payroll.- 
thus  ignoring  the  growing  share  of  the  wort 
force  in  jobs  requiring  higher  skills. 

The  Bureau  of  Labor  Statistics'  analysis  oi 
jobs  by  occupational  skills  shows  that  the  per 
centage  of  new  jobs  in  higher-skilled  catego- 
ries during  the  1980s  has  been  much  greater 
than  in  the  1970s.  In  congressional  testimony, 
Janet  L.  Norwood,  commissioner  of  the  bu- 
reau, contradicted  Reagan's  critics  by  citing  s 
decline  in  growth  of  low-skilled  jobs.  She  saic 
in  her  Aug.  5,  1988,  testimony  that  jobs  that 
require  little  training  are  "not  growing  as  fast 
as  those  that  require  a  lot  of  training." 

Indeed,  experts  are  now  acknowledging  that 
the  Reagan  expansion  helped  to  create  skilled 
jobs  at  a  more  rapid  pace  than  our  bureaucra- 
tized  educational  system  could  produce  people 
to  fill  them,  the  result  being  a  "skills  gap." 

These  examples  do  not  exhaust  the  inven- 
tory of  tricks  used  by  pundits  to  paint  an 
erroneous  picture  of  the  1980s.  Neither  liberals 
nor  the  GOP  Establishment  will  ever  like  Rea- 
gan, because  he  doesn't  share  their  values. 
They  will  forever  pursue  him  with  spurious 
comparisons  that  water  down  his  successes.  In 
the  final  analysis,  people  who  are  unfamiliar 
with  the  tricks  of  the  empirical  trade  will  have 
to  rely  on  common  sense.  If  Reaganomics  hurt 
everyone  but  the  rich,  how  come  the  people 
voted  overwhelmingly  for  it  three  times  in 
row?  Obviously,  people  can  tell  when  they  are 
working,  putting  food  on  the  table,  and  paying 
their  bills — even  if  savvy  pundits  persist  in 
tainting  Reagan's  record  with  that  of  Jimmy 
Carter.  h 
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After  mm  won  Olympic  gold, 

YOU  DON'T  SETTLE  FOR  SILm 


Frank  Shorter.  USA 
1972  Gold  Medalist 
VlSrat/ion 


Mark  Spttz.  USA 
1968. 1972  Gold  Medalist 
Swimming 


BobSeagren.  USA 
1968  Gold  Medalist 
Pole  Vault 


CLAIROL' 

OPTION 

Do  it  Right. 


One  of  these  Gold  Medalists  Is  using  Clalrol  Option 
to  cover  his  gray  hair.  Can  you  tell  who  it  is? 

These  Olympians  have  never  settled  for  silver,-  nat-in  the  way  they  compete  or  in 
their  appearance.  That's  what  got  them  to  the  Olympics  then  and  keeps 
them  competitive  in  sports  and  businessnow;;?'  '  '  lipfff^ 

Whatever  you  do,  you  need  confidence  to  be  your  best.  K^^I11^'""''^H 
And  usihgClairol  Option  can  be  part  of  that.  Whether  you  Kii'Hl^^ 
cover  all  your  gray  or  just  a  little,  you'll  have  hair  that         B^^ulk^R  Jl 


looks  and  feels  soft  and  natural  . 


Get  a  free  sample  of  Clairol  Option,  and  win 
a  triptoth^  1992  Olympic  Games.  Call: 

^^^^^^^^^^^^^^  M^^^ 

And  tell  us  which  Olympian  you  think  is  using  Clairol  Option. 


OPTION 

GRADUAL 


NO  PURCHASE  NECESSARY,  lociili.'r  IoIIcav  iir.lii  :.  !.„/»!  ,i,  II  lln  ViimI  wlirir  iirnliiliilnj  Mir,!  hr  Ihw,,,   i  ,Ui  i  i,,  iMiirMii.ilr  1  nlrn-,  imiM  I),.     rivi'd  |jy  Apiil  in  Uinv  ■..irnpk- , mil  entry  |iri  linu'.chnKI  ui  ji.klrfs:, 

A  maximum  ol  50,000  CI;iirol  Option  samples  will  be  distributed  OneGr<ind  Prize  consists  ol  a  trip  lor  two  to  the  1992  Winici  Olympics  in  Albertville,  France  or  to  the  1992  Summer  Olympics  in  Barcelona,  Spam  |ARV$  10,000)  Taiesarelhe 
responsibility  ol  the  winner.  Odds  of  winning  are  determined  by  the  total  number  of  entries  received  For  complete  rules  write  Rules,  Guess  Who's  Using  Clairol  Option,  PO,  Box  14405,  Baltimore,  MD  21268  t  1990  Clairol.  Inc,  36USC380 
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er  Nature  as  well  as 
of  Father  Time. 


nm  a  backup  pou  er  source,  our  safety  system 
boasts  its  own  safety  system.' 


Hopefully,  you'll  never  have  to 
encounter  an  accident.  But 
given  the  vicissitudes  of  to- 
days driving,  its  best  to  expect  the 
unexpected. 

Which  is  why  every  Lexus  is 
equipped  with  a  drivers-side  airbag 
Supplemental  Restraint  System.*  A  sys- 
tem so  well  conceived  that  its  front 
sensor  has  a  backup  sensor.  Its  wiring 
system  has  a  backup  wiring  system.  Its 
airbag  activator  switch  has  (you  guessed 
it)  a  backup  activator  switch. 

It  may  all  sound  somewhat  redun- 
dant. But.  then  again,  that's  the  point. 


® 


The  Relentless  Pursuit  Of  Perfection. 


ital  Restraint  System  ISRS}  will  inflate  only  in  a  severe  frontal  impact.  In  a  moderat' 


collif,ion,  the  3-point  seal  belt  provides  primary  protection;  the  airbag  will  not  inflate.  Wot  actual  color. 


conomic  Trends 


BY  GENE  K0RET2 


NO  SERVICE  SECTOR 
PAIN,  NO 

PRODUCTIVITY  GAIN 


I 


t  may  not  be  entirely  a  white-collar 
recession,  but  there's  little  doubt  that 
white-collar  workers  are  experiencing 
unusual  pain  these  days.  In  the  final 
quarter  of  1990.  employment  in  private 
service-producing  industries,  which  are 
dominated  by  white-collar  job  categories, 
fell  by  223.000  (excluding  hiring  in 
health  services).  That's  a  departure  from 
the  pattern  in  prior  recessions,  in  which 
service-sector  employment  slowed  later 
and  less  sharply. 

The  immediate  effect  of  service-job 
woes,  of  course,  is  more  turmoil  in  the 

SERVICE  JOB  GROWTH 
HITS  THE  SKIDS 


600 


CHANGE  IN  PRIVATE  PAYROLL  EMPLOYMENT 

SERVICf-PRODUClNG  INDUSTRIES- 


A.  THOUSANDS  OF  WORKERS 
■EXCLUDES  HtAUH  URE 


DATA:  lABOR  DIK 


workplace  than  most  people  anticipated. 
But  economist  Stephen  S.  Roach  of  Mor- 
gan Stanley  &  Co.  is  hopeful  that  the 
current  travails  will  have  a  positive  out- 
come in  the  years  ahead.  "The  pressures 
of  recession."  he  says,  "may  finally  be 
forcing  service  industries  to  come  to 
grips  with  their  productivity  problems." 

It's  no  exaggeration  to  say  that  the 
U.  S.  productivity  crisis  is  centered  in 
the  service  sector.  Since  1980.  factory 
productivity  has  actually  climbed  44' s  as 
U.  S.  manufacturers  have  resjionded  to 
foreign  competition  by  slashing  costs 
and  restructuring  their  operations.  But 
nonmanufacturing  productivity  has  risen 
just  IA''<.  despite  hea\"y  investments  in 
computers  and  information  technology' 
by  service  industries. 

Recent  differences  in  })roductivity  per- 
formance are  particularly  striking.  Man- 
ufacturing-productivity gains  acceler- 
ated to  nearly  4'/;  i>i  the  year  ended  in 
September,  although  they  norma..y  slow 
as  the  economy  approaches  a  downturn. 


By  contrast,  nonmanufacturing  produc- 
tivity plummeted  by  2.5'  < . 

The  reason  for  the  factory  sector's  lat- 
est productivity  surge,  says  Roach,  is 
that  "Smokestack  America  now  looks 
ahead  and  tries  to  cut  costs  before  a 
recession  strikes."  Thus,  factory  pay- 
rolls, which  tended  to  expand  significant- 
ly in  the  months  preceding  earlier  reces- 
sions, were  cut  by  about  2'  '  in  the  year 
before  the  current  downturn  began. 

Meanwhile,  the  beleaguered  service 
sector's  productivity  woes  finally  came 
home  to  roost.  With  sales  softening  and 
competition  heating  up,  white-collar  job 
growth  slowed  sharply  last  year,  as 
hard-pressed  service  industries  began  to 
thin  the  ranks  of  high-paid  professional 
and  managerial  personnel.  "Though  that 
wasn't  enough  to  generate  meaningful 
efficiency  impro\Tnents,"  says  Roach,  "it 
indicates  that  service  industries  are  fi- 
nally starting  to  get  the  message." 

Lying  ahead.  Roach  believes,  could  be 
a  massive  restructuring  of  the  service 
sector,  as  companies  concentrate  on  us- 
ing information  technology  to  cut  labor 
costs  and  improve  productivity  among 
the  far  larger  ranks  of  technical,  sales, 
clerical,  and  other  support  personnel. 
"Such  a  change."  he  says,  "would  hurt 
temporarily  but  would  sow  the  seeds  for 
sustained  prosperity  in  the  1990s." 


THE  LIQUIDITY  TRAP 
ISN'T  LIKELY 
TO  BE  SPRUNG 


Despite  the  Federal  Resen'e  Board's 
recent  easing,  many  observers  fear 
that  the  economy  is  caught  in  what  John 
Maynard  Keynes  termed  "a  liquidity 
trap."  in  which  falling  interest  rates  fail 
to  revive  flagging  business  activity. 
They  note  that  debt-burdened  house- 
holds and  businesses  are  reluctant  to 
borrow  more,  and  banks  are  clearly  skit- 
tish about  making  new  loans. 

Economist  Mark  M.  Zandi  of  Regional 
Financial  Associates  thinks  the  liquidity- 
trap  argument  is  overdone,  however. 
For  one  thing,  he  notes  that  falling  in- 
terest rates  will  cushion  the  burden  of 
debt  for  both  individuals  and  companies. 

Zandi  estimates  that  nearly  a  third  of 
all  residential-mortgage  debt,  including 
home-equity  loans,  adjusts  to  market 
rates.  Thus,  the  roughly  125  basis-point 
decline  in  short-term  rates  since  August 
will  save  homeowners  some  .■59.35  billion 
in  1991 — about  a  quarter  of  last  year's 
rise  in  consumer  spending.  And  44^f  of 
nonfinancial  corporate  debt  adjusts  with- 
in a  year,  so  the  decline  in  short  rates 
should  shave  more  than  SIO  billion  off 
cc'porate  interest  costs  this  year. 


Finally.  Zandi  points  out  that  the  cui 
rent  bank  credit  crunch  "is  less  onerou 
than  declines  in  bank  lending  in  pat 
recessions."  In  earlier  slowdowns,  limit, 
on  deposit  rates  led  consumers  to  witll 
draw  their  savings  from  banks  an' 
thrifts,  forcing  banks  to  curtail  lending 
In  the  1974-75  recession,  for  exampL 
commercial  banks'  total  loans,  adjuste 
for  inflation,  fell  S%.  In  1980,  they  fe 
7.2^^,  and  in  1982  (when  limits  on  depos 
interest  rates  were  partly  phased  out 
they  declined  by  3'f.  In  contrast,  today 
total  loans  outstanding  at  commerci; 
banks,  adjusted  for  inflation,  are  off  b 
only  0.7't  from  their  year-earlier  level. 

In  short,  says  Zandi,  "the  economy 
unlikely  to  be  mired  in  a  liquidity  trap 
long  as  the  Fed  continues  to  ease." 


MORE  CORPORATE 
RATINGS  ARE  TAKING 
THE  PLUNGE 


The  1990  scorecard  on  Standard 
Poor's  Corp.'s  ratings  of  corpora 
debt  issues  is  in,  and  it  doesn't  mal 
pretty  reading.  S&P  reports  that  dow 
grades  outnumbered  upgrades  by  mo: 
than  four  to  one  last  year.  The  compai 
lowered  a  record  768  ratings  totalir 
•SolO  billion,  compared  with  419  dow 
grades  totaling  S174.4  billion  in  1989. 
the  same  time,  upgrades  declined  fro 
308  with  a  face  value  of  S168.3  billion 
1989  to  189  and  SI  12.9  billion  in  1990. 

.S&P  notes  that  much  of  last  year's  dr 
in  credit  quality  was  attributable  to  t 
woes  afflicting  financial  institutior 
which  suffered  411  downgrades — near 
10  times  the  number  of  upgrades.  Soi 
299  industrial  ratings  were  also  dow 
graded,  compared  with  99  upgrades,  a 
expects  the  negative  trend  in  corpora 
ratings  to  persist  in  1991,  with  "defau 
probably  i-eaching  record  levels." 


A  SHARP  PICKUP 
IN  BLACK 

ENTREPRENEURSHIP 

'lack-owned  businesses  multipli 
•far  faster  in  the  1980s  than  bu 
nesses  in  general.  The  Commerce  De 
reports  that  such  businesses  rose 
38' s  from  308,000  in  1982  to  424,000 
1987,  while  all  U.  S.  businesses  rose  ji 
14''.  Total  black  business  revenues, 
the  other  hand,  just  managed  to  ke 
pace  with  the  106''  increase  in  all  U. 
business  receipts.  Commerce  estimal 
that  blacks  owned  about  S?(  of  the  i 
tion's  companies  in  1987  and  garneii 
1-  f  of  U.  S.  business  revenues. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


0  MUCH  FOR 

HE  QUICK,  PAINLESS  RECESSION 


rhis  is  a  recession  that  Rodney  Dangerfield  would 
love:  It  don't  get  no  respect.  A  few  weeks  ago,  no 
one  wanted  to  call  it  a  recession.  Now,  even  the 
sh  Administration  admits  we're  in  one,  but  most  econ- 
ists  still  think  it  will  be  only  a  mild  inconvenience 
;ween  now  and  a  spring  recovery, 
jook  again.  The  labor  markets  are  weakening  faster 
.n  they  have  at  the  onset  of  the  average  downturn 
art).  Consumer  spending  last  quarter  probably  posted 
sharpest  drop  in  a  decade.  New  factory  orders  in 
cember  plunged  by  a  record  amount.  And  the  Bank  of 
w  England  is  now  the  third-largest  bank  failure  in 
S.  history-  (page  24). 

Ui  of  which  is  clear  evidence  that  the  ninth  postwar 
ession  will  not  be  quick  and  painless.  And  gro\\ing 
ancial  stress  clearly  raises  the  ante  on  the  prospects 
a  severe  downturn.  Indeed,  the  problems  that  the 
mp  could  create  for  an  already  fragile  banking  sys- 
1  are  a  big  reason  why  the  recession  is  getting  more 
pect  from  the  Federal  Reserve  Board. 

On  Jan.  8,  the  Fed  eased  mon- 
etary policy  yet  again.  It  cut  the 
federal  funds  rate  on  interbank 
loans  by  another  V4  of  a  per- 
centage point,  to  6%%.  That  is 
the  fifth  quarter-point  decline  in 
nine  weeks,  and  it  highhghts 
the  central  bank's  new  aggres- 
siveness toward  pushing  inter- 
est rates  lower.  Federal  funds 
have  not  traded  that  low  in 
three  years. 
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iVen  further  Fed  easing  seems  assured,  although  war 
certainties  could  delay  the  next  move.  Oil  prices — and 
lation  fears — could  soar  in  the  event  of  a  desert  war, 
ich  seems  increasingly  likely  in  the  wake  of  the  Bak- 
Aziz  stalemate  in  Geneva  on  Jan.  9  (page  32). 
nterest  rates  will  have  to  go  much  lower  to  stimulate 
isumer  borrowing — and  spending.  Right  now,  house- 
ds  are  in  their  worst  financial  shape  in  years  because 
hea\y  indebtedness,  low  savings,  and  a  drop  in  real 
ertax  income  that  is  steep  even  for  a  recession. 

ERViCE        The  latest  report  on  the  labor  markets 

VORKERS      makes  it  easy  to  see  why  consumers  are 

EEL  THE  hurting.  Nonfarm  pavrolls  lost  76,000 
'INCH 

jobs  in  December,  and  the  unemplojonent 
e  rose  to  6.1?c— the  highest  in  SV2  years.  The  weak- 
5S  was  widespread  among  industries  and  regions. 
50  far,  the  recession's  job  casualties  have  been  concen- 
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trated  in  manufacturing  and  construction.  In  last  year's 
second  half,  factories  let  434,000  workers  go,  while  the 
construction  industry  handed  out  275,000  pink  slips. 

Further  job  losses  in  manufacturing  seem  likely.  New 
factoiy  orders  have  slowed  to  a  trickle.  They  dropped  a 
record  5.9%  in  December,  to  S235.4  billion,  and  the  order 
backlog  is  shrinking. 

The  soaring  aircraft  industiy  has  kept  the  rate  of 
unfilled  orders  rising,  but  excluding  aircraft,  backlogs 
have  been  declining  for  nearly  two  years.  The  drop  has 
been  particularly  sharp  in  recent  months  (chart).  That 
means  factories  are  likely  to  be  trimming  output  and 
employment  even  further  in  the  months  to  come. 

Heavy  job  losses  in  the 
goods-producing  industries  are 
a  classic  recession  pattern,  but 
this  time  the  slowdown  in  ser- 
vice-sector emploNTnent  also  has 
been  especially  steep,  compared 
with  similar  stages  of  past  re- 
cessions. Since  September,  pri- 
vate service  jobs  have  fallen  by 
70,000,  but  excluding  the  boom- 
ing health  care  industry,  service 

employment  has  dropped  by  '■  

223,000.  The  declines  have  been  broad,  and  retail  trade 
has  shown  the  most  weakness. 

In  the  past,  losses  in  service  jobs  have  tended  to  lag 
behind  overall  employment.  With  the  service  sector  al- 
ready so  weak,  that  could  mean  that  service  employment 
will  shoulder  a  greater  burden  of  the  job  losses  during 
this  recession  than  in  past  do\\mturns. 

Moreover,  the  ser\-ice  losses  include  a  lot  of  white- 
collar  workers.  Employment  among  production  workers 
in  the  service  sector  peaked  in  September,  but  jobs 
among  nonproduction  workers  hit  their  high  point  back 
in  June.  Since  then,  they  have  fallen  by  186,000,  even 
though  nonproduction  workers  account  for  only  one-fifth 
of  senice  employment. 

INFLATION  With  further  cutbacks  in  output  and  em- 
WILLSLOW^  ployment  on  the  way,  consumers — and 
FOR  A  GRIM  the  economy — are  a  long  way  from  get- 
REASON  ^^^.y.       ^j^gjj,         Weakening  de- 

mand means  that  businesses  must  hold  the  line  on  wage 
gi-owlh  to  salvage  sinking  profits.  But  the  upside  of  that 
is  an  improving  outlook  for  inflation. 

Although  average  hourly  earnings  jumped  0.6%  in  De- 
cember, that  probably  reflected  a  quirk  in  the  govern- 
ment's seasonal  adjustment  instead  of  reality.  For  the 
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WAGE  GAINS  ARE 
CLEARLY  SLOWING 


fourth  quarter,  nonfarm  wages  grew  only  3.67"  from  a 
year  earlier — the  slowest  pace  in  two  years  (chart). 

Wage  growth  responds  to  economic  conditions  with  a 
lag,  but  once  a  slowdown  starts,  pay  hikes  can  shrink 
fairly  rapidly.  That's  what  happened  in  the  last  reces- 
sion, when  wage  growth  was  cut  in  half  by  the  time  the 
economy  started  to  recover  in  late  1982.  This  delayed 
reaction  is  a  big  reason  why  the  inflation  outlook  for 
1991  is  getting  brighter.  And  once  the  Persian  Gulf  crisis 
is  over,  fuel  costs  should  fall  quickly. 

For  nonoil  items,  the  small  gains  in  wages  will  temper 
the  upward  pressures  on  prices,  especially  in  services. 
Wages  in  service  industries  grew  by  A.17"  in  the  year 
ended  in  the  fourth  quarter,  down  from  4.6%  at  the  end 
of  1989.  This  slowdown  in  wage  growth  lowers  the  floor 
under  the  inflation  rate  in  the  service  sector. 

Manufacturing  wages  grew 
by  3.8%  at  the  end  of  1990,  a  bit 
faster  than  their  3.6%  pace  of 
the  third  quarter.  But  this  accel- 
eration was  more  than  covered 
by  gains  in  factory  productivity. 
That  means  the  pay  increases 
won't  cause  any  upward  pres- 
sure on  prices  of  manufactured 
goods — which  have  already 
been  growing  slowly  because  of 
slack  demand. 
For  this  year,  wages  will  continue  to  show  only  mea- 
ger gains.  According  to  a  mid-December  survey  of  412 
companies  by  the  consulting  firm  of  Sibson  &  Co.,  em- 
ployers have  trimmed  their  1991  salary  projections.  In- 
stead of  raises  in  excess  of  5%,  most  workers  will  get 
hikes  of  about  4.67'  . 

The  downside  of  smaller  pay  gains  is  that  income 
growth  suffers.  That,  plus  the  uncertainty  of  job  pros- 
pects, means  that  any  rebound  in  consumer  spending 
isn't  likely  in  the  next  few  months — at  least  not  until  oil 
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prices  come  down.  Slower  income  growth  also  means 
that  a  turnaround  in  the  housing  sector  isn't  on  the 
horizon.  Consumers  .won't  buy  homes  if  they  aren't  sure| 
of  their  future  finances. 

In  November,  new  single-family  home  sales  rose  2 
to  an  annual  rate  of  506,000,  but  that  was  only  the  thin 
monthly  increase  in  1990.  For  the  first  11  months  of  last 
year,  home  sales  were  down  17%'  from  a  year  earlier. 
Home  prices  in  November  were  also  down,  for  both  new 
and  existing  homes.  That  means  homeowners  aren't  feel- 
ing as  wealthy  as  they  were  a  few  years  ago. 

I CONSUMERS  Even  with  income  growth  and  home  val- 
ARE  STILL  ues  shrinking,  consumers  haven't  curbed 
ADDICTED  their  borrowing  habits,  however.  In  No- 
TO  CREDIT  vember,  installment  debt  rose  by  $1.7  bil 
lion.  Revolving  credit — including  credit  cards  and  credit 
lines  at  banks — ^jumped  $1  billion,  on  top  of  the  $1.6 
billion  added  in  October. 

What's  fueling  the  debt  increase?  Clearly,  the  rise  in 
installment  credit  isn't  boosting  consumer  spending.  Re- 
tail sales  just  aren't  growing  fast  enough  to  account  for 
the  large  monthly  increases  in  revolving  debt.  Instead 
shoppers  may  now  be  using  plastic  to  purchase  items 
that  they  previously  bought  with  cash.  Credit  at  gasoline 
stations,  for  example,  has  been  growing  at  a  double-digit 
pace  ever  since  the  August  invasion  of  Kuwait. 

The  rise  of  credit  may  also  reflect  the  increasing 
strains  on  household  budgets.  Consumers  may  be  paying 
off  their  debt  balances  as  slowly  as  possible.  This  would 
raise  overall  debt  totals,  and  it  would  mean  that  large 
interest  charges  are  being  added  to  monthly  credit  bills 
The  heavy  debt  loads  of  consumers,  along  with  the 
growing  numbers  of  jobless,  bankruptcies,  and  bank  fail- 
ures, are  all  adding  to  the  downturn's  severity.  And 
because  so  many  of  these  problems  are  embedded  in  the 
economy's  structure,  this  recession  is  sure  to  get  more 
respect  as  the  year  drags  on. 


THE  WEEK  AHEAD 


RETAIL  SALES 

mines,  and  utilities  in  December,  after  a 
sharp  1.7%  loss  in  November.  That's 
suggested  by  the  decline  in  factory  jobs 
last  month. 

CAPACITY  UTILIZATION 

Tuesday,  Jan.  15,  8:30  a.m. 
Retail  sales  likely  fell  0.7%  in  December, 
according  to  economists  surveyed  by 
McGraw-Hill   Inc.'s  MMS  International. 
That  dismal  holiday  season  performance 
would  follow  a  O.l^f  dip  in  November. 

CONSUMER  PRICE  INDEX 

Wednesday,  Jan.  16,  9:15  a.m. 
The  drop  in  industrial  output  suggests 
that  operating  rates  fell  to  80.4%'  in  De- 
cember, from  80.9'^7r  in  November. 

BUSINESS  INVENTORIES 

Wednesday,  Jan.  16,  8:30  a.  m. 
Consumer  prices  likely  rose  by  about 
0.2%  in  December.  In  November,  prices 
rose  0.3% .  Fuel  prices  should  be  tame. 

INDUSTRIAL  PRODUCTION 

Wednesday,  Jan.  16,  10  a.m. 
The  MMS  economists  think  inventories  at 
manufacturers,  retailers,  and  wholesal- 
ers increased  0.2%  in  November.  That's 
the  same  rise  already  reported  in  factory 
stockpiles  alone  for  November,  and  it 
wouM  be  half  the  0.4%  gain  in  business 

Wednesday,  Jan.  16,  9:15  a.m. 

The  MMS  consensus  expects  a  0.3%'  drop 

in  output  at  the  nation's  factories, 

inventories  posted  in  both  September 
and  October. 

HOUSING  STARTS 


Thursday,  Jan.  17,  8:30  a.m. 
Housing  starts  probably  dropped  to 
about  a  1.05  million  annual  rate  in  De- 
cember. In  November,  starts  rebounded 
9.2%,  to  1.13  million. 

MERCHANDISE  TRADE  DEFICIT 


Friday,  Jan.  IS,  8:30  a.m. 
The  foreign  deficit  likely  narrowed  to 
$9.7  billion  in  November,  from  $11.6  bil 
lion  in  October.  A  drop  in  oil  shipments 
is  expected  to  lead  a  decline  in  imports, 
which  posted  a  record  high  in  October. 
Exports,  also  at  a  record  in  October,  are 
projected  to  be  unchanged  in  November. 
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A  SHOCK 

TO  THE  SYSTEM 

HOW  FAR  WILL  BANKING'S  CRISIS  OF  CONFIDENCE  SPREAD? 


^ — 

-) 

All  through  the  1980s, 
the  annual  number  of 
bank  failures  kept 
growing,  an  annoying 
sign  that  despite  gener- 
al prosperity,  all  was 
not  well  with  the  na- 
tion's banking  system. 
Yet  the  public,  well-instructed  in  the  se- 
curity of  federal  deposit  insurance,  kept 
pumping  fresh  savings  into  the  banks 
without  batting  an  eye.  Even  as  the  esti- 
mated cost  of  the  thrift  bail- 
out hit  a  staggering  $500  bil- 
lion, public  confidence  barely 
wavered. 

Less  than  one  week  into 
1991,  that  air  of  insouciance 
seems  blown  away.  The  na- 
tion's depositors  were  jolted 
awake  first  on  New  Year's 
Day  as  Rhode  Island  Gover- 
nor Bruce  G.  Sundlun  uttered 
those  Depression  words, 
"bank  holiday,"  and  clo.sed  45 
credit  unions  and  small  banks 
after  a  private  deposit  insurer 
failed  (page  27).  Then,  on  Jan. 
6,  savers'  confidence  was 
shaken  even  harder  as  the 
Federal  Deposit  Insurance 
Corp.  seized  the  Bank  of  New 
England  and  a  couple  of 
smaller  banks  held  by  its  par- 
ent. At  an  estimated  cost  of 
$2.3  billion,  the  HN'K  bailout  is 
the  third-costliest  ever. 
'SCARY.'  The  feds  moved  in  to 
halt  nothing  short  of  panic. 
On  Friday,  Jan.  4,  bne  dis- 
closed that  it  may  have  lost 
$450  million  in  the  final  quar- 
ter of  1990,  forcing  it  into  in- 
solvency. BNE  depositors  that 
day  lined  up  at  branches  all 
across  New  England  to  cash 
in  their  accounts.  Overnight 
and  on  Saturday  and  Sunday, 
jittery  depositors  raided  auto- 
mated-teller machines.  Soon, 
they  had  withdrawn  up  to  $1 


billion.  "I've  lost  confidence  in  the 
bank,"  Boston  resident  Harvey  C.  Hilton 
explained.  "It's  scary  to  watch  this  hap- 
pen," said  Kathy  Neylon,  who  cleaned 
out  her  account  despite  the  federal  in- 
surance. 

The  FDIC  has  pledged  to  pay  BNE  de- 
])Ositors  in  full — even  those  with  ac- 
counts above  the  $100,000  insurance  lim- 
it. Yet  the  fear  didn't  end  in  New 
England.  Many  banks,  such  as  MNC  Fi- 
nancial Inc.  in  Baltimore,  are  reporting 


that  customers  are  trimming  accounts  tc] 
$100,000  by  spreading  their  money  inti 
several  accounts.  New  Jersey's  Midlan| 
tic  Corp.,  which  is  about  the  same  sizi 
as  BNE,  was  deluged  with  phone  call 
from  nervous  depositors  on  Jan.  8.  Tht 
local  media  picked  up  an  erroneous  re 
port  that  the  bank  was  on  the  brink  oi 
insolvency.  Midlantic  Chairman  Robert 
Van  Buren  was  forced  to  call  a  news 
conference  the  same  day  to  clear  up  th( 
confusion. 
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AS  BAD  BANK  LOANS 
EXPLODE... 


...THE  BANK  INSURANCE 
FUND  SHRINKS 
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Worried  depositors 
elsewhere  phoned  their 
banks  for  reassurance. 
And  the  three  phone 
lines  at  Veribanc  Inc.,  a 
Wakefield  (Mass.)  com- 
pany that  ranks  banks' 
safety,  were  jammed 
for  days  after  the  run 
on  BNE.  "It's  sad,"  says 
Warren  Heller,  Veri- 
banc's  research  direc- 
tor. "There's  beginning 
to  be  a  recognition  that 
not  all  banks  are  safe." 

Why  are  folks  so 
worried?  It  can't  help  that  the  nation 
has  plunged  into  recession.  Or  that  a 
war  may  be  waged  in  the  Mideast. 
That's  enough  to  set  people  on  edge.  But 
depositors  have  more  direct  reasons  to 
fret.  One  big  concern  is  that  the  regula- 
tors might  not  be  as  generous  in  future 
bailouts.  Indeed,  the  FDIC  paid  big  depos- 
itors at  New  York  City's  Freedom  Na- 
tional Bank,  a  black-run  bank  that  count- 
ed Jackie  Robinson  among  its  founders, 
just  50(t  on  every  dollar  of  deposit  above 
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the  $100,000  maximum  when  it  failed 
last  November.  Those  that  have  lost 
money  include  not  just  wealthy  individ- 
uals and  businesses,  but  local  churches 
and  charities. 

The  uneasiness  about  banks  is  far 
from  over.  True,  most  analysts  dismiss 
suggestions  that  the  banking  system  is 
anywhere  close  to  a  Depression-era  kind 
of  collapse.  And  they  doubt  the  troubles 
afflicting  the  banks  will  ever  match 
those  that  doomed  hundreds  of  thrifts. 


While  real 
estate  boomed, 
BNE  binged. 
By  1989, 
regulators 
found  that  the 
bank  had  more 
than  $2  billion 
in  bad  loans  % 


Yet  the  banking  in- 
dustry these  days  is  far 
from  healthy.  Commer- 
cial real  estate  loans 
continue  to  sour  as  of- 
fice-vacancy rates  rise 
and  the  real  es'ate  mar- 
ket deteriorates.  "It's 
not  unique  to  New  En- 
gland," observes  Law- 
rence K.  Fish,  bne's 
chief  executive.  "The 
economy,  and  particu- 
larly the  real  estate 
markets,  are  continuing 
to  slip."  Loan  write-offs 
are  10  times  higher  than  a  decade  ago. 
Making  the  industry's  fundamental  trou- 
bles more  worrisome  is  the  plunging  bal- 
ance in  the  fdic's  bank-insurance  fund 
(charts). 

A  severe  recession  could  jeopardize 
some  of  the  $200  billion  in  loans  that 
banks  made  to  finance  leveraged 
buyouts  during  the  Roaring  Eighties. 
And  with  unemployment  rising,  consum- 
ers are  no  longer  lining  up  for  personal 
loans  and  home  mortgages.  They're 
even  having  trouble  paying  off  the  debt 
they've  already  taken  on.  Some  4'/^  of 
credit-card  loans  were  past  due  at  the 
end  of  the  third  quarter  last  year,  the 
highest  delinquency  rate  in  three  yeai's. 
UPHILL  FIGHT.  None  of  those  woes  are 
fresh,  and  neither  were  BNE's.  It  had 
been  teetering  for  most  of  1990,  the  re- 
sult of  aggressive  growth  led  by  former 
Chief  Executive  Walter  J.  Connolly  Jr. 
B\E  binged  on  New  England's  thriving 
real  estate  market  of  the  1980s.  When 
that  market  collapsed  in  1989,  the  bank 
was  overwhelmed  by  bad  loans.  An  ex- 
amination by  federal  regulators  in  De- 
cember, 1989,  disclosed  that  BNE  had 
more  than  $2  billion  in  bad  real  estate 
loans.  Today,  nearly  15^  of  its  $22  bil- 
lion in  assets  are  nonperforming. 

All  along,  BNE  faced  an  uphill  fight. 
Though  regulators  have  praised  Fish's 
management,  a  steadily  weakening  re- 
gional economy  and  sickly  real  estate 
market  couldn't  be  overcome.  Recently, 
a  deal  for  bondholders  to  swap  their 
debt  for  BNE  stock  stalled  when  regula- 
tors wouldn't  offer  any  guarantees 
against  seizing  the  bank.  Such  an  agree- 
ment would  have  saved  BNE  $60  million  a 
year  in  interest  payments,  while  creating 
$706  million  in  new  equity. 

Without  that  new  capital,  the  bank's 
position  became  untenable  once  BNE 
totted  up  its  losses  in  1990.  The  figures 
suggested  fourth-quarter  red  ink  of  $450 
million — enough  to  obliterate  the  $255 
million  in  shareholder  equity  still  sepa- 
rating the  bank  from  insolvency. 

So  on  Thursday,  Jan.  3,  Fish  and  other 
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executives  dashed  off  to 
Washington  to  give  the 
regulators  the  bad 
news.  After  meeting 
with  FDIC  Chairman  L. 
William  Seidman,  they 
spent  that  evening  with 
Comptroller  of  the  Cur- 
rency Robert  L.  Clarke. 
Friday  morning,  they 
hit  the  Federal  Reserve. 
Among  the  options  Fish 
suggested:  a  debt-for- 
equity  swap  with  bond- 
holders, or  government 
ownership  like  the  feds' 
1984  takeover  of  Conti- 
nental Illinois. 
SWIFT  RESPONSE.  But 
once  F..\E  acknowledged 
news  reports  Friday 
morning  of  its  big  ex- 
pected loss,  panic  began 
to  spread.  Regulators 
watched  anxiously  as 
the  lines  formed  at  the  branches  and 
deposits  started  pouring  out.  At  first, 
they  considered  making  a  reassuring 
statement,  stressing  that  the  federal 
government  stood  behind  BNE  deposits. 
But  with  the  threat  of  a  more  severe  run 
when  the  bank  reopened  on  Monday, 
that  gesture  seemed  quite  inadequate. 

So  the  FDIC  moved  in  Sunday  night. 
Almost  from  the  start,  regulators 
agreed  to  guarantee  all  b.N'E  deposits. 
Their  big  fear:  Public  confidence  had 
been  so  damaged  that  other  big,  trou- 
bled New  England  banks — Bank  of  Bos- 
ton and  Shawmut  among  them — would 
find  themselves  besieged  by  depositors 
clamoring  for  their  money.  "Given  the 
condition  of  the  financial  system  in  New 
England,  it  would  be  unwise  to  send  a 
signal  that  large  depositors  weren't  go- 
ing to  be  protected,"  Seidman  said. 
Moreover,  the  Fed  was  concerned  about 
wider  damage  to  the  banking  system 
and  possible  interna- 
tional repercussions. 
BN'E,  like  other  large 
banks,  held  over-the- 
limit  deposits  fri)m  oth- 
er banks,  which  would 
have  been  hurt  by  get- 
ting less  than  full  re- 
payment. 

Washington's  swift 
response  calmed  most 
depositors.  The  FDic  has 
injected  $750  million  in 
fresh  capital  into  bne's 
insolvent  banks,  which 
besides  Bank  of  New 
England  include  Con- 
necticut Bank  &  Trust 
and  Maine  National 
Bank.  They  will  contin- 
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ue  to  operate  under  Fish  and  his  man- 
agement team. 

Regulators  are  now  looking  for  a  buy- 
er for  all  or  part  of  BXE's  banks.  A  bank 
from  outside  the  region  would  bring  in 
fresh  capital,  boosting  the  local  econo- 
my. San  Francisco's  BankAnierica  Corp. 
and  Banc  One  Corp.  of  Columbus,  Ohio, 
have  shown  interest.  BofA  may  already 
have  a  team  of  40  bankers  going  over 
bne's  books.  "We're  not  banking  on  a 
rapid  turnaround,"  in  the  region,  says 
BofA's  chief  financial  officer,  Frank  N. 
Newman. 

BAND-AID.  In  a  surprising  sign  of  the 
times,  there  has  been  little  criticism  of 
regulators'  decision  to  bail  out  all  deposi- 
tors. The  Administration  had  planned  to 
introduce  limits  on  deposit-insurance 
coverage  this  year  as  part  of  a  broader 
banking-reform  package.  But  many  in 
Congress  believe  such  a  move  may  be 
too  risky  now.  Representative  Barney 


HOW  THE  DEPOSIT  INSURANCE  FUllPS  SHAPE  UP 

AiixiuHS  depositors  rely  on  three  federal  insurance  funds  to  protect  tluir  sav- 
ings. The  programs  cover  deposits  up  to  $100,000 per  account  in  banks,  thrifts, 
and  credit  unions.  But  their  financial  health  varies  widely 

BANKS  Federal  Deposit  Insurance  Corp.'s  Bank  Insurance  Fund  cov- 
■■■■■■■  ers  about  13,000  institutions,  mostly  commercial  banks.  The  fund's 
reserves  were  about  $9.2  billion  at  the  end  of  1990.  That's  only  46$  for  every 
$100  in  covered  deposits,  the  lowest  level  ever 

TK RIf  TS  '^^^  FDIC's  Resolution  Trust  Corp.  backs  deposits  in  failed 
wmumammm  thrifts.  Next  year,  the  FDIC  will  set  up  a  fund  to  guarantee  de- 
posits at  the  remaining  thrifts.  The  RTC,  which  started  with  $50  billion,  has 
run  out  of  money,  but  Congress  is  expected  to  replenish  the  fund  this  year 

UKIONS  Credit-union  members  should  be  safer.  The  National 
HMHawannmHaH  Credit  Union  Share  Insurance  Fund  is  in  good  condi- 
tion, with  $2.1  billion  in  equity 


Frank  (D-Mass.)  says 
Congress  should  delay 
any  decision.  "It's  too 
dangerous  to  make  an 
example  out  of  a  partic- 
ular bank,"  he  says. 

Nonetheless,  the  bail- 
out is  only  a  Band-Aid 
on  one  of  the  industry's 
many  grave  wounds 
Economists  fear  the 
credit  crunch  could 
worsen  in  New  En- 
gland, condemning  the 
region's  economy  to  a 
lengthy  recession.  Withj' 
much  of  the  staff  at 
BNE  unsure  about  theirj 
future,  many  fear  thatj 
lending  officers  will 
spend  more  time  get- 
ting their  resumes  to- 
gether than  looking  for 
new  business.  And  oth 
er  big  banks  in  New 
England  may  grow  even  more  timid 
about  new  loans  as  they  try  to  clean  up 
their  own  balance  sheets.  Indeed,  in 
recent  study  by  Advest  Inc.,  a  Hartford 
securities  firm.  New  England  banks  had 
the  highest  percentage  of  nonperform 
ing  loans  out  of  360  banks  surveyed. 
ACCOUNT  SHIFTING.  Once  the  regulators 
have  cleaned  up  the  immediate  mess  at 
BXE,  their  work  will  hardly  be  over.  For 
with  the  public's  confidence  in  the  na- 
tion's banks  declining  into  unknown  ter- 
ritory, regulators  must  find  a  way  to 
head  off  unexpected  crises.  For  instance, 
David  C.  Cates,  chairman  of  Ferguson  & 
Co.,  a  Washington  bank  consultant,  won- 
ders v/hether  small  savers  might  start 
shifting  funds  from  small  banks  to  larg- 
er banks  and  from  weaker  to  stronger 
institutions.  That  could  create  liquidity 
crunches  for  those  banks  that  can  least 
afford  them. 
Worse,  big  commercial  depositors 
could  follow  suit.  "If 
was  a  corporate  trea- 
surer, I  wouldn't  like 
the  idea  of  explaining 
why  I  had  a  big  account 
at  the  Bank  of  New  En- 
gland— even  if  I  didn't 
lose  any  money,"  says 
consultant  Christie  A. 
Sciacca  of  the  Secura 
Group.  And  it's  just 
that  mentality,  for  so 
long  so  foreign  to 
Americans,  that's  now 
catching  on. 

By  .John  Meeha?i  in 
New  York,  with  Geoffrey 
Smith  in  Boston,  Mike 
McNamee  in  Washington, 
and  bureau  reports 
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TALK  ABOUT 
BAPTISM  BY  FIRE 


The  bank  crisis  hit  Rhode  Island's  governor  fast.  He  hit  back  hard 


Shortly  after  noon  on  a 
blustery  New  Year's 
Day,  with  bells  pealing 
and  jets  roaring  over- 
head, Bruce  G.  Sundlun 
took  the  oath  as  Rliode 
Island's  new  Democrat- 
ic governor.  Three 
lours  later,  Rhode  Island  had  plunged 
nto  a  banking  crisis.  How  did  Sundlun 
•espond?  "We  were  decisive  and  took 
iction,"  he  says. 

No  kidding.  By  day's  end,  facing  the 
Failure  of  a  private,  state-created  insur- 
ince  fund,  the  newly  minted  governor 
lad  declared  a  bank  holiday  and  shut 
lown  45  state-char- 
;ered  credit  unions 
ind  investment  com- 
3anies.  He  spent  the 
following  week  pub- 
licly soothing  the  in- 
stitutions' 300,000 
iepositors  while  pri- 
vately negotiating  a 
aailout  plan. 

Five  days  later, 
the  governor  had 
jawboned  nine  com- 
mercial banks  into 
lending  the  stall' 
5150  million  to  partly 
repay  deposits  in 
most  accounts  at  the 
16  institutions  that 
liave  not  qualified 
for  federal  deposit 
insurance.  Other  de- 
positors will  be  paid 
in  noninterest-bear- 
ing  state  scrip — a 
throwback  to  the  1930s 
over  about  five  years. 

Not  a  bad  start,  all  things  considered, 
for  a  70-year-old  who  had  never  before 
held  political  office  (table).  But  if  the 
terrain  was  unfamiliar,  the  results  v/ere 
not:  Sundlun,  a  lawyer  and  businessman, 
has  made  a  career  of  getting  what  he 
wants  done — and  quickly. 

Associates  say  that's  because  Sundlun 
is  demanding.  And  tough.  "In  a  differ- 
ent generation,"  says  Leslie  Y.  Gutter- 
man,  rabbi  at  Sundlun's  Temple  Beth-El 
in  Providence,  "people  would  have  called 
him  a  man's  man."  Right  after  Williams 
College,  he  joined  the  service  and  flew  a 
World  War  II  bomber.  Shot  down  over 


occupied  Belgium,  he  evaded  capture  for 
six  months  and  fought  with  the  Resis- 
tance. If  not  for  the  promotions  he 
missed  in  that  time,  he  says,  he  might 
have  stayed  in  the  military.  Instead,  he 
opted  for  Harvard  Law  School  and  then 
stints  as  a  federal  prosecutor  and  an 
assistant  to  the  U.  S.  Attorney  General. 
MIXED  BLESSINGS.  Sundlun  got  into  busi- 
ness in  1960  by  joining  the  Outlet  Co.,  a 
Providence  holding  company  with  a  ra- 
dio station  and  a  department  store.  He 
handled  acquisitions  and  by  1980  had 
built  a  conglomerate  of  158  stores  and 
12  radio  and  TV  properties.  He  sold  Out- 
let, then  rebought  it  with  other  investors 


ployment  has  doubled,  to  5.97',  sin^e 
1988.  Tax  revenues  are  sluggish,  and  the 
state  faces  a  budget  gap  in  the  current 
fiscal  year  of  $164  million — more  than 
107  of  its  budget. 

Then  there's  the  banking  crisis.  Sund- 
lun knew  weeks  before  he  took  office 
that  the  insurance  fund,  Rhode  Island 
Share  &  Deposit  Indemnity  Corp.,  was 
in  trouble.  With  his  transition  team,  he 
negotiated  with  RISDIC  officials  and  may 
have  asked  the  insurer's  board  to  vote 
on  Dec.  31  for  its  dissolution.  By  inaugu- 
ration day,  says  GOP  state  legislator  Da- 
vid W.  Dumas,  "the  decision  had  been 
made  that  the  best  thing  to  do  would  be 
to  get  all  the  blood  on  the  floor  at  once." 

So  far,  Sundlun  has  been  buoyed  by 
his  decisiveness.  "As  the  new  kid  on  the 
block,  he  can  just  blame  it  on  the  past 
administration,"  observes  Darrell  M. 
West,  a  Brown  University  political  scien- 
tist. Indeed,  the  state's  attorney  general, 
a  Democrat,  is  looking  into  charges  of 
"cronyism"  between  a  troubled  credit 
union  and  some  in  DiPrete's  administra- 
tion. DiPrete,  who  did  not  respond 
to  inquiries,  has  denied  such  charges 
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SUNDLUN:  FISCAL  CONSERVATISM  AND  NO  NONSENSE 


-to  be  repaid 


in  1986.  His  take  in  the  next  three  years: 
$13.8  million  in  salary  and  incentives, 
plus  an  additional  $9  million  on  selling 
out  in  1988. 

That  bankroll  helped  after  the  Demo- 
crats in  1985  persuaded  him  to  run  for 
governor.  Sundlun  spent  $1.5  million  to- 
ward the  next  year's  election  and  $2  mil- 
lion in  1988  but  lost  both  times  to  GOP 
incumbent  Edward  D.  DiPrete.  Last 
year,  with  Rhode  Island  in  recession  and 
DiPrete  tainted  by  financial  scandal, 
Sundlun's  fiscal  conservatism  and  no- 
nonsense  style  clicked.  He  won  by  3  to  1. 

The  prize  carries  mixed  blessings. 
New  England's  two-year-old  slump  has 
slammed  Rhode  Island,  where  unem- 


and  called  Sundlun's  actions  political. 

Just  the  same,  the  state  now  is  on  the 
hook  for  $150  million — and  perhaps  far 
more — that  it  will  owe  depositors  even 
after  it  sells  off  assets  of  the  failed  insti- 
tutions. And  on  Jan.  8,  Standard  & 
Poor's  Corp.  put  the  state's  general  obli- 
gation bonds,  still  rated  AA,  on  its  Cred- 
itWatch,  for  a  possible  downgrade  pend- 
ing Sundlun's  next  few  moves. 

Associates  such  as  Gary  C.  Schuler, 
president  of  Rhode  Island  manufacturer 
Stanley-Bostitch  Inc.,  say  Sundlun  revels 
in  crisis.  "He's  like  a  bull  who  takes  his 
china  shop  with  him,"  Schuler  says.  If 
so,  the  governor  is  in  his  element  now. 
By  Keith  H.  Hammonds  in  Proridence 
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WILL  THE  BANKS  DRAG 
THE  ECONOMY  DOWN? 


The  shaky  industry  could  spark  a  crisis — or  the  country  coukl  just  shrug  off  its  banking  woes 


When  times  are  hard,  people  queue  up,  and 
the  lines  they  form  are  a  grim  reminder  of 
those  quintessential  tough  days,  the  Great 
Depression.  Perhaps  most  worrisome  are 
the  lines  of  anxious  depositors  at  the  door 
of  some  bank  that  has  just  failed. 

Behind  much  of  the  growing  concern  over 
the  U.  S.  financial  system  is  the  fear  that  a 
cascade  of  bank  ftdlures  could  lead  to  a  return  of  the  bad 
old  days.  Could  history  repeat  itself:'  There's  no  certain 
answer,  but  the  two  assessments  that  follow  start  with  the 
same  evidence  and  come  to  markedly  different  cojiclusions. 


YES 


WE  MAY  BE  IN  FOR  A 
'CONTAINED  DEPRESSION' 


Worried  al>out  the  economy?  Worrying  probably  won't 
help  much,  but  it's  going  to  be  quite  a  while  before 
you've  got  a  good  reason  not  to.  The  new  year 
wasn't  a  week  old  when  the  federal  government  had  to  step  in 
and  take  over  Bank  of  New  England  Corp.  in  the  third-biggest 
U.  S.  bank  failure  ever.  And  before  1991  is  out,  the  Federal 
Deposit  Insurance  Corp.  expects  to  seize  200  more  banks. 
Deposit  runs  and  bank  failures — are  they  leading  us  into  an- 
other Great  Depression? 

As  America  descends 
further  into  recession,  the 
1990s  are  beginning  to 
take  on  some  of  the  unhap- 
py earmarks  of  the  1930s. 
Most  worrisome,  financial 
distress  and  listless  busi- 
ness activity  are  reinforc- 
ing each  other,  much  as 
they  did  in  the  Great  De- 
pression. As  an  economy 
slumps,  cash  flows  dry  up, 
and  paying  off  debt  be- 
comes onerous.  Defaults 
mount.  Lenders  become 
penurious.  Tight  credit 
pinches  borrowing  and 
spending  plans.  Some  busi- 
nesses fail  outright,  and 
others  cut  investment 
plans.  Lots  of  folks  find 
themselves  out  of  work. 
With  fewer  paychecks,  the 
public's  confidence  deterio- 
rates. Consumers  spend 
less,  and  the  economy  slips 
further.  And  so  on. 
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Sure,  some  version  of  this  vicious  cycle  always  takes  place| 
in  a  recession.  The  typical  postwar  recession  hits  after  a  perioi 
of  swift  economic  growth,  when  the  Federal  Reserve  Board! 
tightens  credit  to  stem  wage  and  price  inflation.  Once  thei 
slowing  economy  has  chilled  inflation,  the  Fed  eases  credit  to 
get  the  economy  going  again.  But  now,  lowering  interest  rates 
isn't  helping  much,  as  an  unprecedented  excess  of  corporate 
and  consumer  debt  suppresses  demand  and  drags  down  the 
economy.  Banks  are  failing  because  too  many  of  the  risky 
loans  made  in  the  party-hearty  financial  atmosphere  of  the 
1980s  are  souring.  "We  have  built  up  a  superstructure  of 
financial  claims  that  far  exceeds  the  value  of  the  underlying 
real  assets,"  says  John  E.  Silvia,  chief  economist  at  Kemper 
Financial  Services  Inc.  Translation:  Our  financial  system  is  on 
shaky  ground. 

SAFETY  NET.  The  difference  between  a  recession  and  a  depreS' 
sion?  A  widespread  collapse  of  the  financial  system.  This  time 
around,  the  government's  vast  safety  net,  especially  federal 
deposit  insurance,  most  assuredly  will  prevent  that  sort  of 
outright  collapse.  And  the  Fed  has  learned  how  to  head  off  a 
broad  financial  panic  by  flooding  the  system  with  money.  So 
no,  we're  not  headed  for  the  Great  Depression  of  the  1990s 
What  seems  to  be  brewing  is  an  economic  slump  much  graver 
than  the  3%  decline  in  output  of  the  harsh  1982  recession  but 
far  less  severe  than  the  Great  Depression,  when  output 
plunged  by  29%  from  1929  to  1933.  As  David  A.  Levy,  director 
of  the  forecasting  center  at  the  Jerome  Levy  Economics  Insti- 
tute, puts  it:  "It's  a  con- 
tained depression." 

Even  if  gross  national 
product  doesn't  head  into  a 
free-fall  this  time  around, 
the  economy  might  feel  as 
if  it's  in  a  depression,  stag- 
nating for  ages  as  it  did 
60  years  ago.  Throughout 
much  of  the  1930s,  for  ex- 
ample, the  prime  rate  was 
stuck  at  1.5%.  Few  cred- 
itworthy borrowers  were 
looking  for  loans,  and  no 
bank  wanted  to  lend,  ex- 
cept to  the  financially 
strong.  Today,  bank  fail- 
ures and  debt-heavy  bal-i 
ance  sheets  could  similarly 
ensure  years  of  stagna- 
tion. Tlie  Federal  Re- 
serve's policy  of  lowering 
interest  rates  by  increas- 
ing the  supply  of  money 
can't  turn  poor  credit  risks 
into  sound  ones.  Nor  is  fis- 
cal policy  helping:  Tax 
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Perhaps  the  bigj^esl  risk  is  the  banking'  system  itself, 
which  is  in  worse  shape  now  than  it  has  been  in  60  years.  Last 
year,  banks  charged  off  a  record  $30  bilHon  in  bad  loans, 
comjjared  with  some  $6  billion  in  the  1982  recession.  And  that 
figures  to  be  just  the  beginning.  Commercial  bank  charge-offs 
typically  double  in  recessions,  says  Lowell  L.  Bryan,  a  director 
at  McKinsey  &  Co.  The  bulk  of  bank  write-offs  will  come  from 
distressed  commercial  property  loans.  That's  the  main  reason 
that  the  Bank  of  New  England  failed. 

Corporate  borrowers  are 


THE  BANKRUPTCY  BOOM 
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slightly  better  off  than 
l)anks.  Total  corporate 
debt  in  the  U.  S.  jumped 
from  $829  billion  in  1980  to 
$2.13  trillion  in  1990,  ac- 
cording to  Salomon  Broth- 
ers Inc.  Just  entering  the 
recession,  interest  pay- 
ments are  absorbing  some 
30%  of  corporate  cash 
flow,  already  topping  the 
take  reached  during  prior 
recessions.  Corporate  bond 
defaults  in  1990  hit  a  rec- 
ord $15  billion.  Standard  & 
Poor's  Corp.  downgraded 
768  long-term  corporate 
double  the  previous  record 


bond  ratings  in 
reached  in  1989. 

What  all  this  adds  up  to  is  a  growing  credit  crunch,  with 
banks  turning  away  more  and  more  borrowers.  Banks,  which 
accounted  for  25%  of  corporate  lending,  are  already  pulling 
back.  Last  year,  business  loans  were  down  by  about  17'.  The 
Fed's  surveys  of  senior  bank  lending  officers  have  shown  that 
more  than  three-quarters  of  them  have  cut  real  estate  loans 
and  loans  to  heavily  indebted  companies.  At  least  half  of  the 
respondent  banks  say  they  have  cut  lending  to  small  and 
medium-size  businesses,  which  provide  more  than  half  of  the 
nation's  employment  and  output.  These  companies  usually  rely 
on  banks  for  financing.  And  nearly  25%  of  the  banking  indus- 
try, with  more  than  $750  billion  in  assets,  is  posting  such  huge 
losses  that  it  has  stopped  making  new  loans  because  it's  so 
busy  collecting  past  ones, 
McKinsey's  Bryan  says. 
AGGRESSIVE.  Too  much 
debt,  too  many  troubled 
lenders,  and  recession — a 
vicious  combination.  Look 
at  the  growth  in  business 
failures  (chart).  Regional 
Financial  Associates  Inc., 
an  economic  consulting 
firm,  estimates  that  60,000 
companies,  with  $70  billion 
in  liabilities,  went  into 
bankruptcy  in  1990,  in- 
creases of  30%  and  128%, 
respectively,  over  the  prior 
year.  Regional  Financial's 
forecast  for  1991:  $100  bil- 
lion in  liabilities  will  go 
into  bankruptcy. 

To  ensure  that  they  keep 
their  doors  open,  many 
other  enterprises  are  being 
forced  to  lay  off  workers. 
Layoffs  always  accompany 
recession,  but  this  time 
around,  businesses  have 


aggressively  slashed  paymlls  in  anticipation  of  a  downturn 
rather  than  waiting  for  business  actually  to  slump.  Had  so 
many  businesses  not  borrowed  so  much,  they  might  not  be  so 
anxious  to  cut  costs  and  so  fast  to  fire  people. 

The  financial  pressure  and  growing  joblessness  are  showing 
up  in  households  across  the  nation:  Loan  delinquencies  are  at 
their  highest  level  iri  more  than  a  decade  for  home-improve- 
ment loans  and  revolving  credit.  And  though  no  asset  is  guard- 
ed more  closely  than  a  home,  about  5%  of  the  nation's  residen- 
tial mortgages  were  30  days  past  due  in  last  year's  third 
quarter,  up  from  4.57  in  the  previous  quarter.  It  could  get 
worse.  The  unemployment  rate  was  6.1%  in  December.  The 
initial  unemployment-claims  reading  for  that  month  suggests 
that  we'll  soon  see  87"  joblessness,  notes  Edward  S.  Hyman, 
chief  econonnist  at  C.  J.  Lawrence  Inc.  No  wonder  consumer 
confidence  is  at  an  eight-year  low.  Psychology  is  critical  to  the 
economy's  performance,  so  business  activity  can  only  slow 
further  if  confidence  keeps  falling. 

The  financial  system  is  the  economy's  lifeblood,  and  the 
banks  are  its  arteries  and  veins.  With  each  bank  that  goes 
bust,  the  risks  of  a  "contained  depression"  grow. 

By  Christopher  Farrell  in  New  York 


NO 


BANKS  AREN'T  AS  CRITICAL 
TO  THE  ECONOMY  NOW 


Like  a  Depression-era  hobo,  the  banking  industry  is  clearly 
down  on  its  luck.  With  real  estate  markets  soft  every- 
where and  more  of  their  loans  going  bad,  other  commer- 
cial banks  are  sure  to  follow  Bank  of  New  England  into 
insolvency.  Pessimists  are  now  predicting  that  the  government 
will  soon  need  to  imount  an  S&L-style  bailout  of  the  commercial 
banking  industry. 

Even  a  string  of  bank  failures,  however,  will  not  impede 
the  nation's  recovery  from  what  most  forecasters  see  as  a 
short  and  shallow  recession.  Indeed,  the  days  when  a  banking 
crisis  could  drag  down  the  rest  of  the  economy  are  long  past. 
The  failure  of  an  institution  such  as  Bank  of  New  England 
may  be  disruptive,  but  once  the  federal  government  has  reim- 
bursed the  bank's  depositors,  it  is  no  worse  than  a  large 
company  in  any  other  industry  going  bankrupt. 

The  key  reason:  Com- 
mercial banks  are  no  long- 
er the  main  suppliers  of 
credit  to  U.  S.  businesses 
and  consumers.  Nor  are 
they  the  sole  conduit  be- 
I  ween  small  savers  and  the 
capital  markets  (charts, 
page  30).  Currently,  banks 
make  only  157  of  all  loans, 
down  from  more  than  26%- 
10  years  ago.  Even  that 
was  below  the  one-third 
share  they  enjoyed  in  the 
1960s  and  early  1970s. 
Notes  George  G.  Kauf- 
man, an  economist  at  Loy- 
ola University  of  Chicago: 
"Commercial  banks  don't 
have  the  predominance 
they  had  30  years  ago." 

Considering  the  weak- 
ened state  of  the  banking 
industry,  that's  good  news. 
In  the  past,  banks  occupied 
the  central  position  in  the 
U.  S.   economy,   and  eco- 
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nomic  activity  rose  and  fell  in  rhythm  with  their  fortunes, 
points  out  George  J.  Iwanicki,  an  economist  at  Kidder,  Pea- 
body  &  Co.  They  performed  that  bellwether  role  in  1969,  for 
example,  when  commercial  banks  pulled  back  on  lending  and  a 
recession  followed  a  year  later. 

The  banks  and  the  overall  economy  no  longer  march  in 
lockstep,  however.  Other  lenders  have  broken  the  banks'  hold 
on  the  market  for  debt  financing.  Large  borrowers  can  now  go 
directly  to  insurance  companies,  pension  funds,  and  finance 
companies  such  as  General  Electric  Capital  Corp.  Indeed,  GE- 
CAP's  $58.7  billion  in  assets  made  it  more  than  twice  the  size  of 
Bank  of  New  England  even  before  the  bank  failed.  Borrowers 
also  have  direct  access  to  capital  markets  through  long-term 
bonds  and  short-term  commercial  paper. 
And  as  weak  banks'  funding  costs  rise, 
many  borrowers  can  get  better  interest 
rates  elsewhere. 

As  a  result,  while  banks  are  exceed- 
ingly chary  of  their  funds  these  days, 
credit  hasn't  dried  up.  Over  the  past 
year,  the  rate  of  commercial  bank  lend- 
ing has  fallen  by  40'>  as  the  economy 
weakened  and  regulators  increased  their 
scrutiny.  But  10'/'  more  commercial  pa- 
per was  issued  in  the  third  quarter  of 
1990  than  a  year  earlier,  going  a  long 
way  toward  making  up  the  shortfall  in 
bank  lending. 

Moreover,  even  small  borrowers, 
which  don't  have  direct  and  easy  access 
to  capital  markets,  aren't  complaining  of 
a  credit  crunch.  According  to  a  Decem- 
ber survey  by  the  National  Federation 
of  Independent  Business,  only  12'/'  of 
small  businesses  reported  that  loans 
were  harder  to  get  than  three  months 
earlier.  That's  a  figure  barely  higher 
than  the  one  reported  in  June.  By  com- 
parison, during  the  1980-82  recession, 
about  three  times  as  many  companies 
were  reporting  difficulty  getting  credit. 
'MUSICAL  BANKS.'  True,  liank  troubles 
are  putting  the  squeeze  on  commercial 
real  estate  developers.  But  with  office 
vacancy  rates  pushing  20'!  in  many 
large  cities,  that's  no  tragedy.  Observes 
Edward  E.  Yardeni,  economist  at  Pru- 
dential-Bache  Securities  Inc.:  "We  cer- 
tainly don't  want  any  more  capital  com- 
mitted to  commercial  real  estate." 

One  group  that  won't  be  hurt  by  the 
troubles  in  the  banking  industry,  at  least 
directly,  is  the  depositors.  The  Bank  of  New  England  rescue 
0})eration  shows  that,  at  least  for  large  banks,  the  government 
is  still  willing  to  make  good  on  all  deposits.  With  this  protec- 
tion, mass  withdrawals  from  banks  will  be  rare  and  short- 
lived. Moreover,  some  economists  discount  the  dangers  that 
bank  runs  pose  to  the  financial  system  as  a  whole,  since 
depositors  are  only  moving  their  money  from  one  institution  to 
another.  "It's  a  game  of  musical  banks,"  says  Kaufman. 
"What  else  can  they  do  with  their  money?" 

One  thing  they  can  do  is  put  it  into  money-market  funds, 
which  are  providing  an  alternative  home  for  a  growing  share 
of  deposits.  But  unlike  hiding  $10  bills  under  the  mattress, 
that  doesn't  remove  the  money  from  the  financial  system.  Like 
banks,  money-market  funds  generate  returns  for  their  "depos- 
itors" by  making  loans.  About  half  of  their  assets  are  in 
commercial  paper.  Even  when  the  funds  invest  in  government 
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securities,  their  activities  add  money  to  the  overall  credit  pool. 

And  while  the  money-market  funds  are  showing  themselves 
to  be  efficient  recyclers  of  funds  to  credit  markets,  the  banks, 
considered  as  an  industry,  look  increasingly  uncompetitive. 
From  1979  to  1989,  which  were  both  good  years  for  bank 
lending,  the  amount  of  funds  that  commercial  banks  supplied 
to  the  credit  markets  fell  by  167' ,  adjusted  for  inflation.  Never- 
theless, over  the  same  period,  their  number  of  employees  rose  [ 
by  147".  A  manufacturing  company  with  productivity  this  abys' 
mal  would  quickly  have  been  overwhelmed  by  import  competi- 
tion. Instead,  the  banks  didn't  start  making  cutbacks  in  per- 
sonnel or  lending  until  their  situation  grew  dire. 

Although  bank  layoffs  may  cause  local  economic  problems 
in  places  such  as  New  York  City,  their 
troubles  are  not  dampening  the  opti 
nusm  of  some  economic  forecasters. 
"It's  hard  to  foresee  things  getting 
worse,  now  that  the  Fed  is  dedicated  to 
providing  liquidity,"  says  Gail  D.  Fosler 
chief  economist  at  the  Conference 
Board.  Even  after  the  latest  bank  fail- 
ure, she's  forecasting  a  rebound  starting 
in  the  first  quarter  of  this  year. 

Paradoxically,  widespread  problems 
among  banks  could  accelerate  the  eco- 
nomic recovery.  Faced  with  turmoil  in 
the  banking  system,  the  Fed  is  moving 
swiftly  to  maintain  the  liquidity  of  the 
financial  markets.  "Once  the  panic  be- 
comes widely  recognized,"  says  Yardeni, 
"the  Fed  lowers  interest  rates  very  ag- 
gressively"— which  should  boost  eco- 
nomic activity.  In  part,  that's  why  Yar- 
deni is  looking  for  GNP  to  grow  at  a  1.87" 
annual  rate  in  the  first  quarter.  If  he's 
right,  the  recession  of  1990-91  may 
(luickly  become  a  nonevent. 
'A  WASH.'  Even  a  run  of  bank  failures 
big  enough  to  deplete  the  coffers  of  the 
Federal  Deposit  Insurance  Corp.,  requir- 
ing an  infusion  of  more  money  to  replen- 
ish the  fund,  shouldn't  have  major  mac- 
roeconomic  consequences.  True,  if  the 
government  borrows  the  money  needed 
to  bolster  the  banks,  the  budget  deficit 
could  rise  considerably.  But  most  econo- 
mists agree  that  the  money  being  bor- 
rowed to  pay  for  the  S&L  bailout  is  not 
depriving  the  rest  of  the  economy  of 
funds.  It's  being  used  to  reimburse  de- 
positors, who  put  it  right  back  into  the 
financial  system  where  it  can  be  lent  out 
again.  "From  a  macroeconomic  standpoint,  the  thrift  bailout  is 
a  wash,"  says  Robert  E.  Litan,  an  economist  at  the  Brookings 
Institution.  And  the  same  would  be  true  of  any  large-scale 
rescue  of  the  commercial  banking  industry. 

To  be  sure,  some  economic  forecasters  see  bank  troubles, 
along  with  war  in  the  Middle  East,  as  the  biggest  risks  that 
the  economy  faces.  Kurt  Karl,  senior  economist  at  WEFA' 
Group,  says  more  bank  failures  would  make  the  downturn 
longer  and  deeper.  Even  so,  by  his  calculations  this  would  still 
be  the  mildest  recession  in  the  last  20  years. 

Other  economists  worry  that  the  credit  crunch  won't  develop, 
until  the  economy  turns  back  up  and  companies  start  looking 
for  loans  again.  But  at  a  time  when  some  people  are  laying  out 
scenarios  for  a  depression,  the  thought  of  having  troubles  in  a 
recovery  seems  alrriost  comforting. 

By  Michael  J.  Mandel  in  New  York 
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THE  IRAQ  CRISIS  I 


'A  TOTAL  STIFF-ARM' 
IN  GENEVA 


But  as  Wasliington  and  Baghdad  bristle,  last-ditch  diplomacy  continues 


Jim  Baker  put  on  his 
best  poker  face.  As  he 
strode  into  his  Jan.  9 
meetinjj  with  Iraqi  For- 
eign Minister  Tariq  Aziz, 
the  U.  S.  Secretary  of  State 
offered  only  an  opaque 
glare.  Aziz  glared  back. 
=i  And  for  six  hours,  neither 
blinked.  But  as  the  ministers  exchanged 
demands,  flirted  with  negotiations,  and 
finally  ended  their  Geneva  encounter  in 
a  standoff,  even  the  usually  suave  Baker 
couldn't  hide  his  frustration.  "Somber?" 
Baker  mused  in  assessing  his  mood  at 
the  end  of  the  day.  "You  got  it." 

An  anxious  world  had  watched  the 
meeting  for  a  sign  that  diplomacy  could 
head  off  a  looming  Mideast  war.  In- 


stead, the  Geneva  session  only  highlight- 
ed the  gap  between  Washington  and 
Baghdad.  Baker  rejected  Aziz'  invitation 
to  meet  with  Saddam  Hussein  for  11th- 
hour  diplomacy,  and  Aziz  responded  by 
refusing  even  to  accept  President  Bush's 
personal  letter  to  Saddam.  More  impor- 
tant, Iraq  set  down  markers  that  Wash- 
ington firmly  refuses  to  pick  up.  Aziz 
tied  resolution  of  the  Persian  Gulf  crisis 
to  the  Arab-Israeli  issue,  calling  it  a 
"matter  of  national  security,"  and  prom- 
ised that  his  armed  forces  would  "abso- 
lutely" strike  Israel  if  the  U.  S.  at- 
tacks Iraq. 

The  international  game  of  high-stakes 
poker  isn't  quite  over,  though.  The  pros- 
pect of  war  has  sparked  a  last-gasp  dip- 
lomatic effort  that  is  certain  to  run  right 


up  until  the  Jan.  15  U.  N.  deadline.  As 
Baker  and  Aziz  broke  off  direct  contacts 
between  Washington  and  Baghdad,  the 
U.  N.,  Middle  East  countries,  and  war- 
shy  European  allies  rushed  to  pick  up 
the  pieces. 

French  President  Francois  Mitterrand 
has  been  itching  to  broker  talks.  The 
European  Community  planned  to  send  a 
representative  to  meet  Aziz  in  Algiers 
And  even  President  Bush,  who  called  the 
Geneva  meeting  "a  total  stiff-arm," 
hoped  aloud  that  U.  N.  Secretary-Gener- 
al Javier  Perez  de  Cuellar's  planned  visit 
to  Baghdad  could  still  produce  a  last- 
minute  agreement.  "I'm  not  giving  up 
on  peace,"  said  Bush. 

But  world  markets  attended  more  to 
the  grim  expression  on  the  President's 


■  Bush  and  Baker 
believed  they  had 
paved  the  way  for 
progress  at  the 
Jan.  9  talks.  But  the 
session  only 
highlighted  the  gap 
between  the  U.S. 
and  Iraq 


AUG.  8  Thousands  of'" 
U.S.  troops  begin  to  arrH* 
in  Saudi  Arabia 

NOV.  8  Bush  announ^l 

plans  to  more  than  doub'li 

U.S.  troops  in  the  region  ^ 

to  over  400,000  6t 



NOV.  28  Admiral 

.  William  Crowe  and  i| 

General  David  Jones,  il 

former  chairmen  of  the  i  It 

Joint  Chiefs  of  Staff,  telii«( 


32  BUSINESS  WEEK/JANUARY  21,  1991 


face  than  to  his  hopeful  words.  Within 
minutes  of  Baker's  glum  announcement, 
uil  prices  rocketed  to  $81  a  barrel  from  a 
low  of  $2;i;i').  On  Wall  Street,  the  Dow 
Jones  industrial  average  gave  up  a  40- 
point  gain  to  close  down  39,  at  2470. 
RUFFLED  FEATHERS.  On  Capitol  Hill,  pan- 
demonium broke  loose.  Hard-liners 
stepped  up  pressure  for  a  resolution  au- 
thorizing Bush  to  use  force.  But  doves 
grew  even  more  insistent  that  Bush  not 
act  without  a  formal  declaration  of  war. 
Senator  Tom  Harkin  (D-Iowa),  an  oppo- 
nent of  U.  S.  involvement  in  the  gulf, 
took  an  extreme  position.  "If  the  Presi- 
dent goes  to  war  without  the  authoriza- 
tion of  Congress,"  he  declared,  "that  is 
an  impeachable  offense." 

Bush  is  likely  to  prevail  over  Con- 
gress in  the  end.  But  he  may  have  to 
fight  a  war  he  desperately  wants  to 
avoid  to  achieve  a  goal  he  has  now 
made  unequivocal:  Saddam  Hussein 
must  leave  Kuwait  with  his  tail  between 
his  legs. 

The  White  House  believed  that  it  had 
paved  the  way  for  substantive  progress 
in  Geneva.  After  months  of  tough  talk, 
Bush,  Baker,  and  Defense  Secretary 
Richard  B.  Cheney  thought  they  had 
mounted  a  credible  threat  of  massive 
force  against  Iraq.  "Bush  has  kept  re- 
lentless focus  on  brinksmanship,"  says 
Brookings  Institution  Middle  East  ex- 
pert William  B.  Quandt. 


But  though  chances  of  a  bloody  con- 
flict have  soared.  White  House  warriors 
are  still  leaving  themselves  a  little  wig- 
gle room  for  a  settlement.  While  Bush 
remains  inflexible  on  his  bottom-line  de- 
mand, he  and  Baker  have  all  but 
dropped  their  insistence  on  other  11.  N. 
resolutions  calling  for  war-crimes  trials 
and  reparations  for  Iraq's  looting  of  Ku- 
wait. And  after  Kuwait  is  freed  (page 
44),  the  U.  S.  poses  no  objection  to  Iraqi- 
Kuwaiti  negotiations  that  could  give 


The  Bush  team  has  all  but 

dropped  its  insistence 
on  U.N.  resolutions  calling 
for  war-crimes  trials 


Saddam  freer  access  to  the  Persian  Gulf 
and  some  Kuwaiti  oil  reserves — disputes 
that  triggered  the  invasion. 

Such  good-cop,  bad-cop  dii)lomacy 
could  still  work.  And  European  countries 
could  offer  Iraq  even  more  incentives  to 
settle.  Washington's  European  partners 
have  all  but  offered  to  back  some  of 
Baghdad's  demands,  including  maintain- 
ing a  strong  regional  role  for  Iraq,  re- 
pairing the  Iraqi  economy  after  econom- 
ic sanctions,  and  a  new  willingness  to 


force  a  settlement  of  the  Arab-Israeli 
conflict. 

But  the  question  remains:  What  does 
Saddam  really  see  when  he  looks  out 
across  the  front  lines?  The  Iraqi  leader 
could  gain  some  advantage  even  from  an 
unconditional  withdrawal  from  Kuwait. 
And  the  big  bargaining  chip  in  the  mix — 
a  conference  on  the  Arab-Israeli  con- 
flict— isn't  the  obstacle  it  appears.  While 
the  Bush  Administration  fiercely  rejects 
any  formal  link  of  the  Arab-Israeli  dis- 
pute with  a  Kuwait  deal,  both  Baker  and 
Bush  have  made  no  bones  about  their 
interest  in  pressuring  Israel  into  talks 
over  the  occupied  territories.  "Saddam 
Hussein  is  a  nasty  guy,  but  if  you  give 
him  something  he  didn't  have  before  this 
crisis,  this  can  be  settled,"  says  Alan 
Sabrosky,  former  research  chairman  at 
the  U.  S.  Army  War  College. 

Still,  with  weapons  bristling  and 
troops  and  armor  rushing  to  the  front, 
the  chances  for  a  diplomatic  solution  are 
dwindling.  Using  his  hands-on  brand  of 
diplomacy,  Bush  lashed  together  an  un- 
precedented international  coalition 
against  Iraq.  But  despite  defiant  howls 
from  Congress,  anguished  allies,  and  the 
Iraqis  themselves,  the  President  has 
shown  that  if  he  has  to  go  it  alone,  he 
will — whatever  the  consequences. 

Bji  Bill  Javetski  and  Douglas  Harbrecht 
in  Wastiinglon.  with  Mark  Maremont  in 
Genera 


■  Foreign  Minister 
Aziz  refused  even  to 
accept  President 
Bush's  letter  to 
Saddam  and  tied  a 
settlement  to 
progress  on  the 
Arab-Israeli 
issue 


igress  the  embargo 
uFd  be  given  more  time 
/ork  before  armed  force 
sed  to  oust  the  Iraqis 
n  Kuwait 

lOVi29  U.N.  Security 
mcil  imposes  a  Jan.  15 
idline  for  Iraq  to  leave 
/ait  or  face  military 
on 

lEC.  6  Saddam  Hussein 
eils  plans  to  release 
stern  hostages 

AH.  9  Baker  meets 
^i  Foreign  Minister  Tariq 
z  in  Geneva.  The 
jting  ends  grimly 
lout  any  signs  of 
gress 

lAH.  15  U.N.  deadline 
Iraqi  withdrav/al  from 

Vait  DATA;  6W 
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THE  IRAQ  CRISIS  1 


BUSH  PUSHES  THE  ALLIES 
—BUT  NOT  TOO  HARD 


He  wants  financial  help  but  fears  losing  control  over  Desert  Shield 


As  the  U.  S.  girds  for  a 
fateful  showdown  with 
Iraq,  congressional  crit- 
ics are  taking  potshots 
at  America's  allies  in  the 
'ersian  Gulf  crisis.  They 
say  such  well-heeled  coun- 
tries as  Germany,  Japan, 
r=i  Saudi  Arabia,  and  the  Unit- 
ed Aral)  Emirates  aren't  bearing  nearly 
enough  of  the  cost  of  Operation  Desert 
Shield,  which  could  hit  $1  billion  a  day  if 
shooting  starts. 

The  monied  states  did  pledge  $10  bil- 
lion for  the  effort  last  fall,  but,  since 
then,  the  U.  S.  has  announced  a  doul)ling 
of  its  forces  in  the  region  to  480,()()(),  and 
the  cost  of  the  intervention  could  hit  $30 
billion  this  year — without  a  war.  Even  a 
peaceful  resolution  could  recjuire  the 
U.  S.  to  keep  as  many  as  100,000  troops 
in  the  region  indefinitely,  military  ana- 
lysts say.  Faced  with  a  budget  deficit 
that  may  hit  $325  billion,  the  Administra- 
tion is  now  asking  its  allies  to  cough  up 
billions  of  dollars  more. 
RATTLING  CUP.  Secretary  of  State  James 
A.  Baker  III  will  be  doing  a  little  fund- 
raising  with  the  allies  as  he  jets  around 
Europe  and  the  gulf  in  the  last  few  days 
before  the  Jan.  15  deadline  for  Iraq  to 
exit  Kuwait.  But  don't  expect  him  to 
rattle  his  tin  cup  very  hard.  Although 
the  U.  S.  can  use  all  the  financial  assis- 
tance it  can  get,  the  Administration 
fears  that  unless  Washington  continues 
to  bear  the  bulk  of  the  cost,  it  will  lose 
control  of  military  strategy  to  its  gun- 
shy  allies. 

Still,  in  the  coming  weeks  Baker  will 
prod  some  slow-paying  allies  to  make 
good  on  their  original  pledges.  Japan  has 
only  paid  about  a  third  of  the  $2  billion 
pledged.  "Disbursement  of  Japanese 
funds  for  the  multilateral  peacekeeping 
forces  has  not  been  as  quick  as  we 
hoped,"  complains  one  U.  S.  official.  The 
Administration  also  wants  the  Japanese 
to  increase  their  contribution  to  reflect 
the  increasing  costs  of  the  gulf  opera- 
tion, but  Japan's  Finance  Minister  re- 
cently ruled  out  any  new  pledges,  at 
least  until  April. 

A  recent  General  Accounting  Office 
report  that  has  Congress  riled  says  Ger- 
many has  come  up  with  only  about  a 


U.S.  ALLIES  HAVE  PLEDGED  A  TOTAL  OF 
$10  BILLION  IN  CASH  AND  MATERIEL 

THE  ALLIES  ANTE  UP 


Pledged  to  U.S.  Contributed  to  date 

Millions  of  dollars ' 

SAUDI  ARABIA 

Open-ended 

$3,000 

KUWAIT 

$2,500 

2,503 

JAPAN 

2,000 

720 

GERMANY 

1,072 

690 

UAE 

1,000 

280 

SOUTH  KOREA 

95 

50 

Estimated  U.S.  cost  of  Operation  Desert  Shield 
through  fiscal  1991,  assuming  no  war:  $30  billion 

"Cosh  and  in-kind  contributions 

DATA:  GENERAL  ACCOUNTING  OFFICE,  8W 


third  of  its  promised  $1  billion.  But  Bonn 
insists  it  has  paid  two-thirds  of  the  aid, 
and  American  military  officials  praise 
the  Germans  for  their  quick  shipment  of 
high-quality  materiel.  Still,  the  relatively 
modest  contributions  of  the  two  industri- 
al superpowers,  Japan  and  Germany, 
which  depend  far  more  than  the  U.  S.  on 
Middle  East  oil,  will  continue  to  be  a 
sore  point  in  Washington  as  the  crisis 
unfolds. 

The  congressional  critics  complain 
that  the  gulf  states  aren't  ponying  up 
enough,  either.  Saudi  Arabia  has  given 


the  Pentagon  an  open-ended  commit- 
ment, and  Kuwait  and  the  United  Arab 
Emirates  have  offered  $3.5  billion.  But 
those  payments  represent  only  a  frac- 
tion of  the  windfall  the  Saudis  and  the 
einirates  have  reaped  from  surging  oil 
prices.  Fareed  Mohamedi,  an  economist 
at  Petroleum  Finance  Co.,  a  Washing- 
ton-based energy  consulting  firm,  calcu- 
lates that  Saudi  Arabia's  total  oil  ex- 
ports soared  from  $30.4  billion  in  1989  to 
$49.2  billion  in  1990. 

Saudi  Ambassador  Bandar  bin  Sultan 
denies  that  his  country  is  profiteering  on 
the  crisis.  In  a  letter  to  House  Armed 
Services  Committee  Chairman  Les  Aspin 
(D-Wis.),  Bandar  said:  "Additional  Saudi 
costs  as  a  consequence  of  the  crisis  will 
more  than  [absorb]  that  expected  addi- 
tional revenue."  On  top  of  underwriting 
$3  billion  worth  of  U.  S.  military  costs 
(table),  the  Saudis  have  doled  out  $3.65 
billion  in  economic  aid  to  poorer  nearby 
states,  boosted  their  own  military  spend- 
ing by  $1.7  billion,  and  purchased  $7.6 
billion  worth  of  U.  S.  weapons.  "It's  im- 
portant to  look  at  the  big  picture,"  says 
Mohamedi.  "The  Saudis  practically  sin- 
gle-handedly stabilized  the  oil  inarkets. 
And  the  U.  S.  would  not  have  met  its 
foreign-policy  aims  in  the  gulf  if  the 
Saudis  had  not  paid  money  to  Turkey 
and  Egypt." 

That  argument  hasn't  convinced  many 
people  on  Capitol  Hill.  Contributions 
from  coalition  partners  have  been  "dis- 
graceful," says  Senator  Timothy  E. 
Wirth  (D-Colo.).  Declares  House  Middle 
East  subcommittee  Chairman  Lee  H. 
Hamilton  (D-Ind.):  "We  have  to  press  the 
allies  very,  very  hard  for  more  help." 
And  House  Budget  Committee  Chair- 
man Leon  E.  Panetta  (D-Calif.)  argues 
that  America's  allies  should  underwrite 
"at  least  50'/"'  of  the  cost  of  U.  S.  mili- 
tary muscle. 

NEW  ERA?  Congressional  critics  complain 
tliat  Desert  Shield  is  turning  out  to  be  a 
U.  S.  operation  with  just  a  veneer  of  in- 
ternational support.  "Everyone  hoped 
we  could  begin  a  new  era  in  which  other 
nations  would  assume  responsibility  for 
peace  in  the  world,"  says  Panetta.  "This 
is  not  the  kind  of  new  world  order  the 
President  envisioned." 

To  ease  such  criticism,  Bush  has  to 
put  the  squeeze  on  the  allies.  But,  as 
long  as  the  threat  of  war  hangs  over  the 
Middle  East,  he  really  doesn't  want 
them  to  chip  in  too  much.  The  last  thing 
he  wants  is  for  dovish  partners  to  buy  a 
big  say  in  a  military  operation  in  which 
the  U.  S.  would  bear  907^  of  the  casual- 
ties— and  in  which  his  political  career  is 
at  stake. 

By  Amy  Borrus  in  Washington,  with 
Gail  E.  Schares  in  Bonn,  Ted  Holden  in 
Tokyo,  and  Blanca  Riemcr  in  Paris 
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-14  TOMCATS  MAY  BE  REFITTED  TO  FILL  THE  BOMBER  GAP  UNTIL  A  NEW  PLANE  IS  DEVELOPED 


DESPERATELY  SEEKING 
\H  ATTACK  BOMBER 


Vith  the  A- 12  in  flames,  the  Navy  must  scramble  for  a  replacement 


Fighter  pilots  get  the  glory,  but  the 
bomber  is  the  heart  of  Navy  avia- 
tion. A  key  mission  of  the  ponderous 
arrier  battle  group,  with  its  cruisers,  de- 
troyers,  and  long-range  fighter  planes,  is 

0  get  its  lethal  attack  bombers  safely  to 
heir  targets. 

So  the  Navy's  top  brass  was  under- 
tandably  stunned  on  Jan.  7,  when  De- 
ense  Secretary  Richard  B.  Cheney  killed 
he  A-12  bomber.  The  new  attack  plane 
/as  by  far  the  Navy's  top-priority  weapon 
or  the  1990s.  The  Navy  was  counting  on 
he  radar-evading  A-r2  Avenger  to  re- 
ilace  the  venerable  A-6,  a  Vietnam  vet 
esigned  in  the  1950s  and  first  delivered 

1  1963. 

ID  BAILOUT.  Not  that  the  A-12  didn't  have 
:  coming.  A  year  and  a  half  behind  sched- 
ile  and  at  least  $2.7  billion  over  its  $4.8 
lillion  development  budget,  the  bomber 
irogram  was  flying  wildly  out  of  control, 
'heney  said  that  neither  the  Navy  nor  the 
ilane's  contractors — McDonnell  Douglas 
"orp.  and  General  Dy- 
lamics  Corp. — could  tell 
lim  how  much  in  addi- 
ional  funds  would  be 
leeded  to  keep  the  pro- 
gram going.  The  compa- 
lies  sought  financial 
lelp  from  the  govern- 
nent.  But  under  such 
:ircumstances,  Cheney 
aid,  "I  do  not  believe 


a  bailout  is  in  the  national  interest." 

The  crash  of  the  A-r2 — the  biggest  pro- 
gram cancellation  in  Pentagon  history — 
has  already  caused  extensive  casualties. 
McDonnell  Douglas  and  General  Dynam- 
ics have  lost  contracts  for  620  planes  that 
were  expected  to  bring  in  $52  billion.  The 
Justice  Dept.  is  investigating  whether  the 
companies  defrauded  the  government  on 
work  done  so  far.  Two  admirals  and  a  cap- 
tain have  been  censured  and  retired  or  re- 
assigned, primarily  because  they  failed  to 
pass  bad  hews  on  to  their  superiors.  The 
most  prominent  victim:  former  Ford  Mo- 
tor Co.  executive  John  A.  Betti,  who  him- 
self failed  to  tell  the  Secretary  about  the 
A-12's  woes.  Betti  quit  as  the  Pentagon's 
chief  of  acquisition  after  an  embarrassed 
Cheney  had  to  tell  Congress  he  had  unwit- 
tingly misled  members  about  the  pro- 
gram's progress. 

But  the  biggest  loser  is  the  Navy, 
which  is  left  scrambling  for  a  plane  that 
can  fill  the  A-12's  mission.  An  attack 


THREE  QUICK  FIXES,  NONE  OF  THEM  GOOD 

A-6  INTRUDER  Grumman's  carrier-based  bomber  the  A-12  was  to  replace. 
Navy  brass  thinks  it  can  fulfill  its  main  role  only  for  another  three  to  five  years 

F- 1 4  TOMCAT  A  fighter  also  made  by  Grumman,  built  for  aii--to-air  combat. 
Adding  bomber  capabilities  would  mean  an  ungainly  compromise 

F/A- 1 8  HORNET  McDonnell  Douglas'  fighter  has  some  bomber  capabilities. 
But  even  after  a  refit,  it  couldn't  go  nearly  as  far  or  carry  as  much  as  the  A-6. 


plane  is  key  to  the  Navy's  ability  to  pro- 
ject force  into  trouble  spots  around  the 
globe.  "If  we're  going  to  maintain  carrier 
fleets  into  the  next  century,  we're  going 
to  have  to  replace  the  A-6,"  says  Gordon 
Adams,  director  of  the  liberal  Defense 
Budget  Project. 

Just  to  keep  the  A-6  flying,  the  Navy  is 
spending  at  least  $800  million  to  outfit  old- 
er planes  with  better  wings.  Still,  one  ad- 
miral estimates  that  the  A-6  will  have  out- 
lived its  usefulness  within  three  to  five 
years.  The  slow,  stubby  plane  is  highly 
vulnerable  to  the  ever-more-sophisticated 
missile  systems  proliferating  around  the 
world.  The  admiral,  who  asked  not  to  be 
named,  notes  that  Iraq  boasts  antiaircraft 
technology  courtesy  of  the  U.  S.,  France, 
Italy,  and  the  Soviet  Union.  "They  are 
Third  World,"  he  says,  "but  they  have 
first-class  weapons." 

STOPGAPS.  What  will  replace  the  A-6? 
"Stealth  technology  will  be  required  if  at- 
tack aircraft  are  to  elude  advanced  fight- 
ers and  surface-to-air  missiles  in  the  fu- 
ture," Cheney  says.  That  implies  the 
Pentagon  will  either  renegotiate  with  Mc- 
Donnell-Douglas and  General  Dynamics 
or  start  over  with  a  fresh  A-12  design.  In 
the  latter  case,  some  defense  industry  an- 
alysts believe  Grumman  Corp.  and  Nor- 
throp Corp.  would  have  a  leg  up.  The  two 
companies  bid  on  the  A-12  in  1986  but 
came  in  about  $1  billion  above  the  winning 
proposal — a  figure  that  obviously  was 
more  realistic  than  the  winning  bid.  And 
Northrop,  as  prime  contractor  for  the 
stealthy  B-2  bomber,  has  extensive  experi- 
ence in  engineering  composite  materials 
that  help  make  a  plane  hard  to  spot  on 
radar. 

A  new  attack  bomber  would  take  at 
least  five  years  and  perhaps  up  to  eight  to 
develop.  Meantime,  the  Navy  faces  a 
bomber  gap.  Many  older  A-6s  suffer  from 
metal  fatigue,  especially  in  the  wings.  An 
expanded  A-6  life-extension  program  is 
likely,  benefiting  Boeing  Co.,  which 
makes  the  new  wings.  Meanwhile,  the 
Navy  will  look  for  ways  to  beef  up  two 
newer  planes,  the  F-14  Tomcat  and  the 
F/A-18  Hornet,  as  stopgap  bombers 
(table). 

Between  patching  up  the  A-6,  perhaps 
refitting  the  F-14  or  F/A-18,  and  starting 
over  on  development  of  a  new  bomber,  the 
Navy  may  well  spend  more  in  the  long 
run  than  it  would  have  on  the  A-12.  But 
Cheney  had  an  important  point  to  make, 
and  he  made  it  boldly:  In 
the  post-cold-war  world, 
even  a  badly  needed 
weapon  won't  fly  if  the 
contractors  and  the 
armed  services  can't  de- 
liver on  their  promises. 

By  Russell  Mitchell  in 
Washington,  with  James 
E.  Ellis  in  St.  Louis  and 
bureau  reports 
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LEGAL  AFFAIRS  I 


WERE  CIVIL  RIGHTS  LAWS 
MEANT  TO  TRAVEL? 


The  court  will  decide  if  antibias  laws  apply  to  U.S.  companies  abroad 


BOURESLAN  IS  SUING  ARAMCO,  ALLEGING  HE  MET  DISCRIMINATION  WHILE  STATIONED  OVERSEAS 


When  in  Riyadh,  should  Ameri- 
ca,ns  do  as  the  Saudis  do  or  as 
Americans  do  at  home?  That's 
more  just  than  a  protocol  question.  The 
Supreme  Court  will  decide  this  term 
whether  U.  S.  corporations  have  to  fol- 
low American  laws  against  job  discrimi- 
nation in  their  operations  abroad. 

In  an  increasingly  global  economy, 
both  business  and  workers  have  a  lot  at 
stake  in  the  outcome  of  the  case,  which 
will  be  argued  before  the  high  court  on 
Jan.  16.  About  2,000  U.  S.  companies  op- 
erate 21,000  foreign  units  in  121  coun- 
tries. Business  worries  that  it  could  get 
caught  in  the  crossfire  between  conflict- 
ing local  laws  and  imported  U.  S.  stat- 
utes, while  civil  rights  groups  insist  that 
American  workers  for  American  compa- 
nies should  be  free  from  bias  wherever 
they're  employed,  despite  local  custom. 
CRUEL  TAUNTS.  Multinationals  seem  to 
have  the  upper  hand  in  the  case  now 
before  the  Supreme  Court.  A  federal 
judge  in  Houston  tossed  out  the  suit 
brought  by  Ali  Boureslan,  a  U.  S.  engi- 
neer of  Lebanese  Moslem  descent,  who 
charged  that  Arabian  American  Oil  Co. 
discriminated  against  him.  A  year  after 
joining  Aramco  in  Houston  in  1979, 
Boureslan,  a  naturalized  citizen,  won  a 
prized  transfer  to  Saudi  Arabia.  Once 
there,  claims  Boureslan,  his  supervisor 
taunted  him  mercilessly  about  his  na- 


tional origin  and  religion.  In  1984,  he 
was  fired  from  his  $85,000-a-year  job.  He 
returned  to  the  U.  S.  and  filed  a  bias 
suit.  "As  an  American  society,  we  are 
not  free  of  this  disease,"  says  Boures- 
lan, 44,  who  now  runs  an  insurance  com- 
jjany  in  El  Paso. 

A  federal  appeals  court  upheld  the 
lower-court  ruling,  agreeing  that  Con- 
gress didn't  intend  to  apply  the  antibias 
law  outside  the  country.  "It  is  a  chauvin- 
istic and  imperialistic  view  that  U.  S.  law 
is  always  better,"  says  Paul  L.  Fried- 
man, a  lawyer  for  Aramco. 

But  now,  Boureslan  has  gained  the 
backing  of  the  federal  Equal  Employ- 
ment Opportunity  Commission,  which 
joined  the  suit  against  the  oil  company 
after  the  appeals  court  decision.  The 
EEOC  and  civil  rights  groups  contend 
that  an  Aramco  victory  would  pave  the 
way  for  employers  to  hold  back  the  ad- 
vancement of,  say,  female  employees  in 
countries  such  as  Japan.  And  in  a  com- 


mit is  a  chauvinistic 
and  imperialistic  vie'w 
that  U.S.  law 
is  always  better' 


pany  where  an  overseas  assignmen 
may  be  key  to  promotions,  employee 
may  face  a  grim  choice:  taking  a  pos 
abroad  where  they  could  face  bias  o, 
harming  their  careers.  "These  types  oj 
rules  and  customs  overseas  can  be 
barrier  to  various  groups  breaking  int 
top  jobs,"  says  Charles  S.  Ralston, 
lawyer  with  the  NAACP  Legal  Defense 
Education  Fund. 
RAMADAN  RELIEF.  But  if  Boureslan  am 
the  EEOC  prevail,  companies  with  ove 
seas  operations  say  they  would  faci 
huge  practical  problems.  They  envisioi 
numerous  conflicts  that  might  arise  be 
tween  U.  S.  and  local  laws.  And  the^ 
note  that  since  foreigners  working  foi 
foreign-owned  companies  in  the  U.  S 
must  follow  American  antibias  laws,  it's 
only  fair  that  their  laws  apply  in  thei: 
countries.  "Labor  law  is  a  function  o 
culture,  and  cultures  are  different  ii 
countries  where  Americans  do  busi| 
ness,"  says  M.  Louis  Camardo,  a  person 
nel  manager  at  Ford  Motor  Co.  Manag 
ers  are  especially  concerned  about  iega 
conflicts  in  countries  such  as  Saudi  Ara 
bia,  which  bars  women  from  many  jobs 
and  allows  Moslems  to  work  fewei 
hours  at  full  pay  during  the  monthlon| 
religious  holiday  of  Ramadan. 

Many  countries  require  that  compa- 
nies give  hiring  and  promotion  prefer 
ence  to  nationals  of  the  host  country 
Indeed,  when  Aramco  began  to  transfer 
its  assets  to  the  Saudi  government 
many  Americans  were  laid  off,  whiU 
Saudi  jobs  were  protected.  The  affectec 
Americans  have  now  sued  Aramco  un 
der  the  same  law  Boureslan  used,  claim 
ing  discrimination  on  the  basis  of  nation 
al  origin  and  religion.  Their  attorney 
Michael  M.  Mulder,  says  their  ease  is  on 
hold  until  the  Supreme  Court  rules  in 
the  Boureslan  case. 

The  case  will  be  won  or  lost  on 
narrow  legal  point:  When  Congress 
passed  the  Civil  Rights  Act  of  1964,  did 
it  want  the  statute  to  apply  outside  the 
U.  S.?  But  even  if  the  court  rules  that 
lawmakers  had  no  such  intention,  that 
might  not  be  the  end  of  the  issue.  Cali- 
fornia Democrat  Don  Edwards,  chair- 
man of  a  key  House  judiciary  subcom- 
mittee, says  he  plans  to  introduce 
legislation  that  would  make  it  clear  that 
antidiscrimination  laws  apply  wherever 
U.  S.  companies  operate. 

That  prospect  is  already  creatmg  a 
stir.  Britain,  Canada,  and  Australia  have 
reminded  the  State  Dept.  that  interna- 
tional law  recognizes  the  rights  of  na 
tions  to  regulate  conduct  within  their 
own  borders.  If  the  high  court  extends 
American  antibias  laws  outside  the  U.  S. 
it  could  resolve  one  dispute  only  to  un 
leash  a  much  larger  one. 

By  Susan  B.  Garland  in  Washington 
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tlYEINC  TOYOTAS  IN  LOS  ANGELES:  THE  CARMAKER'S  U.S.  SALES  JUMPED  12%  LAST  YEAR 


RECESSION?  JAPANESE  CARMAKERS 
HARDIY  HAVE  A  SCRATCH— YET 


They're  gaining  market  share  while  the  Big  Three  keep  sputtering 


I  ot  even  a  rare  cloudburst  deterred 
opening-day  crowds  at  the  annual 
iLos  Angeles  auto  show,  where  a 
record  number  of  showgoers  showed  up 
on  Jan.  5  to  ogle  the  models  and  kick  the 
tires  of  more  than  600  new  cars.  Trouble 
is,  faced  with  a  tinderbox  in  the  Middle 
East  and  a  faltering  economy  at  home, 
most  won't  get  past  the  looking  stage. 

That  caution  has  already  sent  the  indus- 
try into  a  slump.  Car  and  truck  sales  last 
year  tumbled  more  than  5%,  to  13.8  mil- 
lion, their  lowest  level  since  1983,  and  car- 
makers are  bracing  for  a  similar  slide  this 
year.  Yet  despite  the  gloom  and  doom, 
Japanese  manufacturers  continued  to  rack 
up  gains  in  1990  in  the  U.  S.,  selling  3.5'/ 
more  vehicles  and  ratcheting  up  their  mar- 
ket share  two  percentage  points,  to  nearly 
247°.  And  they  expect  to  do  at  least  that 
well  this  year. 

"It's  simple.  If  the  industry  drops,  the 
Japanese  gain  share,"  explains  Thomas  D. 
Mignanelli,  president  of  Nissan  Motor 
Corp.'s  U.  S.  marketing  arm.  "We  feel 
pretty  optimistic  this  year,"  he  says, 
figuring  that  at  worst,  Nissan  will  hold  its 
own  and  probably  show  increases,  thanks 
to  its  luxury  Infiniti  division.  And  Nissan 
has  been  the  laggard  among  the  big  Japa- 
nese carmakers:  Its  sales  were  off  6'/'  last 
year,  while  Toyota  Motor  Corp.  set  a  new 
record,  selling  more  than  a  million  cars 
and  trucks,  an  increase  of  127(:  Honda  Mo- 
tor Corp.,  led  by  its  Accord,  the  best-sell- 


ing car  in  the  U.  S.,  boosted  sales  9%. 

Even  General  Motors  Corp.  benefited 
from  its  Japanese  connections.  While  sales 
fell  d.S?",  GM  managed  to  eke  out  a  half- 
point  share  gain,  the  only  U.  S.  manufac- 
turer to  do  so.  That  advance  came  almost 
entirely  from  increased  sales  of  its  Chev- 
rolet Geo  cars.  G.M  uses  the  Geo  badge  ex- 
clusively for  cars  made  by  or  with  GM  part- 
ners Isuzu,  Suzuki,  and  Toyota. 
'BUSINESS  AS  USUAL.'  The  Japanese  advan- 
tage is  no  secret:  They  make  attractive, 
frequently  updated  products  that  consis- 
tently outscore  their  U.  S.  counterparts  in 
quality  polls.  And  they  invest  heavily  dur- 
ing downturns,  most  re- 
cently evidenced  by  the 
November  Toyota  an- 
nouncement that  it  will 
double  the  capacity  of 
its  Georgetown  (Ky.) 
factory. 

This  year  is  no  differ- 
ent. "It's  business  as 
usual,  because  every- 
thing for  the  Japanese  is 
going  as  planned,"  says 
Neal  Doying,  auto  ana- 
lyst for  Baring  Securities 
(Japan)  Ltd.  In  the  first 
10  days  of  the  year,  both 
Toyota  and  Nissan  intro- 
duced brand-new,  entry- 
level  coupes,  the  Toyota 
Paseo  and  the  Nissan 


WHO'S  HOT 
AND  WHO'S  NOT 


1990  Percent 
U.S.  market    change  from 
shore*  previous  year 

TOYOTA 

7.64% 

17.5% 

HONDA 

6.12 

14.3 

NISSAN 

4.49 

-1.5 

MAZDA 

2.52 

7.2 

MITSUBISHI 

1.38 

34.0 

SUBARU 

0.80 

-14.9 

ISUZU 

0.80 

-2.4 

SUZUKI 

0.15 

-28.6 

DAIHATSU 

0.11 

*Vehicles  sold  under  Japanese  name- 
plates,  including  cars  and  light  trucks 
DATA  WARD  S  AUJOMOTIVC  KEPORTi 


NX2000.  Honda  will  revamp  its  Acura 
Legend  coupe  next  month  and  add  a  new 
Acura  model  that  will  be  priced  midway 
between  the  Legend  and  Integra  in  April. 
Toyota  is  planning  to  roll  out  a  third, 
sportier  Lexus  model  on  June  1,  and  Nis- 
san's Infiniti  convertible  will  debut  next 
month.  And  that's  just  to  keep  sales  up  in 
the  first  half  of  the  year. 

Indeed,  for  the  Japanese,  much  of  199rs 
growth  will  come  at  the  luxury  end.  "The 
luxury-car  market,  for  the  Japanese  at 
least,  is  not  much  affected  by  either  the  re- 
cession or  the  luxury  tax"  on  new  cars 
costing  $30,000  and  up,  says  Thomas  G.  El- 
liott, executive  vice-president  of  American 
Honda  Motor  Co.  That's  because  most  up- 
scale Japanese  cars  weigh  in  on  the  low 
end  of  the  luxury-car  price  range.  Other 
Japanese  companies  have  noticed:  Mitsubi- 
shi Motors  Corp.  is  introducing  its  $27,000 
Diamante  this  month,  and  Mazda  Motor 
Corp.  is  widely  expected  to  launch  a  new, 
upscale  car  line,  named  Pegasus,  later 
this  year. 

STRONG  ACTION.  Japanese  carmakers  are 
not  universally  unscathed  by  the  plunge  in 
car  sales.  The  bottom  tier — Isuzu,  Subaru, 
Suzuki,  and  Daihatsu — saw  their  already 
small  sales  wither  in  the  face  of  the  better- 
known  and  better-funded  competition.  And 
even  the  giants  occasionally  stumble.  Hon- 
da's sales,  for  example,  dropped  a  hefty 
2Q7<  in  December. 

That  means  the  big  Japanese  brands 
may  have  to  resort  to  what  for  them  are 
extraordinary  measures  to  meet  their  bull- 
ish projections.  Honda's  Elliott  forecasts 
that  Honda  and  Acura  sales  will  be  up  67^ 
to  8%'  this  year  and  hints  that  it  may  take 
unusual  financial  incentives  to  dealers  to 
make  it.  "We  want  to  start  the  year  with  a 
strong  first  quarter,"  he  says,  "so  we  have 
to  do  something." 

If  anything  holds  the  Japanese  growth 
in  check  this  year,  it  will  be  politics.  The 
carmakers  know  that  if  their  sales  gains 
come  largely  at  the  expense  of  Detroit's 
Big  Three,  trade  hawks  in  the  Administra- 
tion and  Congress  will  call  loudly  and  of- 
ten for  retaliation.  "A 
major  challenge  this  year 
will  be  American  protec- 
tionism," says  Akira 
Imai,  general  manager 
of  North  American  sales 
and  marketing  at  Toyota. 
"We  can't  control  it." 
Put  another  way,  the  car 
buffs  in  import-friendly 
Southern  California  were 
just  kicking  tires.  But  if 
the  Japanese  don't  watch 
their  step,  Washington 
may  want  to  bash  the  en- 
tire car. 

By  Larry  Armstrong 
in  Los  Angeles,  with  Ka- 
ren Loivry  Miller  i?i  To- 
kyo and  bureau  reports 
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THE  INS  AND  OUTS  OF  A  GLOOMY  YEAR 

The  peace  dividend  is  out  like  last  week's  meat  loaf — although  meat  loaf  is  tres  chic 


It 's  the  year-  of  living  seriously.  War  is  in  the  air — the 
real  kind,  not  the  cold  variety.  Recession  is  definitely 
on  our  minds.  It's  time  to  hunker  down.  BUSINESS 
week's  annual  roundup  of  fads  and  fashions  shows  a 


distinct  drift  back  to  home,  hearth,  and  hash  brown 
potatoes.  We're  into  saving  and  V-mail  to  our  GIs  in 
the  gulf.  Wall  Street  is  nowhere.  Old-fashioned  job 
experience  outweighs  MB  As.  More  surprises  below. 


MANUFACTURING  JOBS 


THE  CIVIL  WAR 


JULIA  ROBERTS 


WHAT'S  IH 


WHAT'S  OUT 


Management 


Bankruptcy  lawyers 
Job  experience 
Severance  packages 
Cash 

Retrenchment 

Lateral  transfers 

Outplacement  counselors 

"Decruited" 

Right-sizing 

Speed 

Northwestern's  B-school 
Manufacturing  jobs 
RIFs  (reductions  in  force) 


Investment  bankers 

MBAs 

Bonuses 

Debt 

Growth 

Fast  track 

Executive  heodhunters 
Recruited 
Downsizing 
Strategy 

Yale's  School  of  Management 

Wall  Street 

Paternalism 


Workouts 

Bankruptcies 

House  auctions 

Deflation 

Mexican  stocks 

Cash 

Bonds 


Finance 

LBOs 
Banks 

Antique  auctions 
Inflation 

Japanese  stocks 
Gold 

Real  estate 

Politics  &  Economics 


War  games 
Term  limitation 
James  Baker  and  Bob  Teeter 
United  Germany 
The  Civil  War 
Trading  blocs 
Wal-Mart 
Norma  Major 
Public-service  cuts 
Hosni  Mubarak 


Basics 
Saving 
Sitting  tight 
Pink  slips 
Gloom 

Warehouse  shopping 
Values 
V-mail  to  GIs 
Home  cookin' 
Babysitting  co-ops 
Julia  Roberts 


Peace  dividend 
Incumbency 

John  Sununu  and  Dick  Darman 
Soviet  empire 
The  cold  war 
GATT 
Sears 

Denis  Thatcher 
Infrastructure  spending 
King  Hussein 

Social  Trends 

Glitz 
Spending 
Job-hopping 
Bonuses 
Optimism 
Malls 
Greed 
Flag-burning 
Fancy  dining 
Quality  time 
Michelle  Pfeiffer 


GLITZ 
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Who  guarantees  overnight  air  delivery 
by  10:30  am  to  the  most  places  coast  to  coast? 


EDITED  BY  HARRIS  COLLINGWOOD 


STERLING  DRUG  WILL 
GET  A  BOOSTER  SHOT 


►  Eastman  Kodak  paid  $5  l)il- 
lion  for  Sterling  Drug  in  1!)S8, 
but  the  unit  is  still  a  98-pound 
weakling  in  a  land  of  pharma- 
ceutical giants.  To  bulk  up, 
Kodak  plans  to  share  future 
sales-and-development  costs 
with  a  European  drugmaker. 
On  Jan.  i),  it  disclosed  plans  to 
form  an  alliance  with 
France's  Sanofi  that  would 
create  U.  S.-  and  French-based 
companies  with  $2.3  billion  in 
combined  sales  and  an  annual 
$500  million  development  bud- 
get. E.\pected  to  be  completed 
by  Mar.  31,  the  deal  would 
pool  some  operations  while  re- 
taining two  separately  man- 
aged businesses,  each  to  be 
called  Sanofi  Winthrop. 

Sterling,  which  has  few 
new  drugs  in  its  labs,  would 
win  forthcoming  Sanofi  hy- 
pertension and  heart  drugs 
and  would  give  the  French 
subsidiary  of  Elf  Aquitaine 
access  to  Sterling's  U.  S.  and 
European  sales  outlets. 


3COM  BOWS  OUT  OF 
THE  NETWORKING  BIZ 


►  The  costs  of  3Com's  bid  to 
dominate  the  personal-com- 
puter networking  business 
are  stalling  to  add  up.  On 
Jan.  7,  3Com  said  it  would 
stop  selling  software  for  PC 
networks  since  it  has  been  un- 
able to  gain  share  against 
competitors.  That's  going  to 
mean  write-downs  of  $45  mil- 
lion and  layoffs  of  235  em- 
ployees, or  12'''  of  its  work 
force.  On  Jan.  S,  the  stock 
dropped  26'a  on  the  news,  to 
5%.  Analysts  now  predict  a 
$40  million  loss  for  3Com's 
third  quarter,  ending  Feb.  28, 
on  flat  sales  of  $106  million. 


THE  NFL  GAINS,  BUT  THE 
GAME'S  NOT  OVER 

►  The  National  Football 
League  won  a  victory  on  Jan. 
7,  when  the  U.  S.  Supreme 
Court  refused  to  hear  a  suit 


against  NFL  rules  that  restrict 
player  free  agency.  But  the 
move  doesn't  end  the  owners' 
legal  woes. 

The  NFL  Players  Assn.  had 
appealed  a  1989  ruling  by  a 
lower  court,  which  said  that 
the  i-ules  don't  violate  anti- 
trust law  as  long  as  "the  la- 
bor relationship"  exists  be- 
tween the  union  and  the 
owners.  After  the  earlier  rul- 
ing, the  union  stopped  bar- 
gaining for  players  and  filed 
other  suits  against  the  NFL 
that  are  unaffected  by  the  Su- 
preme Court  decision.  Legal 
experts  say  that  at  some 
point,  the  courts  will  rule  that 
the  relationship  has  ended. 
The  NFL  could  then  be  found 
in  violation  of  antitrust  law. 


MATSUSHITA  SAYS 
GOODBYE  TO  YOSEMITE 


►  .MC'.a's  sale  of  its  Yosemite 
National  Park  concession  sub- 
sidiary heralds  a  major  re- 
form of  commercial  opera- 
tions in  the  national  park 
system.  Newly  acquired  by 
Japan's  Matsushita,  MCA 
agreed  on  Jan.  8  to  sell  its 
Yosemite  assets  at  a  below- 
market  price  of  $49.5  million 
to  a  foundation  that  will  turn 
them  over  to  the  National 
Park  Service. 

For  the  first  time,  the  gov- 
ernment will  be  able  to  invite 
competitive  bids  for  a  new 
concessionaire  when  the  cur- 
rent contract  expires  on  Sept. 
30,  1993.  .MCA  now  pays  only 


WHAT'S  NEXT,  WHEEl  OFSAIVATIOM? 


The  French  outfit  that  brought 
you  Rubik's  Cube  thinks  it  has 
another  sure-fire  hit:  a  religious 
board  game  that  is  backed  by 
the  Pope.  John  Paul  II  hasn't 
actually  played  "Catechic"  yet — 
it  won't  hit  the  stores  until  Sep- 
tember— but  His  Holiness  has 
allowed  his  picture  to  grace  its 
cover,  says  its  developer,  Paris- 
based  Ideal  Loisirs. 

Ideal  worked  for  nine  months 
with  Catholic  authorities  to  develop  1,000  Christian  trivia  ques- 
tions. Correct  answers  let  miniature  saints  go  marching 
through  a  cathedral.  Sample:  Who  was  Christ's  Roman  judge? 
Pontius  Pilate.  Or  a  toughie:  Who  wrote  the  music  for  the 
French  film  Dialogue  of  the  Carmelites'^.  Francis  Poulenc. 

Ideal,  formerly  the  French  unit  of  CBS  Toys,  won't  predict 
sales.  But  President  Bernard  Farkas  is  such  a  papal  bull  that 
he  plans  to  offer  Catechic  in  five  languages:  French,  English 
Spanish,  Italian,  and — "for  obvious  reasons,"  he  says — Polish. 


0.75%  of  its  gross  Yosemite 
receipts  to  the  government 
and  has  preferential  bidding 
rights.  Environmentalists 
hailed  the  deal  because  more 
of  Yosemite's  profits  may  be 
plowed  into  the  park. 


THE  CHAOS  WROUGHT 
BY  ONE  CUT  CABLE 


►  All  it  took  was  a  confused 
AT&T  worker  with  a  pair  of 
wire-cutters  to  cripple  New 
York  City's  communications 
with  the  outside  world.  On 
Jan.  4,  the  accidental  severing 
of  a  thumb-thick  cable  in 
Newark,  N.J.,  knocked  out 
more  than  100,000  two-way 


circuits  in  and  out  of  Manhat- 
tan. The  outage  snarled  traf 
fic  at  airports  up  and  down 
the  East  Coast  and  temporar- 
ily shut  New  York  commod- 
ities exchanges. 

Angry  customers  were  in- 
formed that,  in  the  absence  ol 
outright  negligence,  AT&l 
isn't  liable  for  financial  losses 
resulting  from  the  cable  cut. 
The  Federal  Communications 
Commission  insulates  com- 
mon carriers  from  such 
claims.  But  that's  not  all  bad: 
Successful  claims  by  big  com- 
panies would  force  up  phone 
rates  for  residential  and 
small-business  customers. 


GUILTY  VERDICTS  FOR 
8  CHICAGO  TRADERS 


►  The  government's  investiga- 
tion of  fraud  in  the  Chicago 
futures  markets  has  gotten  a 
much-needed  boost.  On  Jan.  9 
a  federal  jury  convicted  eight 
Chicago  Board  of  Trade  soy- 
bean traders  of  racketeering 
conspiracy.  It  returned  guilty 
verdicts  on  all  but  60  of  406 
counts  of  wire  fraud,  mail 
fraud,  and  commodities-ex 
change  act  violations.  The  vic- 
tory gives  momentum  to  a 
government  case  that  flagged 
in  July  when  a  jury  rejected 
racketeering  charges  against 
three  currency  traders.  B 
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Who  did  you  think? 


Does  it  surprise  you  to  find  out 
UPS  guarantees  1030  a.m.  delivery 
to  more  people,  places,  and  businesses 
than  anyone  else  in  the  business?  * 

Maybe  you  didn't  know  that  we  fly 
more  of  the  worlds  most  advanced  jet 


package  freighters  than  anyone  flying. 

Or  that  we  have  more  drivers  and 
more  vehicles  to  serve  you. 

Or  that  our  efficiency  enables  us 
to  do  all  this  for  up  to  half  what  other 
delivery  companies  charge  you. 


But  now  you  know.  And  from  here 
on  out,  perhaps  you'll  find  it  just  a  lit- 
de  bit  harder  to  give  your  overnight 
business  to  anybody  else.       |   ^  | 


We  run  the  tightest  ship  in  [JDS 
the  shipping  business. 


!  sec  our  UPS  Air  Strv  icc  Guide  fot  full  gu. 


Ills.  ©  1990  Unutd  Parcel  Scr^ 


LEASING  A  VOLVO  ALSO  HELPS 
ABSORB  AN  ECONOMIC  CRUNCH. 


Thanks  to  factory- 
assisted  rates,  you  can 
now  lease  any  1991 
Volvo  and  make  re- 
markably low  monthly 
payments  for  three 
years  or  less* 

What  s  even  more 
remarkable,  is  what's 
included  in  this  low 
monthly  payment. 
Three  years  of  On  Call  ? 
Volvos  24-hour  road- 
side assistance  service. 
And  a  bumper-to- 
bumper  warranty  that's 
good  for  three  years 
or  50,000  miles.** 

See  your  dealer  today 
With  all  he  has  to  offer, 
the  economics  of  leasing 
a  Volvo  could  hardly  be 
more  economical. 

VOLVO 

A  car  vou  can  believe  in. 


$2G9/M0NTH 


36 -MONTH  LEASE* 


VOLVO  240 


$33g/MONTH 


36-MONTH  LEASE* 


^399/MONTH  36-MONTH  LEASE* 


m)  vol  VO  FINANCE  NORTH  AMKRICA,  INC 


ANNOUNCING  FACTORY-ASSISTED  LEASE  RATES  ON  SHORT-TERM  LEASES. 

"Oflcrcd  by  fi.irtii.ipiiting  Volvo  deiilers  lu  qualified  and  .ipprovcd  tuMomcr'.  through  Marth  M  I'NI  Subjcti  10  avail jbilMy  All  vehicles  may  nol  be  in  eurrenl  dealer  Mock,  and  may  require  ordering  through 
imporlrr  and/or  manufacturer.  Customer  must  lake  delivery  by  April  'i,  1991,  or  order  out  of  sloik  models  by  February  28. 1991,  lo  quality  for  Ihcse  fadory  assisled  rates  Dealer  prices  may  vary  Pnces  based  on 
closed  end  lease  lor  new  1991  models  For  example,  a  36-monlh  lease  of  a  244  DLA  sedan  would  require  36  payments  of  $259.  totalling  $9,684  36  monthly  payments  of  $339  for  the  744A  would  be  $12,204 
36  monthly  payments  of  $399  for  lhe944GLE  would  be  $14,364  Customer  responsible  for  $4 M>  documentation  fee.  insurance,  taxes,  license  and  registration  fees  15  cents  per  mile  over  15.000  miles  per  year 
Lessee  responsible  for  maintenance  and  repair  not  covered  by  warranty  as  well  as  abnormal  wear  and  tear  Option  to  purchase  at  end  of  lease  at  pnce  equal  to  fair  wholesale  market  value  based  on  NADA  USED 
CAR  GUIDE  See  your  Volvo  dealer  for  complete  details  Suh|ecl  to  avaiiabdity  and  approval  by  Volvo  Finance  North  Amenca.  Inc.  "Whichever  comes  first  Limited  warranty,  see  dealer  for  terms  and 
conditions  ^On  Call*  is  offered  in  cooperation  with  Amoco  Motor  Club  See  your  dealei  for  details  and  limitations 
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THAT  TOUGH  HEW  LIHE  OH 

FOREIGH  IHVESTMEHT  IS  OHLY  A  MIRAGE 


When  the  Justice  Dept.  filed  suit  on  Jan.  3  to  block  a 
Japanese  company's  planned  purchase  of  a  San  Jose 
(Calif.)  maker  of  semiconductor  manufacturing 
equipment,  critics  of  foreign  purchases  of  U.  S.  companies 
rejoiced.  Coming  on  the  heels  of  Interior  Secretary  Manuel 
Lujan  Jr.'s  outrage  at  the  prospect  of  Japanese  ownership  of 
concessions  in  Yosemite  National  Park,  the  Bush  Administra- 
tion seemed  to  be  taking  a  tougher  line  on  foreign  investment. 

It  appears  that  the  celebrations  were  pre- 
mature. Justice  officials  insist  their  opposi- 
tion to  the  planned  purchase  of  Semi-Gas 
Systems  Inc.  by  Nippon  Sanso  was  based 
entirely  on  antitrust  concerns.  In  a  suit  filed 
in  Philadelphia,  the  government  charges 
that  the  acquisition  would  give  the  Japanese 
company  too  much  control  of  the  market  for 
equipment  to  handle  the  hazardous  gases 
used  in  semiconductor  manufacturing. 
CAPITOL  SPARKS.  The  government  says  the 
merged  companies  would  control  48%  of  the 
U.  S.  market  and  a  third  of  the  world  mar- 
ket. Filing  suit,  says  Assistant  Attorney 
General  James  F.  Rill,  "was  purely  an  anti- 
trust decision"  and  was  not  cleared  by  the 
White  House. 

In  fact,  on  other  fronts,  the  Administra- 
tion seems  to  be  retreating  from  confronta- 
tions over  foreign  investment — a  stance 
Congress  may  move  swiftly  to  reverse. 
Even  as  Justice  was  moving  against  Nippon 
Sanso,  Treasury  Dept.  lawyers  were  clipping  the  wings  of  the 
Committee  on  Foreign  Investment  in  the  U.  S.  (CFIUS).  Until 
now,  the  interagency  panel  felt  free  to  investigate  technology 
transfers  resulting  from  any  foreign  investment  in  a  U.  S. 
company.  Under  the  new  rules,  CFIUS  can  only  probe  the 
purchase  of  a  majority  stake  in  a  U.  S.  business. 

Among  those  cases  immediately  affected  were  a  proposed 
joint  venture  between  Mitsubishi  Advanced  Materials  and 


UCAR  Carbon,  a  Danbury  (Conn.)  subsidiary  of  Union  Carbide 
that  manufactures  graphite  composites  for  Stealth  aircraft. 
Another  deal  ruled  off  limits  by  the  Treasury  lawyers  was 
Sanyo  Electric  Co.'s  plan  to  buy  5%  of  Areal,  a  San  Jose 
company  that  enjoys  a  lead  in  the  technology  for  making  glass 
platters  for  computer  disk  drives. 

Critics  charge  that  the  Treasury  has  emasculated  the  com- 
mittee. While  the  group  has  examined  495  cases,  it  has  started 
investigations  of  only  a  dozen,  and  the  Presi- 
dent has  blocked  just  one  acquisition. 
WORRIER.  Congress  will  likely  make  an  early 
effort  to  strengthen  CFIUS.  The  Defense 
Production  Act,  which  includes  the  agency's 
charter,  expired  last  year  and  must  be  re- 
newed. Representative  Mel  Levine  (D-Calif.) 
says  there  is  a  concentration  of  certain  high- 
tech industries  in  foreign  hands.  "We  are 
ceding  our  ability  to  control  our  economic 
destiny  through  what  amounts  to  a  fire  sale 
of  American  assets,"  says  Levine.  Congress 
may  also  try  to  broaden  the  definition  of 
"national  security"  that  the  President  can 
invoke  to  block  a  sale.  Several  Democratic 
proposals  call  for  consideration  of  "economic 
security"  when  evaluating  deals. 

Senator  J.  James  Exon  (D-Neb.),  co-spon- 
sor of  the  1988  amendment  that  gave  CFIUS 
its  new  powers,  says  it  should  have  broad 
discretion:  "If  we  had  a  U.  S.  tiddlywink 
manufacturer  who  provided  tiddlywinks  to 
our  troops  in  the  Mideast,  then  the  President  ought  to  be  able 
to  tell  a  foreign  company,  'You  can't  acquire  them.'  " 

The  disappointment  of  critics  as  they  learn  that  the  move 
against  Nippon  Sanso  wasn't  what  it  seemed  will  only 
strengthen  congressional  resolve  to  put  the  teeth  back  in 
CFIUS.  The  Administration  doesn't  like  the  idea,  but  it  probably 
can't  stop  it. 

By  Paul  Magnusson 


CAPITAL  WRAPUP I 


THE  GOP 


The  choice  of  Agriculture  Secretary 
Clayton  K.  Yeutter  to  head  the  Re- 
publican National  Committee  marks 
the  retreat  of  the  RNC  from  promi- 
nence. Yeutter  is  well-liked  and  an  ef- 
fective fund-raiser.  But,  asks  GOP  con- 
sultant Eddie  Mahe  Jr.,  "What  does  he 
bring  to  the  job?"  Yeutter  has  neither 
the  political  genius  of  the  ailing  Lee 
Atwater  nor  the  ideological  flair  of  for- 
mer drug  czar  William  J.  Bennett,  who 
turned  down  the  party  post  for  finan- 
cial reasons.  The  RNC  is  now  likely  to 
take  a  backseat  to  President  Bush's 
soon-to-be-formed  reelection  commit- 
tee. Meanwhile,  the  White  House  is 


likely  to  put  a  failed  Senate  candidate 
in  the  Agriculture  post.  Leading  con- 
tenders are  former  Representative 
Thomas  J.  Tauke  of  Iowa  and  former 
Senator  Rudy  Boschwitz  of  Minnesota. 

CAMPAIGNS  

Comedy  may  not  replace  mudsling- 
ing  in  1992,  but  humorous  cam- 
paign ads  are  on  the  upswing.  Repre- 
sentative Barbara  Boxer  (D-Calif.), 
who  may  run  for  one  of  California's 
two  Senate  seats  open  next  year,  could 
lead  the  way.  She's  thinking  of  hiring 
Minneapolis  adman  Bill  Hillsman, 
whose  funny,  low-budget  ads  helped 
propel  Senator  Paul  D.  Wellstone  (D- 
Minn.)  to  an  upset  victory  last  fall. 


DEMOCRATS 


Senate  Finance  Committee  Chair- 
man Lloyd  Bentsen  (D-Tex.)  insists 
he  has  "no  plans  to  run"  for  President 
next  year.  But  the  Democrats'  1988 
Vice-Presidential  nominee,  who  has 
been  urged  by  party  officials  to  play  a 
greater  role  as  a  national  spokesman, 
plans  to  give  a  State  of  the  Union 
speech  of  sorts.  Bentsen  plans  a  series 
of  four  Senate  floor  speeches,  begin- 
ning on  Jan.  28,  outlining  his  vision  for 
the  nation.  Bush  will  present  his  State 
of  the  Union  before  a  joint  session  of 
Congress  on  Jan.  29.  Bentsen  is  the 
Presidential  favorite  for  many  Demo- 
cratic moderates  and  conservatives. 
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KUWAITI 


TROUBLE  INSIDE 
KUWAIT'S  MONEY  MACHINE 

Feuding  over  how  to  handle  $100  billion  in  assets  sends  jitters  through  markets  worldwide 


e: 


Iver  since  Iraq  invaded  Kuwait  last 
August,  the  Kuwaiti  government- 
lin-exile's  financial  brain  trust  has 
tried  to  calm  nerves  on  worldwide  mar- 
kets by  insisting  that  the  nation 
wouldn't  start  a  mass  liquidation  of  its 
roughly  $100  billion  in  Western  and 
Asian  assets.  But  as  the  U.  N.'s  Jan.  15 
deadline  for  Saddam  Hussein's  with- 
drawal draws  closer,  the  ruling  al-Sabah 
familv's  main  overseas  financial  arms. 


more  democratic  form  of  government. 
One  likely  victim  of  such  a  shift, 
some  well-placed  Kuwaitis  .say,  could  be 
Finance  Minister  Ali  Khalifa  al- 
Sabah,  a  former  Oil  Minister  and  the 
architect  of  Kuwait's  overseas  invest- 
ment strategy. 

Even  if  the  Kuwaitis  don't  regain 
their  homeland  anytime  soon,  the  finan- 
cial dispute  could  have  profound  implica- 
tions for  many  markets  and  multination- 


Mount  Charlotte  Investments  PLC.  Even 
more  sales  are  in  prospect.  Pressures 
from  Washington  to  share  the  Desert 
Shield  spending  burden  will  likely  accel- 
erate. And  Kuwaiti  officials  are  already 
sounding  out  Western  contractors  about 
rebuilding  their  homeland,  at  a  possible 
cost  of  $60  billion.  In  any  case,  says  one 
Western  banker,  "anyone  managing 
[Kuwaiti]  money  has  to  assume  their 
funds  will  be  tapped." 


THAMES-SIDE  REAL  ESTATE:  FINANCE  MINISTER  ALI  KHALIFA  HAS  BEEN  UNLOADING  PROPERTY  STOCKS 


the  Kuwait  Investment  Office  iKIO)  and 
its  parent,  the  Kuwait  Investment  Au- 
thority (Kl.\i,  are  dipping  ever  deeper 
into  their  pockets. 

Since  summer,  sources  say,  Kuwaitis 
have  spent  $8  billion  to  '$10  billion 
to  help  finance  Operation  Desert 
Shield  (page  32)  and  support  Kuwaiti 
refugees  and  corporations.  About  half 
has  come  from  cash  and  short-term 
securities  in  Kuwait's  accounts.  The  rest 
was  raised  by  selling  stocks  and  bonds 
worldwide. 

LIKELY  VICTIM.  Now,  disputes  over  the 
control  and  disposition  of  the  remaining 
assets  have  broken  out  among  the  al- 
Sabah  family,  Kuwait's  bureaucrats,  and 
the  country's  London  staff  of  Western 
and  Arab  money  managers.  Some  ob- 
servers think  the  infighting  could 
grow  even  more  heated  if  the  Kuwaitis 
win  their  country  back  and  adopt  a 


al  companies.  Since  the  1970s,  Kuwait 
has  used  its  petrodollars  to  amass  large 
holdings  in  a  host  of  corporations,  in- 
cluding British  Petroleum,  France's  Pari- 
bas,  Germany's  Daimler  Benz,  and  San- 
ta Fe  International  in  the  U.  S.  But  now, 
the  Kuwaitis  are  going  the  other  way. 

Among  the  assets  they  have  unloaded, 
sources  say,  are  some  $3  billion  to  $4 
billion  in  German  and  Japanese  stocks 
and  bonds,  plus  a  10%  stake,  worth  $123 
million,  in  London  real  estate  developer 


Gone  is  the  splashy  investing. 

Kuwait's  heav}^  spending  on 
Desert  Shield  is  making  its 
outlook  'ultraconservative' 


Already,  some  Kuwaiti  moneymen  are 
resigning  themselves  to  a  far  less  excit- 
ing future.  "Ultraconservative  manage- 
ment" should  be  the  norm  for  the  next 
few  years,  says  Fouad  J.  Jaffar,  a  for- 
mer KIO  general  manager  who  remains 
close  to  the  office.  "I  don't  think  they 
should  make  the  spectacular  invest- 
ments we  made  in  the  past." 
COLD  SHOULDER.  Such  caution  appears 
to  have  touched  Citicorp,  which  has  been 
attempting  to  raise  new  cash  around  the 
globe.  Several  senior  Kuwaitis  say  the 
banking  giant  recently  tried  to  interest 
Kuwait  in  buying  part  of  a  proposed 
offering  of  $1  billion  to  S2  billion  in  con- 
vertible bonds.  Although  some  Kuwaiti 
politicians  are  understood  to  be  sympa- 
thetic to  the  offer — to  show  their  sup- 
port for  the  U.  S.  effort  in  the  gulf — the 
countr\''s  moneymen  so  far  have  balked. 
They  are  expected  to  give  just  as  cold  a 
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EUROPE 


EUROPE  COOKS  UP  MORE  GRIEF 
FOR  U.S.  PLANE  MAKERS 


A  new  craft  could  challenge  the  Boeing  737  and  MD87 


shoulder  to  any  funding  requests  from 
companies  that  Kuwait  controls.  For  ex- 
ample, London  real  estate  developer  St. 
Martin's  Property  Corp.  and  the  Spanish 
conglomerate  Grupo  Torras  are  both 
said  to  be  interested  in  expansion.  But 
sources  say  financing  for  any  new  ven- 
tures will  have  to  come  out  of  the  com- 
panies' own  resources,  not  from  the  Ku- 
waitis. Says  one  senior  Kuwaiti  finan- 
cier: "The  most  important  point  is  to 
remain  liquid  for  reconstruction." 

Amid  the  strains  of  the  asset  sales 
and  foreign  aid  payments,  longstanding- 
tensions  within  Kuwait's  close-knit  fi- 
nancial structure  have  suddenly  broken 
into  the  open.  In  late  December,  sources 
say,  KIA  Assistant  General  Manager  Sa- 
lah  al-Maousherji,  a  Kuwaiti,  and  11  oth- 
er executives  offered  their  resignations 
in  a  protest  over  Ali  Khalifa's  reluctance 
to  grant  them  more  influence  over  in- 
vestment policy.  The  sources  say  anoth- 
er dispute  is  emerging  between  the  Ku- 
waitis who  want  to  sell  assets  faster  to 
support  the  exile  community  and  those 
who  want  to  continue  investing  despite 
the  growing  need  for  cash. 
'OPEN  UP.'  The  feuding  may  lead  to  ma- 
jor changes  if  Saddam  withdraws  and 
the  Kuwaitis  move  back  in.  If  Kuwait 
liberalizes  its  government  as  the  price  of 
its  restoration,  tighter  controls  on  the 
free-wheeling  KIO  are  almost  certain  to 
result. 

The  secretive  office  came  in  for  sharp 
criticism  at  home  and  abroad  after  buy- 
ing 21.6%  of  BP  in  1988,  only  to  see  for- 
mer Prime  Minister  Margaret  Thatcher 
force  it  to  slash  its  stake  by  more  than 
half.  Now,  the  sources  expect  the  Kio  to 
be  subjected  to  more  rigorous  perfor- 
mance standards  and  forced  to  make  far 
greater  public  disclosure,  perhaps  to  a 
new  parliament.  "They  will  have  to  open 
up,"  says  a  New  York  banker.  Agrees  a 
Kuwaiti:  "Much  more  accountability  is 
needed." 

The  Kuwaitis  are  likely  to  help  finance 
reconstruction  through  a  combination  of 
asset  sales  and  borrowings  overseas,  us- 
ing their  remaining  international  hold- 
ings as  security.  While  Kuwait  isn't  ex- 
pected to  dump  such  trophies  as,  say,  its 
25%  interest  in  German  chemical  maker 
Hoechst,  all  bets  might  be  off  if  the  cost 
of  the  gulf  crisis  spirals  out  of  control. 

When  Saddam  Hussein  invaded  Ku- 
wait, the  first  big  worry  was  whether  he 
would  gain  control  of  the  country's 
wealth.  A  U.  N. -backed  global  asset 
freeze  put  that  fear  to  rest.  Now  that 
D  day  is  approaching,  a  whole  new  ques- 
tion of  control  is  brewing.  As  Kuwait 
dips  into  its  $100  billion  savings  account, 
world  markets  will  be  waiting  anxiously 
to  see  what's  on  the  withdrawal  slips. 

By  Richanl  A.  Mclcher.  with  Steplianie 
Cooke,  in  London,  and  William  Glasgall  in 
New  Yorlc 


In  their  20-year  struggle  to  break  the 
U.  S.  hold  on  the  airliner  business, 
European  governments  have  given 
themselves  budgetary  indigestion  and 
Washington  trade  officials  fits  by  sink- 
ing $13  billion  into  the  Airbus  consor- 
tium. But  fasten  your  seat  belts:  The 
Europeans  are  roaring  down  the  runway 
again,  with  a  controversial  new  aircraft 
company  that  could  spread  more  an- 
guish across  the  Atlantic  and  certainly 
within  Europe. 

This  time,  the  Europeans  are  going 
after  the  downscale  market — commuter 
jets  and  turboprops.  By  spring,  the  new 
powerhouse  called  International  Com- 
muter should  be  formed.  Its  founders 
already  claim  a  .50'/'  share  of  the  world 


market  for  commuter  planes  under  80 
seats.  In  its  boldest  move,  the  new 
group  will  be  hitting  up  hesitant  Europe- 
an governments  for  help  in  developing  a 
r20-seat  jet  that  would  challenge  Boeing 
Co.'s  top-selling  737  and  McDonnell 
Douglas  Corp.'s  MD87.  The  stakes  are 
huge:  a  $40  l^illion  market  over  15  years. 
GERMAN  DESIGNERS.  IC  will  Start  to  take 
shape  later  this  month  when  commuter- 
plane  builder  ATR,  owned  by  France's 
Aerospatiale  and  Italy's  Alenia  (former- 
ly Aeritalia),  completes  an  estimated 
$200  million  purchase  of  Canada's  belea- 
guered de  Havilland  from  Boeing.  They 
will  be  joined  by  Germany's  Deutsche 
Aerospace.  Sources  say  that  the  consor- 
tium will  be  based  in  Toulouse — Airbus' 
home  town — and  that  its  chief  executive 
will  be  Henri-Paul  Puel,  ATR's  French 
chairman. 

But  the  Germans  are  the  driving  force 
behind  the  consortium.  Daimler  Benz, 
the  German  automotive  giant  that  is 
Deutsche  Aerospace's  parent  company, 
sees  aviation  as  a  key  area  for  future 


growth.  Daimler  has  created  a  new  com- 
pany that  will  include  the  French  and 
Italians  to  build  the  new  jet,  to  be  mar- 
keted by  IC.  It  would  be  German-assem- 
bled from  a  largely  German  design, 
known  as  the  MPC75,  with  development 
costs  of  $2.2  billion.  The  project  is  cru- 
cial for  Deutsche  Aerospace,  since  peace 
budgets  are  likely  to  kill  its  key  defense 
l)rogram,  the  Jaeger  90  fighter.  A  deci- 
sion on  the  jet  will  be  made  within  six 
months,  and  the  Germans  want  it  on  the 
market  by  1996. 

But  to  develop  the  new  jet,  the  part- 
ners must  go  the  Airbus  route  and  ask 
European  governments  to  help  fund  de- 
velopment costs.  That's  likely  to  stir 
up  a  hornet's  nest.  U.  S.  trade  negotia- 


tors are  alarmed  by  the  heavy  state 
financing.  As  with  Airbus,  Washington 
will  take  a  tough  position  on  IC,  says 
S.  Linn  Williams,  Deputy  U.  S.  Trade 
Representative. 

The  entrance  of  IC  is  bound  to  cause 
turmoil  in  the  profitable  market  for  100- 
to  r20-seat  commuter  planes.  Airline  de- 
regulation in  the  U.  S.  and  Europe  with 
hub-and-spoke  flight  routing  has  created 
a  hot  new  growth  area  for  short-hop 
airplanes.  But  with  a  big  new  player 
backed  by  German  money  and  design 
savvy  poised  to  jump  in,  the  market 
could  get  bloody. 

Already,  British  Aerospace  and  Fok- 
ker  of  the  Netherlands  plan  new  models. 
Airbus  intends  to  shrink  its  150-seat 
A320  to  a  commuter-sized  115  seats.  But 
if  ic's  new  jet  takes  off.  Airbus  will 
almost  certainly  abandon  its  scheme. 
That's  because  IC  partners  Deutsche 
Aerospace  and  Aerospatiale  are  key 
members  of  the  Airbus  consortium. 

Another  Airbus  member,  British  Aero- 
space, is  already  badly  shaken  by  the  ic 
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challenge.  It's  hoping  to  kill  plans  for 
the  new  jet  and  persuade  the  same  part- 
ners to  jointly  build  a  new  BAe  commut- 
er plane,  mainly  with  private  funding. 
HAe  claims  it  would  cost  only  half  as 
much  as  the  consortium's  model.  IC  is 
also  going  after  market  leader  Fokker, 
now  successfully  emerging  from  a  pain- 
ful financial  turnaround. 

Still,  the  new  jet  faces  many  obstacles. 
Some  analysts  are  skeptical  that  the 
group's  plans  for  a  120-seat  jet  will  ever 


get  off  the  drawing  board.  And  Europe- 
an competitors  are  actively  fighting  the 
German-led  project.  "Governments  have 
agreed  that  their  companies  will  not 
build  planes  that  hurt  Airbus,"  snaps 
Airbus  Industrie  Chairman  Jean  Pierson. 

Even  without  the  new  jet,  IC  will  be  a 
major  player  in  the  commuter  field. 
Among  them,  ATR,  de  Havilland,  and  the 
Dornier  unit  of  Deutsche  Aerospace 
build  five  turboprops  with  up  to  72 
seats.  The  partners  will  merge  market- 


ing and  after-sales  support.  They  may 
also  raise  prices.  By  buying  de  Havil- 
land, they  neutralize  a  competitor  that 
controls  207'  of  the  market.  "It's  a  great 
riionopoly,"  says  analyst  Howard  A.  Ru- 
bel  of  C.  J.  Lawrence,  Morgan  Grenfell 
Inc.  in  New  York.  Just  by  entering  the 
aviation  mix,  IC  has  made  competitors' 
flight  paths  a  bit  more  bumpy. 

By  Stewart  Toy  in  Paris,  with  John  Tem- 
pletnan  in  Bonn,  Jonathan  Kapstein  in 
Brussels,  and  Dori  Jones  Yang  in  Seattle 


SOUTH  KOREA  I 


SEOUL'S  CRACKDOWN  ON  IMPORTS 
MAY  BE  A  LUXURY  IT  CAN'T  AFFORD 


A  nasty  little  trade  war  with  the  U.S.  is  brewing.  Can  it  be  averted? 


SHIPMENTS  OF  U.S.  PRODUCE  ARE  SOMETIMES  HELD  UP  FOR  MONTHS  IN  CUSTOMS 


u 


iitil  recently,  U.  S.  trade  relations 
with  South  Korea  were  going 
just  swimmingly.  The  Koreans' 
promises  iv  upen  up  their  markets  to 
imports  mad.'  them  the  darlings  of 
American  tradi'  negotiators.  Now,  the 
U.S.  charges  ti,  i  the  Koreans  have  re- 
neged on  those  [  '"dges  by  launching  a 
noisy  campaign  aj.  ;;ist  luxury  goods.  In 
practice,  that  mean,  majiy  U.  S.  imports. 

It  also  means  a  n,  y  little  trade  war 
may  be  brewing.  U.  Trade  Represen- 
tative Carla  A.  Hills  uu;  her  aides  say 
that  with  congression.  -inger  against 
Korea  also  rising,  the^  r-  readying  a 
plan  to  punish  Seoul.  Unl  :  Korea  does 
an  about-face,  the  U.  S.  co>;  start  slap- 
ping retaliatory  duties  on  Ki'  .an  goods, 
from  Hyundai  cars  to  Luck  \ -Goldstar 
VCRS.  President  Bush  and  C  ommerce 


Secretary  Robert  A.  Mosbacher  also 
have  sent  letters  urging  Seoul  to  stop 
backsliding.  A  showdown  may  come  as 
soon  as  Jan.  14,  when  U.  S.  and  Korean 
negotiators  meet  in  Seoul.  "We  won't  be 
able  to  keep  opportunities  open  to  them 
if  they  don't  provide  the  same  opportuni- 
ties" to  U.  S.  exporters,  warns  Hills. 

The  worried  Korean  government  re- 
cently dispatched  a  special  emissary,  for- 
mer Deputy  Prime  Minister  Cho  Soon,  to 
explain  to  President  Bush  that  the  anti- 
luxury  campaign  was  needed  to  offset 
everything  from  a  crime  wave  to  a  col- 
lapse of  the  local  work  ethic.  "Import 
liberalization  is  still  a  pillar  of  Korean 
economic  policy,"  Cho  insists.  The  Kore- 
ans also  recently  made  Trade  &  Indus- 
try Minister  Park  Pil-Soo  a  scapegoat 
for  the  souring  trade  relations  with  the 


U.  S.  He  was  dumped  and  replaced  by 
Harvard  PhD  Lee  Bong-Suh. 

But  all  this  has  yet  to  cut  much  ice 
with  the  Bush  Administration.  Seoul, 
Bush  aides  charge,  is  engaging  in  a  pat- 
tern of  restrictive  trade  practices  in  an 
effort  to  reverse  a  trade  deficit  that  qua- 
drupled to  about  $1  billion  in  1990.  One 
of  the  ways  Korea  is  seeking  to  balance 
its  trade  accounts  is  through  a  campaign 
to  curb  purchases  of  luxury  items.  Buy- 
ers of  high-priced  imports,  such  as  fancy 
cars,  now  can  expect  special  attention 
from  the  Korean  tax  man.  That  has 
helped  dampen  sales  of  Ford  Motor  Co.'s 
Mercury  Sable  from  between  200  and 
MOO  per  month  at  the  beginning  of  1990 
to  fewer  than  100  a  month  now.  Al- 
though it  costs  $39,000,  it's  the  luxury 
car  of  choice  for  affluent  Koreans. 
ROTTEN  FRUIT.  Imports  of  consumer 
items  frequently  are  delayed  or  rejected 
by  persnickety  Korean  customs  officials. 
One  batch  of  U.  S.  cosmetics  was  stuck 
in  customs  for  eight  months  for  "test- 
ing." Fresh  foods,  such  as  oranges  and 
strawberries,  frequently  require  five 
days  to  clear  customs  and  can  take  as 
long  as  four  months.  Consumer  durables 
that  do  make  it  to  retail  stores  are 
slapped  with  tariffs  and  taxes  that  make 
them  prohibitively  expensive.  A  large 
Westinghouse  or  Whirlpool  refrigerator 
that  sells  for  about  $1,700  in  the  U.  S. 
goes  for  about  $4,200  in  Korea.  "Import- 
ing has  suddenly  become  a  social  crime," 
complains  Kim  Duk-Soo,  a  Seoul  import- 
er of  Chinese  rugs. 

A  paltry  6%  of  the  $13.5  billion  in  U.  S. 
exports  to  Korea  in  1989  were  classified 
as  consumer  goods.  All  other  imports 
except  capital  equipment  are  called  luxu- 
ry goods — even  dried  peas.  Not  surpris- 
ingly, growth  of  overall  U.  S.  exports  to 
Korea,  which  had  been  running  at  a  20% 
rate  over  the  past  two  years,  slowed  to  a 
.57'  increase  through  September.  The 
1990  trade  balance  through  September 
was  still  $3.3  billion  in  Korea's  favor. 

The  smart-money  bet  in  Seoul  is  that 
new  Trade  Minister  Lee  will  have  to 
make  major  concessions  to  the  Ameri- 
cans. Promises  may  not  do  this  time. 

By  Paul  Magnusson  in  Washington  and 
Laxmi  Nakarmi  in  Seoul 
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INTERNATIONAL  BUSINESS 


Invest  In 
Diamonds. 


Introducing  the  DiamondTel®  99X  Portable  by  Mitsubishi  Electronics.  Shown 
here  actual  size,  it  is  one  of  the  smallest  cellular  telephones  in  the  world. 

Tiny  enough  to  cradle  in  the  palm  of  your  hand,  the  DiamondTel®  99X  weighs 
a  mere  10.5  ounces.  Yet  it  has  today's  most  advanced  features  and  gives  you  up  to 
1  Ml  hours  talk  time  with  our  high  capacity  battery. 

Or  choose  the  DiamondTel®  92  Mobile/Transportable.  At  only  4.3  pounds,  it's 
one  of  the  lightest  transportables  made.  It  mounts  in  your  car,  then  snaps  out 
instantly  to  go  where  you  go. 

How  do  you  invest  in  diamonds?  Ask  for  DiamondTel®  at  your  cellular  dealer. 

DiamondTel 


©  1991  Mitsubishi  Electronics  America,  Inc.,  800  Biermann  Court,  Mount  Prospect,  IL  60056  (708)  298-9223 


Pholo  Courtesy  o!  Boeing 

INFORMATION  IS  ONLY  AS  GOOD 
AS  YOUR  ABILITY  TO  MAKE  USE  OF  IT 


The  control  panels  of  a  jet  airliner 
represent  an  incredibly  complex  dis- 
play of  vital  information.  Information 
that  is  meaningless  unless  you  know 
how  to  put  it  to  work. 

At  Moore,  making  information  work 
is  our  business.  Our  customer  list 
ranges  from  small  entrepreneurial 
firms  to  multi-national  giants.  And  by 
solving  their  business  communication 
problems,  we  have  grown  into  an 
international  corporation  with  nearly 
$3  billion  in  annual  sales,  and  over 
25,000  employees  in  54  countries. 

Business  Forms  &  Products 

Our  first  business  was  forms;  and 
today,  over  100  years  later,  we  are  by 
far  the  world  leader.  Designing,  print- 
ing, storing  and  distributing  all  the 
forms  and  products  that  make  a  busi- 
ness run  for  the  small,  medium  and 
large  business  markets. 

But  if  you  know  us  only  as  a  forms 
company,  you  don  I  really  know  Moore. 
Employing  the  latest  in  computerized 


technology,  we  are  also  in  the  business 
of  information  management. 

Information-Management  Services 

Every  company  needs  to  communicate 
with  customers,  employees,  sharehold- 
ers and  the  general  public.  At  Moore, 
we're  professionals  at  solving  infor- 
mation management  problems.  And 
through  our  business-communications, 
direct-marketing  and  data-base 
services  divisions,  we  can  solve  those 
problems  more  effectively  and  cost- 
efficiently  than  you  could  manage  on 
your  own. 

Moore:  Where  Quality 
Is  The  Only  Solution 

Whatever  the  size  or  scope  of  your 
business,  Moore  can  provide  the  solu- 
tions to  your  business  communication 
problems.  Because  making  information 
work  for  business  is  what  we  do.  And 
we've  been  doing  it  longer. . .  and 
we  do  it  better. .  .than  anyone  else  in 
the  world. 


Serving  business  in  54  countries 


©1990  Moore 


CORPORATION 
LIMITED 

1  First  Canadian  Place 
Toronto,  Ontario, 
Canada  M5X1G5 


Moore  Business 
Systems  Group 

The  Boulevard 
Richmond,  Victoria  3121 
Australia 
61-3-429-3411 

Moore  Formularios  Ltda. 

Avenida  Cauaxi,  1 1 8 
Alphaville 

Baruen,SP  CEP  06454 
Brazil 

55-11-709-2455 

Moore  Business  Forms 
&  Systems  Limited 

130  Adelaide  St  West 
Suite  1600 
Toronto,  Ontario 
Canada  M5H3R7 
416-863-6502 

Toppan  Moore 
Company  Limited 

Ochanomizu  Square 
1-6  Kanda,  Surugadai 
Chiyoda-Ku 
Tokyo  101 
Japan 

81-3-259-2740 

Moore  de  Mexico 
S.A.de  C.V. 

Cerrada  de  Galeana  No  26 

TIalnepantIa 

Edo  de  Mexico 

Mexico  54060 

905-397-0999 

Moore  Europe 

Route  de  Chavannes,  33 
1 007  Lausanne 
Switzerland 
41-21-252225 

Moore  USA 

1205  Milwaukee  Avenue 
Glenview,IL  60025 
USA 

708-480-3000 


nternational  Outloo 


EDITED  BY  JOHN  PEARSON 


IS  PERESTROIKA  ABOUT  TO  COME 
TO  A  BLOODY  END? 


The  events  have  an  eerie  aura  of  deja  vu.  In  1956,  when 
the  West  was  distracted  by  the  Suez  crisis,  the  Soviet 
Union  marched  on  Budapest  to  put  down  a  reformist 
Hungarian  government.  Now,  when  the  world  is  preoccupied 
with  a  possible  war  in  the  Persian  Gulf,  tens  of  thousands  of 
elite  Soviet  paratroopers  are  fanning  out  to  the  country's 
seven  most  rebellious  republics.  Their  stated  assignment  is  to 
round  up  military  draft  evaders.  But  their  mission  seems  more 
a  matter  of  intimidating  independence- 
minded  political  leaders  from  Estonia  to 
Armenia. 

If  bloody  clashes  break  out,  Soviet 
President  Mikhail  Gorbachev's  peres- 
troika  will  be  dealt  a  staggering  blow, 
jeopardizing  nearly  six  years  of  efforts 
to  open  the  Soviet  Union  to  the  West 
and  attract  billions  of  dollars  in  Western 
aid  and  trade  credits. 
WESTERN  SUPPORT.  So  far,  the  U.  S.  and 
German  governments,  both  of  which  are 
strong  supporters  of  Gorbachev,  don't 
expect  that  to  happen.  A  Bonn  official 
says  Germany  won't  react  to  Gorbachev's  use  of  paratroops  to 
track  down  draft  dodgers.  It  wouldn't  tolerate  a  military 
crackdown  on  would-be  secessionists,  but  the  official  doesn't 
expect  Moscow  to  go  that  far.  "Gorbachev  is  still  in  power, 
and  he  doesn't  favor  the  use  of  force,"  the  official  says.  "He  is 
t'ed  to  his  promise  to  renegotiate  with  the  republics  and  bring 
forward  democracy." 

Similarly,  the  Bush  Administration,  which  has  just  approved 
$900  million  in  farm  credits  to  the  Soviets,  seems  unwilling  to 
go  beyond  public  condemnations  of  the  Soviet  military  action. 
That  may  in  part  reflect  fear  of  losing  Soviet  support  for  U.  S. 
intervention  in  the  Persian  Gulf.  But  if  there  are  violent  con- 
flicts or  mass  arrests  in  the  Soviet  Union,  the  Bush-Gorbachev 
summit  scheduled  for  Feb.  11  would  likely  be  postponed. 

Gorbachev's  move  follows  two  months  of  increasingly  tough 
actions  aimed  at  placating  the  Soviet  right  wing.  He  replaced  a 


moderate  national  police  chief  with  hardliners  from  the  KGB 
and  army.  And  at  diplomatic  sessions,  sources  say,  military 
men  have  been  shoving  aside  moderates  from  the  Foreign 
Ministry — whose  top  official,  Eduard  A.  Shevardnadze,  re- 
signed in  December,  warning  of  a  coming  dictatorship. 

In  Latvia  and  Estonia,  secessionists  fear  that  Gorbachev  is 
seeking  to  impose  emergency  presidential  rule  and  quash  their 
bids  for  independence  entirely.  Says  Alexei  Grigoriev,  editor  of 
Riga's  radical  Baltic  Times  newspaper: 
"This  is  all  part  of  a  long-term  strategy 
to  destabilize  the  situation  and  end  the 
popular-front  government." 
VIOLENT  RIOT.  Probably  not  by  coinci- 
dence, when  the  paratroops  arrived  in 
the  Lithuanian  capital  of  Vilnius  on  Jan. 
S,  a  violent  demonstration  outside  the 
parliament  building  forced  the  break- 
away republic's  government  to  resign. 

That  crisis  showed  how  fragile  the  re- 
publics' capacity  and  will  for  political 
and  economic  reform  still  is.  Prime  Min- 
ister Kazimiera  Prunskiene  and  her  Cab- 
inet resigned  because  the  Lithuanian  parliament  refused  to 
accept  a  package  of  price  hikes  and  subsidy  cuts.  Ironically, 
Prunskiene  had  followed  a  more  moderate  policy  toward  inde- 
pendence than  Lithuanian  President  Vytautas  Landsbergis. 
But  she  came  under  fire  for  not  creating  a  big  enough  social 
safety  net  to  cushion  the  shock  of  reforms. 

In  Lithuania  and  other  Soviet  republics,  tensions  are  likely 
to  keep  rising  as  troops  go  door-to-door  seeking  out  draft 
evaders.  "Gorbachev,"  says  Kestutis  Girnius,  a  Soviet  expert 
at  Radio  Free  Europe  in  Munich,  "is  wise  enough  not  to  risk 
all-out  condemnation  by  the  West  and  doesn't  need  a  bloody 
crackdown  to  undercut  the  authority  of  the  government."  But 
with  such  a  massive  military  sweep  under  way  in  the  repub- 
lics, the  chances  for  a  miscalculation  are  great. 

By  Rose  Brady  and  Rosemarie  Boyle  in  Moscow,  with  Gail  E. 
Sella  res  in  Bonn  and  Peter  Galuszka  in  New  York 


GLOBAL  WRAPUPI 


GERMANY 


Only  weeks  after  his  Dec.  2  elec- 
tion victory,  German  Chancellor 
Helmut  Kohl  is  facing  political  heat 
within  his  coalition  government.  Kohl's 
coalition  partner,  the  Free  Democratic 
Party,  boosted  its  share  of  the  German 
vote  from  97^  to  11%.  Now,  Foreign 
Minister  Hans-Dietrich  Genscher  wants 
five  cabinet  ministries,  up  from  four  at 
present,  for  the  fdp.  He  is  also  de- 
manding a  more  active  role  in  shaping 
the  revival  of  the  economy  in  eastern 
Germany.  As  Germany's  most  popular 
politician,  well  ahead  of  Kohl  in  opinion 
polls,  Genscher  wields  potent  influence 
in  the  coalition. 


Genscher  is  pushing  Kohl  to  grant  a 
20%  tax  break  for  investors  in  eastern 
Germany,  where  the  FDP  is  particularly 
strong.  Kohl  had  initially  resisted  the 
Genscher  plan,  which  would  add  to  the 
already  huge  costs  of  reunification. 
But  Kohl  may  be  forced  to  give  in. 
December  jobless  data  show  that  em- 
ployment in  eastern  Germany  is  in 
free-fall.  More  than  2  million  east  Ger- 
mans— almost  a  quarter  of  the  labor 
force — are  unemployed. 

SWEDEN  

Sweden  was  once  widely  admired  as 
the  welfare  state  that  works.  But 
with  the  free  financial  market  making 
inroads,  Stockholm  is  discovering  how 


highly  leveraged  its  economy  is.  Real 
estate  values  have  plummeted  by  SO'^'-'t 
to  40%,  and  banks  are  tottering. 

One  hot  spot  is  Nordbanken,  a  huge 
state-controlled  bank  competing  in  the 
private  sector.  Some  estimates  claim  it 
is  $500  million  in  the  red  right  now, 
and  the  final  bill  is  bound  to  be  much 
higher.  Nordbanken's  woes  have 
plunged  such  blue-chip  multinationals 
as  Esselte  into  chaos.  Sweden's  finance 
minister  recently  dissolved  the  bank's 
board,  and  the  government  has  called 
in  banker  Jacob  Palmestierna  to 
straighten  out  the  mess  at  Nordbank- 
en. But  Sweden's  powerful  unions  are 
unhappy,  claiming  that  workers  will 
pay  for  bailouts  of  the  wealthy. 
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ADVERTISING! 


PHIL  DUSENBERRY  TAKES 
THE  PEPSI  CHALLEHGE 


Can  he  blend  classic  '80s  images  into  a  '90s  hard  sell? 


For  many  students  of  Madison  Ave- 
nue, Philip  B.  Dusenberry  epito- 
mized '80s  advertising.  The  vice- 
chairman  of  ad  agency  BBDO  Worldwide 
captured  the  giddy  optimism  and  over- 
the-top  extravagance  of  the  decade  in 
lavish  television  commercials  for  clients 
such  as  PepsiCo  and  Gillette.  For  Pepsi's 
"Choice  of  a  New  Generation"  cam- 
paign, he  hired  Michael  Jackson  to  star 
in  some  of  the  most  elaborate  produc- 
tions ever  staged  for  a  commercial. 

If  you  want  to  know  what 
'90s  advertising  will  be  like, 
check  in  with  Phil  Dusenberry 
these  days:  He's  poring  over 
storyboards  for  the  Pepsi  ads 
that  will  debut  during  the  Su- 
per Bowl  on  Jan.  27.  The  big 
issue:  when  to  flash  on  the 
screen  a  toll-free  telephone 
number  for  a  $10  million  in- 
teractive promotion.  It's  part 
of  a  contest  in  which  Pepsi 
will  award  $1  million  each  to 
three  viewers  who  call  in  with 
the  best  rendition  of  Diet  Pep- 
si's new  theme,  "You've  Got 
the  Right  One  Baby,  Uh-huh." 
LESS  FIZZ.  Fussing  over  a  toll- 
free  telephone  number  may 
seem  prosaic  for  the  creative 
director  who  helped  coin  the 
slogans  "We  Bring  Good 
Things  to  Life"  for  General 
Electric  Co.  and  "The  Best  a 
Man  Can  Get"  for  Gillette  Co. 
But  times  have  changed,  and 
Dusenberry,  the  standard- 
bearer  for  the  warm-and- 
fuzzy  advertising  style  that 
dominated  the  '80s,  is  retool- 
ing his  approach  for  a  chillier  age. 

Like  many  of  BBDO's  clients,  Pepsi  is 
waging  war  for  market  share  in  a  tight- 
ening economy.  As  he  readies  Super 
Bowl  ads  for  Gillette,  Federal  Express, 
Pizza  Hut,  and  L.  A.  Gear  as  well  as 
Pepsi,  Dusenberry  is  aiming  to  retain  his 
signature  gauzy  images  while  girding 
his  advertising  for  a  more  rough-and- 
tumble  market.  "You  could  create  an  up- 
beat, optimistic  campaign  in  the  '80s," 
says  the  54-year-old  Dusenberry.  "But 
now,  you  have  to  take  account  of  the 


tenor  of  the  times."  That  means  more 
hard  sell,  with  ads  that  appeal  as  much 
to  the  pocketbook  as  to  the  emotions. 

BBDO's  previous  campaigns  for  Pepsi 
promoted  the  soft  drink  by  attaching  it 
to  glamorous  celebrities.  But  now,  Pepsi 
is  offering  giveaways  and  coupons.  Con- 
ventional wisdom  holds  that  such  tech- 
niques do  little  to  burnish  a  brand's  im- 
age. What's  more.  Coke  is  sponsoring  a 
multimillion-dollar  Super  Bowl  promo- 
tion of  its  own.  So  Dusenberrv  is  trying 


to  make  ads  that  glitter  a  bit  so  Pepsi 
won't  get  lost  in  a  telecast  that  has  come 
to  resemble  a  giant  Wheel  of  Fortune. 

His  solution:  Push  the  promotion,  but 
with  images  that  look  as  much  like  vin- 
tage Pepsi  feel-good  advertising  as  pos- 
sible. To  that  end,  BBDO  has  produced 
spots  that  show  stars  such  as  Ray 
Charles  and  regular  folks  from  Africa  to 
China  warbling  the  new  theme.  "If  the 
commercial  just  said,  'Win  $1  million,'  it 
would  prevent  us  from  doing  anything 
creative  or  entertaining,"  he  says. 


A  similar  mix  of  hard  sell  and  glowing 
images  will  show  up  in  BBDO's  other  Su- 
per Bowl  ads.  With  its  L.  A.  Gear  com- 
mercial, for  example,  the  agency  will  try 
to  sell  the  company's  new  athletic  shoes 
on  their  performance,  but  with  a  spot 
showcasing  the  artistry  of  basketball 
star  Karl  Malone.  Previous  L.  A.  Gear 
ads  done  by  a  house  agency  simply 
played  up  the  brand's  stylishness.  In  Piz- 
za Hut's  new  ads,  actors  playing  Domi- 
no's delivery  workers  spurn  their  own 
pizza  for  slices  from  rival  Pizza  Hut. 

Most  BBDO  clients  don't  want  Dusen- 
berry' to  drop  his  classic  images  even  as 
he  adapts  to  leaner  times.  Apple  Com- 
puter Inc.  Chairman  John  Sculley  de- 
scribes the  new  Macintosh  campaign  as 
"vintage  Dusenberry."  Says  Sculley: 
"Phil  reaches  into  the  soul  of  the  prod- 
uct." In  one  commercial,  a  teacher  extols 
the  virtues  of  mass  production  to  his 
students.  But  even  that  ad  gets  across  a 
subtle  message  that  the  Macintosh  is 
now  moderately  priced. 

If  anybody  can  weather 
change,  it  is  Phil  Dusenberry. 
The  eldest  son  of  a  Brooklyn 
cabdriver,  he  dreamed  of  be- 
coming a  professional  base- 
ball player.  When  scouts  told 
the  o-foot-6  Dusenberry  he 
was  too  short  for  the  pros,  he 
turned  his  sights  to  advertis- 
ing and  joined  BBDO  as  a  ju- 
nior copywriter  in  1962.  He 
rose  through  the  ranks  to  be- 
come chairman  of  BBDO's 
flagship  office  in  1988. 

Dusenberry  owes  his  suc- 
cess as  much  to  his  ability  to 
direct  and  motivate  staffers 
as  to  his  creative  instincts. 
With  a  gentle  voice  he  de- 
scribes as  "Dracula-like,"  Du- 
senberry eschews  the  histri- 
onics of  many  agency  chiefs. 
But  the  silken  image  belies  a 
demanding  boss,  who  freely 
describes  BBDO  as  a  sweat- 
shop. "When  things  go  badly, 
the  phone  call  from  Phil  is  ex- 
tremely soft,  but  it's  like 
hearing  from  the  Godfather," 
says  Steve  Hayden,  who  oversees  adver- 
tising for  Apple  and  L.  A.  Gear. 

Such  management  finesse  pays  off: 
Dusenberry  has  assembled  the  best  big- 
agency  creative  staff  in  the  industry. 
The  Super  Bowl  will  show  off  this  new 
generation  of  creative  talent  as  well  as 
Dusenberry's  own  evolving  philosophy. 
How  many  viewers  pick  up  the  phone  to 
respond  to  Pepsi's  million-dollar  offer 
will  let  him  know,  fast,  whether  he  still 
has  the  golden  Dusenberry  touch. 

By  Mark  Landler  in  Neiv  York 
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Who's  going  to  skip 
this  chapter? 

For  an  investment  manager  offering  fixed  income  services, 
purchasing  debt  is  easy.  The  difficult  part  is  figuring  out  who's  going 
to  be  able  to  pay  it  back.  And  it  gets  more  difficult  every  day. 
Last  year  over  90,000  companies  filed  for  bankruptcy.  But  more 

surprising  than  the 
statistics  is  how  many 
were  industry  leaders. 

At  the  CIGNA 
companies,  we've  done 
more  than  survive  in  the 
world  of  fixed  income. 

We've  achieved  one 
of  the  best  performance 
records  in  the  private 
placement  field. 

We  got  there  with  the 
kind  of  research,  credit 
analysis  and  disciplined 
underwriting  that  leaves 
no  room  for  surprises. 

And  we  extend  that 
expertise  to  everything 
from  mezzanine  financing  and  mutual  funds  to  high-yield  public  bonds. 
Putting  our  capital  in  the  same  investments  as  our  clients. 

So  if  you're  looking  for  prudent  investment  strategies  that  balance 
return  potential  with  a  risk  level  that  meets  your  specific  needs,  write 
CIGNA  Investments  Inc.,  Dept.  RK,  Hartford,  CT  06152. 

Because  our  chapter  on  fixed  income  is  one  you  don't  want  to  skip. 


We  get  paid  for  resultsr 


lH')90  American  Honda  Motor  Co.,  In 


Who 

doesn't  cut 


It  should  come  as  little  surprise 
to  anyone  that  some  of  the  world's 
fmest  walk-behmd  mowers  are  made 
by  Honda.  They  are,  after  all,  Hondas. 

What  may  be  surprising,  though, 
is  that  the  only  place  they  come  from 
is  our  manufacturing  plant  located  in 
Swepsonville,  North  Carolina. 

In  fact,  Honda  was  the  very  first 


Japanese  company  to  build  a  lawi 
mower  factory  in  the  United  State. 

Here,  among  SZacres  ol  Alamane 
County, you'll  find  hundreds  of  skilkl 
Honda  Power  Exjuipment  associati 
going  about  their  business.  Care!  u  I . 
casting,  machining,  welding,  paintii . 
and  assembling  power  mowers  fro 
the  ground  up.  Even  our  four-strol 


in  the  USA? 
miymore? 


igines  are  made  there,  which  is 
mething  no  other  U.S.  lawn  mower 
anufacturer  does. 

Like  our  associates  m  Ohio  who 
oduce  automobiles,  motorcycles  and 
gines,  they  make  sure  every  Honda 
reliable  down  to  the  last  steel  bolt. 

i\fter  dozens  of  rigorous  quality 
ecks,  every  mower  is  started  before 


it  is  shipped.  Whether  it's  traveling 
across  the  country  or  being  exported 
to  destinations  as  distant  as  France  and 
Japan,  each  American-made  Honda 
is  built  to  go  the  distance. 

Because  before  any  Honda  lawn 
mowers  leave  Swepsonville,  we  make 
sure  theyll  cut  grass.  And  the  mustard. 


e  Corporation 


DRYWALL  DRY  HOLE:  THE  HOUSING  SLUMP  HAS  UNDERMINED  USG'S  REFINANCING  PLANS 


uses  REMODELING  MAY  MEAN 
GUTTING  THE  HOUSE 


The  wallboard  giant  is  teeteriiig  on  the  edge  of  insolvency 


It's  truly  a  Faustian  corporate  tale. 
Back  in  1988,  wallboard  giant  USG 
Corp.  faced  a  formidable  takeover 
run  by  Dallas-based  investors  Desert 
Partners  LP.  In  the  end,  usG's  manage- 
ment outfoxed  the  raiders  by  borrowing 
some  S2.5  billion  for  a  special  payout  to 
shareholders  that  pushed  its  total  debt 
at  the  time  to  S3.1  billion — and  fended 
off  Desert  Partners.  In  short,  USG  bor- 
rowed its  way  out  of  quite  a  jam. 

Now,  three  years  later,  there's  hell  to 
pay.  On  Dec.  31,  faced  with  the  prospect 
of  defaulting  on  the  company's  bank- 
loan  agreements,  LSG 
Chairman  Eugene  B. 
Connolly  unveiled  a 
debt-restructuring  pro- 
posal that  includes  a 
major  asset  sale,  a  debt- 
for-equity  swap,  an  ex- 
tension of  the  compa- 
ny's onerous  payment 
schedule  on  its  remain- 
ing $1.8  billion  in  debt, 
and  a  search  for  an  eq- 
uity investor. 

To  pull  off  the  re- 
structuring, Connolly 
has  a  month  to  win  the 
support  of  bondholders. 


whose  securities  now  trade  at  about  20? 
on  the  dollar.  As  part  of  the  deal  with 
the  banks,  USG  will  skip  a  840  million 
interest  payment  due  Jan.  15  on  its  S979 
million  in  junk  debt.  The  company  will 
then  have  30  days  before  bondholders 
could  try  to  force  USG  into  bankruptcy. 
If  Connolly  can't  persuade  them  to  ex- 
change their  bonds  for  USG  stock  or  oth- 
er paper,  they  could  torpedo  the  restruc- 
turing plan.  "Bondholders  are  not  going 
to  buy  into  it  unless  they  end  up  with  a 
fair  amount  of  equity,"  one  institutional 
holder  warns. 


THE  SQUEEZE  AT  USG 


CHAIRMAN  CONNOLLY:  A  FIGHTER 


■89      '90  '91 
▲  MIUIONS  OF  DOLURS 

■[SriMATED  EARNINGS  BEFORE  INTEREST  DEPRECI41I0N,  AND  TAXES 
DATA:  MERRILL  LYNCH  &  CO.,  USG 


Meanwhile,  business  is  looking  pretty 
grim  for  USG,  the  nation's  largest  pro- 
ducer of  gyTJSum  wallboard  and  other 
construction  materials.  Housing  starts 
were  slowing  in  1988,  when  USG  lever- 
aged up,  and  have  collapsed  since  then. 
To  relieve  debt  pressui-es,  USG  has  laid 
off  8,000  employees,  slashed  capital 
spending  nearly  50/c,  and  sold  off  $550 
million  in  assets,  including  its  Chicago 
headquarters.  Even  so,  the  company  is 
now  teetering  on  the  edge  of  insolvency. 
NO  TOMAHAWKS.  Connolly  says  negotia- 
tions with  use's  key  lenders — including 
Citibank,  Bankers  Trust,  and  Chemical 
Bank — have  been  cordial  enough  so  far. 
"It's  not  like  everybody  was  screaming 
and  hollering  and  throwing  tomahawks 
at  each  other,"  he  says.  A  Brooklyn 
(X.  Y.)  native  whom  friends  describe  as 
scrappy.  Connolly  says  the  restructuring 
will  give  USG  the  wiggle  room  it  needs  to 
stay  out  of  bankruptcy  court. 

Still,  Connolly  must  cope  with  the  on- 
going slide  in  uSG's  core  business.  Gv'p- 
sum,  the  white  mineral  used  to  make 
wallboard,  accounts  for  55%  of  USG's 
sales  and  639^  of  profits.  With  U.  S. 
housing  starts  now  at  a  six-year  low, 
gypsum  prices  have  fallen  30%  from 
their  1985  high  of  S121.87  per  1,000 
square  feet.  Nor  have  they  reached  bot- 
tom: Merrill  Lynch  &  Co.  is  forecasting 
a  10%  drop  in  g\-psum  prices  in  1991 
because  of  the  recession  and  ongoing 
weakness  in  the  housing  market.  If  so, 
USG  would  face  an  §80  million  or  so  earn- 
ings hit  this  year.  "This  company  is  in  a 
very,  very  horrible  position,"  says  Mer- 
rill Lynch  analyst  Shar\i  Van  Winkle. 

That's  hardly  news  to  USG's  battered 
investors.  USG  stock  now  trades  at  about 
81.25  a  share — off  72%  from  its  .52-week 
high.  A  big  loser  has  been  the  Japanese 
construction  giant  Settsu  Corp.,  which 
plunked  down  835.5  million  in  1988  to 
buy  a  10%  stake  in  USG.  That  investment 
is  now  worth  $7.3  million. 

Of  course,  USG  isn't  the  only  gj'psum 
company  feeling  the  effects  of  the  hous- 
 1  ing  slump,  which  is  ex- 
pected to  result  in  a  $27 
million  loss  on  sales  of 
S2.1  billion  for  the  com- 
pany in  1990.  Rivals  Na- 
tional Gypsum  Co.  and 
Celotex  Corp.  filed  for 
bankruptcy  protection 
last  year. 

Yet  USG's  manage- 
ment must  share  the 
blame  for  its  current 
woes.  The  business  as- 
sumptions underpinning 
USG's  $2.5  billion  recapi- 
talization plan  three 
years  ago  have  hardly 
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Can  you  guess  who's  eligible 
for  Social  Security? 

They  all  are. 

Because  Social  Security  isn't  just  for  retirement;  it's  for 
people  of  all  ages. 

If  your  life  is  somehow  cut  short,  it  will  pay  survivors 
benefits  to  your  family,  even  if  you're  years  from  retirement. 

If  a  serious  illness  or  injury  prevents  you  from  working, 
it  can  provide  disability  payments. 

Now  you  can  find  out  what  your  benefits  might  be  with 
a  free  Personal  Earnings  and  Benefit  Estimate  Statement 
from  Social  Security.  Using  our  records  of  your 
Social  Security  earnings  and  the  future  income 
information  you  provide  us,  we'll  give  you 
an  estimate  of  what  you  can  expect  — not 
only  for  retirement,  but  in  disability  and 
survivors  benefits  as  well. 

Write  to  Dept.  74,  Pueblo,  Colorado 
81009,  and  we'll  send  you  a  simple 
form  you  can  complete  to  get  your  own 
Personal  Earnings  and  Benefit  Estimate  Statement. 

# Social  Security  Efn 
It's  not  just  for  retirement.  It's  for  Ufe.  GOUICll 
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DOGTIGHT! 

UNITED  AND  AMERICAN  BATTLE  FOR  GIOBAI  SUPREMACY 


Soaring  fuel  prices.  Recession.  La- 
bor unrest.  Heavy  debt.  The  bad 
news  is  like  a  tolling  bell  for  UAL 
Corp.'s  Stephen  M.  Wolf  and  AMR 
Corp.'s  Robert  L.  Crandall.  Add  it  up, 
and  the  two  big  carriers  lost  more  than 
$500  million  on  operations  in  the  fourth 
quarter  alone.  There's  no  sign  of  relief. 
And  with  hundreds  of  new  airplanes  on 
order,  Crandall  and  Wolf  face  onerous 
financial  commitments. 
Sound  like  time  to  retreat?  Forget  it. 


Plagued  by  a  stagnant  domestic  market 
riddled  with  ailing,  fare-slashing  compet- 
itors, Crandall  and  Wolf  are  each  spend- 
ing billions  in  a  battle  to  dominate  inter- 
national air  travel  into  the  next  century. 
Wolf,  who  already  commands  the  Pacif- 
ic, lobbed  the  first  grenade  on  Oct.  23 
when  he  announced  that  United  Airlines 
wanted  to  buy  the  London  routes  of  Pan 
American  World  Airways  Inc.  in  a  deal 
valued  at  $400  million.  With  little  choice 
but  to  fight  back,  Crandall  got  on  the 


phone  to  Carl  Icahn  and  agreed  to  plunk 
down  $445  million  for  the  London  routes 
of  the  raider's  Trans  World  Airlines  Inc. 

The  dogfight  for  global  supremacy  is 
on.  By  agreeing  in  rapid  succession  to 
purchase  the  London  routes,  United  and 
American  Airlines  are  making  a  bold  bid 
to  become  what  Pan  Am  and  TWA  never  \ 
really  were:  powerhouse  flag  carriers 
with  strength  both  at  home  and  abroad. 
Both  airlines  have  been  expanding 
across  the  oceans  for  some  time.  But 


Estimates   **As  of  Sept.  30.  Includes  capital  lei  fe; 
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since  skyrocketing  fuel  prices  put  the 
industry  in  a  tailspin,  they've  increased 
their  pace  exponentially,  buying  up  the 
assets  of  troubled  carriers. 

Never  has  there  been  a  more  treacher- 
ous time  to  expand.  Since  Iraq  invaded 
Kuwait,  sending  fuel  prices  up,  the  U.  S. 
airline  market  has  been  imploding.  Pan 
Am  (page  60)  and  Continental  Airline 
Holdings  Inc.  both  ran  out  of  cash  and 
filed  for  bankruptcy.  Already  bankrupt, 
Eastern  Air  Lines  Inc.  has  been  pushed 
to  the  edge  of  extinction.  uSAir  Inc.  and 
Northwest  Airlines  Inc.  have  had  to 
scale  back  or  delay  growth  plans  drasti- 
cally. All  told,  some  10,000  airline  work- 
ers have  lost  their  jobs. 

The  pressure  has  only  exacerbated  the 
problems  the  industry  already  had:  slow- 
ing traffic,  too  many  seats,  rising  labor 
costs,  and  rampant  fare  wars.  United, 
American,  and  Delta  are  winning  the 
war,  but  the  combat  exacts  a  price.  A 
pitched  labor  conflict  at  American  has 
prompted  a  pilot  "sickout,"  causing 
Crandall  to  cut  117^  of  his  flights  (page 
62).  Delta  is  being  held  hostage  by  a 
fare-slashing  Eastern,  which  is  being 
propped  up  by  the  bankruptcy  court. 
Then  there's  United,  which  has  three 
open  labor  contracts  and  has  had  to  lend 


$50  million  to  bankrupt  Pan  Am  just  to 
preserve  its  route  deal.  United  may  end 
up  buying  the  troubled  carrier  whole. 

With  the  U.  S.  industry  threatening  to 
melt  down  to  five  or  six  major  players, 
many  politicians  fear  competition  is 
evaporating.  Talk  of  re-regulation  is 
coming  from  Capitol  Hill.  But  Washing- 
ton is  also  sensing  something  bigger — a 
new  era  in  aviation.  Markets  are  consoli- 
dating all  over  the  world,  and  it  may 
now  be  inevitable  that  a  dozen  or  so 
super  airlines  will  emerge  (table,  page 
58).  In  such  a  world,  Crandall  and  Wolf 
would  be  dominant  figures. 
OPEN  SKIES.  So  far,  their  thrust  toward 
Europe  has  only  turned  up  the  pressure 
to  open  the  skies  to  free  competition. 
Already,  talks  with  Britain  about  trans- 
ferring landing"  rights  at  London's 
Heathrow  Airport  to  American  and  Unit- 
ed promise  to  yield  British  Airways  PLC 
unprecedented  freedom  to  land -and  car- 
ry passengers  in  the  U.  S.  Other  coun- 
tries from  Germany  to  Singapore  are 
likely  to  demand  the  same  for  their  air- 
lines. Meantime,  Transportation  Secre- 
tary Samuel  K.  Skinner  is  mulling  a 
looser  interpretation  of  rules  that  now 
limit  equity  investments  in  U.  S.  airlines. 
With  dried-up  capital  markets  in  this 


country  threatening  to  choke  the  indus- 
try, "it's  time  to  reexamine  the  issue  of 
foreign  ownership,"  Skinner  says. 

No  surprise,  then,  that  Crandall  and 
Wolf  are  willing  to  move  so  forcefully. 
Even  if  they  are  successful  in  establish- 
ing worldwide  route  structures,  howev- 
er, there  is  no  guarantee  the  strategy 
won't  stretch  them  too  thin.  When  Pan 
Am's  Juan  Trippe  and  twa's  Howard 
Hughes  expanded  across  the  oceans  in 
the  halcyon  days  of  flight,  their  chal- 
lenge was  to  pioneer  new  routes  and 
a:irplane  technologies.  For  Crandall  and 
Wolf,  the  real  trick  will  be  finding  a  way 
to  gird  the  globe  and  still  turn  a  profit. 

Both  Wolf,  49,  and  Crandall,  55,  scoff 
at  the  notion  of  a  personal  rivalry.  But 
their  competition  is  shaping  up  as  a  clas- 
sic. American's  success  and  Crandall's 
outspoken,  go-for-the-jugular  style  made 
him  the  industry's  most  feared  competi- 
tor in  the  1980s.  Wolf  has  proved  his 
mettle  more  recently.  In  the  space  of  a 
month  last  fall,  he  ended  a  three-year 
battle  with  unions  over  control  of  United 
and  placed  a  record  order  of  $22  billion 
for  planes  in  a  bold  move  to  out-expand 
American.  Claims  Hertz  Corp.'s  Frank 
A.  Olson,  a  UAL  director:  "He  has  as 
much  fire  in  his  belly  as  Crandall."  The 


CRANDAUt  AMR 
HAS  THE  COST 
ADVANTAGE 
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two  CEOs'  Styles,  however,  couldn't  be 
more  different.  Executives  who  have 
worked  for  Crandall  say  his  tough-guy 
public  persona  doesn't  dilute  much 
in  private.   He's  thoroughly 
prepared,  bulldog  aggres- 
sive, and  loves  nothing 
more  than  vigorous 


debate 


THE  BUSINESS  IS 
IN  FEWER  HANDS... 


spent  most  of  -  '  " 
his  career  at 
American,  and  it  is  fash- 
ioned in  his  image — lean  and  well-in- 
formed. Crandall  has  forged  the  best 
cost  structure  of  the  top  three  airlines. 
And  he  pioneered  the  computer  reserva- 
tion system  that  let  American  drive 
weaker  competitors  crazy. 

Wolf  spent  15  years  at  American, 
some  working  under  Crandall,  though 
not  directly  for  him.  But  since  then  the 
enigmatic  Wolf  has  been  a  vagabond.  He 
went  on  to  Pan  Am  and  then  Continen- 
tal, where  he  was  one  of  Frank  Loren- 
zo's revolving-door  presidents.  After 
nine  months  he  left,  landing  at  Republic 
Airlines  Inc..  which  he  turned  around 
and  led  into  a  merger  with  Northwest. 
Then  he  resuscitated  Flying  Tigers  Inc. 
before  Frederick  W.  Smith's  Federal  Ex- 
press Corp.  swallowed  it  whole. 
EXPANSION  DERBY.  Although  his  turn- 
around efforts  both  involved  winning 
concessions  from  labor.  Wolf's  simmer- 
ing feud  with  United's  pilots  has  become 
that  company's  central  issue.  Even  there 
he  differs  from  Crandall.  American's 
chief  has  charged  into  his  current  dis- 
pute with  acrimonious  full-page  newspa- 
per ads  and  verbal  jabs.  Wolf,  described 
by  associates  as  thoughtful  and  highly 


conscious  of  his  image,   has  battled 
unions  from  the  shadows. 
Crandall  and  Wolf  are  said  to  like 
each  other,  but  one  former  Ameri- 
can executive  remembers 
an  early  example  of  Wolf's 
willingness  to  tweak  the 
boss.  At  a  budget  meet- 
ing in  the  late  1970s, 
when  Wolf  was  Ameri- 
can's vice-president 
for  Western  opera- 
tions and  Crandall 
was  marketing 
chief,  Crandall 
nixed  a  supervisor 
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lin>iii(iii  Wolf  wanted  to  cre- 
ate. Railing  on  about  costs,  gesticulating 
with  his  ever-present  cigarette.  Crandall 
became  even  more  exercised  when  a  new 
secretarial  job  came  up  for 
review.  "Why  do  we  need 
this  position?"  he 
asked.  The  room 
hushed  and  Wolf 
thought  a  moment. 
"That  supervisor 
needs  someone  to 
supervise,"  Wolf 
offered. 

Wolf  replaced 
Richard  J.  Ferris 
as  United's  chair- 
man in  1987,  af- 
ter Ferris  was 
ousted  for  a  bun- 
gled diversification 
strategj^  Although  Ferris  left  Wolf  with 
a  major  union  snarl,  the  new  CEO  could 
thank  his  predecessor  for  one  major 
coup  against  Crandall.  Ferris  got  a  head 
start  in  the  expansion  derby  in  1985, 
when  he  persuaded  Pan  Am  to  sell  its 
sprawling  Pacific  system.  Crandall.  who 
studied  the  routes  carefully,  decided 
they  wei'e  too  expensive.  Now,  he  admits 


that  decision  was  a  major  mistake.  The 
Pacific  Rim  has  developed  into  the  most 
vibrant  airline  market  in  the  world.  And 
save  for  a  few  individual  routes,  Ameri 
can  has  been  largely  shut  out — with  no 
easy  entiy  in  sight.  "The  Pacific  is  the 
only  problem  that  I  don't  know  how 
we're  going  to  solve."  Crandall  says. 
'UTTER  NONSENSE.'  That's  not  to  say 
American  hasn't  built  a  solid  internation 
al  network.  It's  just  that  Crandall  has 
done  it  the  hard  way.  putting  down  his 
head  and  bulling  into  Europe  and  the 
Far  East  route  by  route.  Flights  to  Par 
is,  Frankfurt,  and  Tokyo  sprang  from 
U.  S.  hubs  in  Dallas,  Chicago,  and  Ra- 
leigh-Durham, N.  C,  and  by  1989,  Amer 
lean's  international  business  had  become 
227f  of  revenues.  International  traffic 
was  growing  at  about  a  20 /t  clip. 

The  industry's  troubles,  however,  fi- 
nally prodded  Crandall  to  begin  a  buying 
binge.  In  December,  1989,  he  snapped  up 
bankrupt  Eastern's  Latin 
American  routes  and  other 
assets  for  $470  million. 
A  year  later,  as  Conti- 
nental tumbled  into 
Chapter  11,  he 
grabbed  its  Seattle-To- 
kyo route  for  $150  mil- 
lion. Together,  the 
routes  generate  about 
8335  million  in  reve- 
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nue  a  year. 

Crandall  has  had  his  frustrations, 
though.  Last  year  he  lost  a  fight  with 
United  to  get  U.  S.  approval  for  a  new 
Chicago-Tokyo  route.  And  a  route  be- 
tween Chicago  and  Heathrow,  which  he 
bought  in  1989  for  $110  million  from 


OTHER  MAJOR 
PLAYERS  IN  THE 
GLOBAL  AiRLINE  WARS 


Lii:ied  and  A»irnciiii  or':)!  't  tin  o)i!\ 
big  airlines  with  grand  inlcrnalional 
plans.  Their  strongest  domestic  rival, 
Delta.  J:as  made  some  kc}  foreign 
moves.  A  number  of  Eiiropcni:  and  Far 
Eastern  t.irUnes  arc  also  aggressively 
adding  roi  ''  S  and  seeking  alliances 
that  will  heli.  '.Jiem  overseas.  Here  are  the 
carriers  in  pos  ition  to  give  United  and 
A  merican  a  run  for  their  money. 


AIR  FRANCE 


Estimated  1990  revenues:  $10.9  billion 

.'\ggressive,  government-owned  carrier  will 
be  Europe's  biggest  after  acquisition  of  UTA 
and  Ak  Inter.  Top-notch  service  and  a  new 
marketing  link  with  US.\ir  will  help  it  com- 
pete with  U.S.  carriers.  High  costs  make  it 
\ailnerable  to  European  deregulation 


BRITISH  AIRWAYS 


Estimated  revenues:  $9.7  billion 

Privatized  by  Thatcher  in  1987.  Strong  repu- 
tation for  service  and  marketing.  Would  bear 
the  brunt  of  competition  from  United  and 
American  at  Heathrow  but  should  win  rights 
to  expanded  U.S.  service  in  return 


CATHAY  PACIFIC 


Estimated  revenues:  $2.7  billion 

Businesspeople  love  it.  Exceptional  service 
doesn't  tarnish  hefty  profits,  but  Hong 
Kong's  brain  drain  is  pinching  margins.  Face 
sharp  rise  in  labor  costs 

Estimated  revenues:  $9.8  billion 

.•\merica's  No.  3  airlme.  Delta  benefits  from 
strong  fare  structure,  loyal  business  passen- 
gers. Conser\'ative  culture  has  limited  inter- 
national expansion,  but  financial  strength 
may  allow  it  to  catch  up.  Has  three-way  mar- 
keting and  equity  relationship  with  Singapor- 
Airlines  and  Swissair 
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TWA,  was  transferred 
by  Britain  to  London's 
less  desirable  Gatwick 
Airport.  The  bilater- 
al treaty  bet-ween 
the  U.S.  and  Britain 
stipulates  that  Pan 
Am  and  TWa's 
routes  to  Heath- 
row can  be  trans- 
ferred to  another 
carrier  only  if 
there  is  also  a 
transfer  of  cor- 
porate control.  With  Unit- 
ed already  fighting  that  battle  over  its 
Pan  Am  deal,  the  time  was  ripe  for 
American  to  jump  in  with  the  purchase 
of  twa's  routes.  Was  Crandall  afraid 
United  was  becoming  the  dominant  car- 
rier? "That's  utter  nonsense,"  he  bris- 
tles. Maybe  so.  But  London  was  a  mar- 
ket both  carriers  had  to  have. 

It's  clear  why  both  executives  are 
frustrated  at  home.  In  the  U.  S.,  traffic 
grew  only  3%  last  year,  as  the  industry 
added  about  7%  in  capacity.  That  led  to 
stiff  fare  competition  in  some  markets — 
and  crimped  margins.  In  the  Pacific,  on 
the  other  hand,  traffic  grew  by  about 
24%  last  year.  Wolf  and  Crandall  are 
also  attracted  by  the  profitability  of 
long-haul  international  flights,  which  are 
filled  with  business  fliers  willing  to  pay 
hefty  fares.  And  forget  about  all-out 
fare  wars;  ticket  prices  are  usually  regu- 
lated through  bilateral  treaties. 
B  LIST.  International  growth  also  helps 
buy  labor  peace.  As  United  and  Ameri- 
can stretch  around  the  world,  they'll 
need  more  and  bigger  planes.  To  a  pilot, 
that  means  increased  job  and  promotion 
opportunities,  higher  seniority,  and  more 
job  security.  Crandall  was  able  to  use 
that  logic  in  1983  to  split  his  pilots'  union 
into  two  pay  scales — a  higher-wage  A 
scale  for  senior  pilots  and  a  B  scale  for 
new  recruits.  The  result:  Though  United 
eventually  adopted  a  B  scale,  American's 
costs  are  9%  lower. 

The  question  is  how  the  airlines  will 


...AND  SLOWING 
DOMESTIC  GROWTH... 


pay  for  all  their  ambition. 
Because  of  soaring  fuel 
prices  and  sluggish  traf- 
fic. United  had  an  esti- 
mated $250  million  op- 
erating loss  in  the 
fourth  quarter 
alone.  American 
dropped  an  esti- 
mated $290  million. 
/    This    quarter  al- 


ready looks  just  as  bad,  and  if 
war  breaks  out  in  the  Middle  East,  it  will 
be  much  worse.  Both  United  and  Ameri- 
can have  about  $800  million  in  cash,  a 
nice  cushion.  But  Standard  &  Poor's 
Corp.  analyst  Philip  Baggaley  estimates 
debt  at  both  carriers  is  more  than  70%  of 
total  capital  when  off-balance-sheet  capi- 
tal leases  are  figured  in.  American  al- 
ready seems  to  be  feeling  the  pinch.  Not 
only  is  it  cutting  some  flights,  but  at  a 
time  when  the  outlook  for  airline  stocks 
is  depressed,  Crandall  is  also  laying 
plans  for  an  equity  offering  to  finance 
the  TWA  purchase. 

Even  if  fuel  prices  retreat, 
American  and  United  face 
a  harrowing  couple  of 
years.  While  the  industry 
is  getting  hit  hard  on  the  rev- 
enue side  by  the  recession,  Cran- 
dall and  Wolf  face  stormy  skies  on 
the  cost  side  from  open  labor  contracts. 
That  spells  trouble  for  profits,  at  a  time 
when  both  men  are  busy  funding  multi- 
billion-dollar  fleet  expansion  plans.  "It's 
a  lot  harder  than  it  was  a  year  ago  to 
make  a  case  for  long-term  profitability," 
says  Crandall.  Echoes  Wolf:  "We're  fac- 
ing dire  economic  circumstances." 
HIGH  HURDLE.  While  comments  like  that 
may  be  aimed  directly  at  highly  conten- 
tious labor  negotiations,  the  threat  of 
soaring  payrolls  is  real.  Wolf  faces  three 
open  contracts  with  three  hostile  unions. 
And  Crandall  is  locked  in  a  pitched  bat- 
tle with  his  pilots,  65%  of  whom  are  now 


on  the  B  scale  and  are  feeling  their  oats. 

Delta  Air  Lines  Inc.  set  the  pace  this 
summer  by  giving  pilots  a  rich  12.5%  pay 
increase  over  four  and  a  half  years.  'The 
Atlanta  carrier  justifies  the  move  by 
saying  its  employees  are  that  much 
more  productive,  thanks  to  loose  work 
rules.  If  American  brought  its  pilots  up 
to  Delta's  wages,  it  might  add  $360  mil- 
lion a  year  to  costs.  And  United,  which 
already  pays  higher  wages,  would  have 
to  ante  up  $245  million  more  a  year, 
industry  experts  estimate.  Considering 
that  in  1988,  its  most  profitable  year  of 
that  decade,  American  netted  just  $440 

.WON'T  BRIGHTEN  A  \ 
SORRY  PROFIT  PICTURE 


NET  PROFIT 
MARGINS  '^\. 


U.S.  AIRLINES"  \ 
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million,  that  would  be  a  high  hurdle. 
United  has  been  even  less  profitable, 
and  it  also  has  contracts  with  mechanics 
and  flight  attendants  to  worry  about. 
Neither  United  nor  American  is  likely  to 
match  Delta,  which  has  historically  had 
higher  wages.  But  labor  costs  at  both 
carriers  will  certainly  rise  sharply. 

In  the  current  environment,  passing 
costs  along  to  consumers  will  be  well- 
nigh  impossible.  Regular  fares  are  al- 
ready high  enough  to  discourage  many 
passengers.  And  a  snowballing  recession 
means  fewer  business  trips.  Then 
there's  the  industry's  dirty  little  secret: 
corporate  discounts.  Douglas  C.  Birdsall, 
president  of  travel  consultant  Travelma- 


JAPAM  AIR  LINES 


Estimated  revenues:  $8.8  billion 

)ominates  Tokyo's  Narita  Airport.  Prime  ve- 
icle  for  nation's  obsession  with  worldwide 
'avel.  Huge  fleet,  sprawling  route  network, 
.usts  after  greater  access  to  U.S.,  where  it 
as  hotels.  Domestic  rival  All-Nippon  Air- 
ways is  turning  up  heat  internationally 


KLM-ROYAL  DUTC 


Estimated  revenues:  $3.8  billion 

las  used  alliances  and  its  big,  long-haul  fleet 
3  broaden  scope.  But  has  yet  to  make  its 
0%  investment  in  Northwest  Airlines  pay 
ividends  via  marketing  agreements.  A  liber- 
lized  U.S.  market  might  help 


LU^THANS 


Estimated  revenues:  $9.5  billion 

Poised  to  cash  in  on  unification  and  the  open- 
ing of  Eastern  Europe.  Government-owned 
carrier  recently  bought  Pan  Am's  prized  in- 
ter-German service  and  now  dominates  Ber- 
lin as  well  as  Frankfurt  and  Munich.  Loyal 
business  travelers,  but  tough  unions 


NORTHWEST  AIRLINES 


Estimated  revenues:  $7.2  billion 

United's  biggest  U.S.  challenger  in  the  Pacif- 
ic, Northwest  is  strong  internationally.  But 
its  domestic  and  North  Atlantic  systems  need 
work.  Management  currently  preoccupied 
with  heavy  debt  resulting  from  LEO 


SCANDINAVIAN  AIRLINES  SYSTEM 


Estimated  revenues:  $5.6  billion 

Chairman  Jan  Carlzon  is  a  maestro  of  market- 
ing agreements.  Ups  and  downs  with  his  16% 
stake  in  Continental:  Shared  Newark  hub  has 
boosted  traffic,  but  Continental's  Chapter  11 
forced  a  $106  million  writedown 


SINGAPORE  AIRLINES 


Estimated  revenues:  $3.2  billion 

Like  Cathay,  this  airline  has  a  golden  reputa- 
tion among  business  customers.  Its  'Singa- 
pore Girl'  service  draws  raves.  Fat  30%  mar- 
gins despite  high  costs  of  expansion,  labor. 
Marketing  relationship  with  Delta  and  Swiss- 
air, solidified  by  reciprocal  5%  equity  stakes 
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HOW  IdHG  OM  PAN  AM 
FLYING  SOLO? 


To  those  who  remember  Pan 
American  Work!  Airways  Inc.  as 
the  outward  expression  of  the 
American  dream,  its  slow  dechne  has 
been  particularly  painful.  Pan  Am's 
China  Clipper  flying  boats  opened  the 
Pacific.  Juan  Trippe,  its  pioneering 
chairman,  ushered  in  the  jet  age.  Pan 
Am  was  gutsy  and  sexy.  But  on  Jan.  8, 
when  it  announced  its  bankruptcy  in  a 
cramped  conference  room,  the  carrier 
merely  seemed  tired. 

The  Chapter  11  filing  was  no  sur- 
prise. Pan  Am  Corp.  has  been  wounded 
for  a  decade.  Chairman  Thomas  G. 
Plaskett,  who  has  been 
trying  to  sell  it  since  he 
arrived  in  1988,  hadn't 
been  able  to  stop  the 
bleeding.  And  when  sky- 
rocketing fuel  costs 
drained  the  airline's  cash 
reserves  to  $30  million, 
bankru})tcy  became  inev- 
itable. Pan  Am  will  con- 
tinue to  fly  all  its  I'outes 
and  honor  its  tickets. 
Protected  from  his  credi- 
tors, Plaskett  hopes  to 
restructure  its  complex 
debt.  "It's  a  whole  new 
ballgame,"  he  declares. 
UNITED  WAY.  Not  quite. 
Plaskett,  who  agreed  to 
sell  his  lucrative  London 
routes  to  UAL  Corp.  in 
October,  hopes  to  focus 
on  Pan  Am's  European 
hub  in  Frankfurt  and  an 
expanding  Latin  Ameri- 
can hub  in  Miami.  The 
$400  million  United  deal 
includes  an  expansive 
marketing  agreement  in- 
tended to  provide  those  routes  the  do- 
mestic feed  traffic  Pan  Am  could  never 
generate  on  its  own.  Sounds  reason- 
able. But  what  about  Pan  Am's  aging 
fleet,  its  $490  million  in  unfunded  pen- 
sion liabilities,  and  the  $400  million  it 
needs  for  aircraft  leases  this  year? 
"The  odds  are  Pan  Am  won't  emerge 
as  an  independent  company,"  says 
Standard  &  Poor's  Corp.  analyst  Philip 
Baggaley. 

There's  speculation  United  might 
buy  it  first.  The  London  deal  is  already 
forging  close  links.  And  United  Chair- 
man Stephen  iM.  Wolf  is  clearly  inter- 
ested in   Pan   Am's   lucrative  Latin 


American  system.  Purchasing  it,  or 
buying  Pan  Am  whole,  would  enable 
United  to  keep  pace  with  rival  Ameri- 
can Airlines  Inc.,  which  bought  East- 
ern Air  Lines  Inc.'s  Latin  American 
routes  in  1989.  Pan  Am's  clout  in  East- 
ern and  Central  Europe  would  also  be 
attractive.  Merging,  though,  would  be 
a  sticky  wicket.  Pan  Am's  pension 
problem  is  onerous,  its  unions  ornery. 

United  is  doing  its  best  to  keep  Pan 
Am  aloft.  Together  with  Bankers  Trust 
Co.,  it  wants  to  lend  the  carrier  $150 
million  to  tide  it  over  until  the  London 
deal  is  complete.  United  would  provide 


$50  million.  Besides  giving  Pan  Am 
cash  to  operate,  the  loan  would  enable 
Plaskett  to  spurn  the  advances  of  Carl 
Icahn,  chairman  of  Trans  World  Air- 
lines Inc.  In  December,  the  raider  of- 
fered to  buy  Pan  Am  for  $375  million, 
but  Plaskett  spurned  the  bid,  citing  in- 
sufficient information. 

Plaskett  will  make  a  run  at  restruc- 
turing. He's  negotiating  to  sell  the 
East  Coast  shuttle  and  thinks  the  cash 
can  steady  Pan  Am  on  a  new,  more 
focused  course.  But  time  may  be  run- 
ning out.  By  late  this  year,  Pan  Am 
could  be  just  a  fond  memory. 

By  Kevin  Kelly  in  Chicago 


tion  Corp.  and  Frank  Lorenzo's  former 
rate  strategist,  estimates  that  many  ma- 
jor corporations  receive  discounts  of  30% 
to  oO'A  on  their  travel.  And  as  long  as 
there  are  carriers  in  financial  distress, 
fare  wars  will  continue  to  spread.  Says 
Robert  W.  Baker,  American's  executive 
vice-president  for  operations:  "Bankrupt 
carriers  bleed  this  industry  to  death." 

Amid  such  upheavals,  it's  tough  to  say 
which  carrier  is  better  positioned  for  the 
global  push.  Most  analysts  say  they're 
neck  and  neck.  American  is  still  likely  to 
enjoy  a  cost  advantage  when  all  the 
open  contracts  are  closed.  And  while  its 
Raleigh-Durham  hub  isn't  as  efficient  as 
it  could  be,  profitability  should  improve 
as  Crandall  introduces  Fokker  100s, 
which  are  best  suited  to  its  routes. 
American's  Chicago  hub  will  also  get  a 
boost  from  the  40  gates  Crandall  bought 
from  TVV.\  as  an  adjunct  to  the  London 
deal.  Another  Crandall  advantage  is  that 
he  still  owns  100%  of  the  highly  profit- 
able Sabre  computer  reservation  system. 
United  sold  half  of  its  Apollo  system  to 
a  joint  venture  with  six  other  airlines. 
WILD  CARD.  But  United's  franchise  in  the 
i'acific  outshines  anything  Crandall  can 
muster.  And  Merrill  Lynch  &  Co.  ana- 
lyst Candace  Browning  says  Wolf  is 
only  now  aggressively  managing  a  do- 
mestic system  that  had  been  neglected 
for  years,  as  United  waded  through  its 
takeover  battles.  If  Wolf  can  somehow 
get  his  bellicose  unions  to  trade  reason- 
able wage  increases  for  promises  of 
growth,  he  probably  will  have  the  upper 
iiand  against  Crandall. 

Washington's  reaction  to  the  current 
crisis  is  a  wild  card  for  everybody,  how- 
ever. The  environm.ent  can  be  seen  in 
two  ways.  Some,  like  Skinner,  view  it  as 
a  great  opportunity;  It  is  positioning  a 
few  powerful  U.  S.  carriers  to  take  on 
foreign  competition  in  a  global  market- 
place. Others,  like  Representative  James 
L.  Oberstar  (D-Minn.),  see  only  reduced 
domestic  competition,  with  a  few  carri- 
ers holding  passengers  hostage  to  mo- 
nopolistic hubs.  Oberstar,  chairman  of 
the  House  aviation  subcommittee,  gets  a 
taste  of  that  every  time  he  flies  home  to 
Northwest's  hub  in  Minneapolis. 

Such  concerns  could  easily  lead  to 
stern  legislative  action.  Oberstar  is 
scheduling  hearings  to  examine  competi- 
tive issues,  which  could  build  sentiment 
for  re-regulating  some  aspects  of  the 
industry.  And  others  are  calling  on  the 
airlines  to  divest  themselves  of  their 
powerful  computer  reservation  systems. 

But  the  sheer  economic  logic  of  global 
competition  will  likely  prevail  in  Skin- 
ner's favor.  The  push  into  London  could 
be  the  opening  gambit.  Transportation 
Dept.  sources  say  that,  in  return  for 
transferring  Heathrow  landing  rights  to 


60  BUSINESS  WEEK/JANUARY  21.  199' 


COVER  STOR 


TheBeginningOf 

MexiodsNew 
FordgnTtade  Policy 

Mexico  is  tearing  up  its  tariffs.  And  tearing  down  the  BRNCR  5ERFIN 

barriers  to  trade.  s^mr 
Which  means  greater  opportunities  for  you. 

Suppose,  for  example,  you  seek  access  to  the  burgeoning  Mexican  market.  Now  your 
products  can  compete  fairly  widi  local  goods.  And  should  you  own  a  subsidiary  in  Mexico,  you  can 
import  components  more  cheaply  than  before.  Thus  making  your  manufactured  items  more 
competitive  on  the  world  market. 

The  end  of  restrictive  trade  policies  is  yet 
another  example  of  how  Mexico  is  now,  shall  we 
say,  open  for  business. 

Wliich  brings  us  to  Banca  Serfin. 
We've  helped  foreign  companies  do  business 
in  our  country  for  more  than  125  years.  Becom- 
ing Mexico's  trade  finance  leader  in  the 
process.  As  well  as  die  bank  offering 


the  most  comprehensive  array  of 
financial  services  in  all  Mexico 

If  you'd  like  to  learn 
how  Mexico's  new  foreign 
trade  policy  can  work  to 
your  advantage,  talk  widi 
Banca  Serfin. 

And  let  die  gains  begin 


Mexico  Citv       New  York         Tokvo  London  Toronto  Los  Angeles       Nassau  Belize  Seoul 

(525)512-7768  (212)635-2300  (813)273-5911    (4471)408-2151    (416)360-8900  (213)624-6610   (212)635-2300  (5012)78970  (813)273-5911 


United  and  American,  British  Airways 
will  likely  get  access  to  two  new  cities. 
More  important,  it  should  get  highly  cov- 
eted "beyond  rights" — clearance  to  pick 
up  passengers  in  this  country  and  fly 
them  to  another  foreign  destination. 

Although  such  rights  are  .legotiated 
separately  with  each  country,  others  will 
clamor  for  them.  After  all,  American  has 
rights  to  pick  up  passengers  in  Paris  and 
fly  them  to  other  countries,  but  Air 
France  can  fly  passengers  only  to  U.  S. 
gateway  cities.  And  in  the  Pacific,  while 
United  and  Northwest  can  pick  up  pas- 
sengers in  Tokyo  and  fly  them  to  Bang- 
kok, Thai  Airways  Co.  isn't  allowed  to 
do  the  same  in  reverse.  Thai  authorities, 
in  fact,  are  threatening  to  slash  the 
number  of  U.  S.  flights  they'll  let  land 
for  just  that  reason.  Japan  may  also 
deny  United  landing  rights  in  Tokyo  for 
its  flights  from  Chicago,  pending  talks 


over  JAL  cargo  flights  to  O'Hare. 
"There's  a  great  deal  of  dissatisfaction," 
says  Richard  Stirland,  director  of  corpo- 
rate development  at  Cathay  Pacific  Air- 
ways Ltd.  in  Hong  Kong.  Says  analyst 
Michael  Derchin  of  County  NatWest  Se- 
curities USA:  "We're  clearly  in  the  begin- 
ning stages  of  a  global  airline  market." 
CAPITAL  IDEA.  Former  Civil  Aeronautics 
Board  Chairman  Alfred  E.  Kahn,  who 
led  the  push  for  deregulation,  insists 
globalization  can  go  a  long  way  toward 
overcoming  that  policy's  shortcomings. 
He  applauds  Secretary  Skinner's  re- 
thinking of  the  law  that  limits  foreign 
investment  in  U.  S.  airlines  to  257'  of  the 
voting  stock.  "We're  cutting  off  our 
nose  to  spite  our  face  if  we  don't  let 
some  foreign  capital  in,"  Kahn  says. 
"It's  one  way  to  give  competition  a  real 
try."  One  big  beneficiary  of  such  a 
change  would  be  USAir  Chairman  Edwin 


I.  Colodny.  After  losing  $470  million  this 
year,  a  spokesman  says,  Colodny  may 
turn  to  foreign  investors  for  help. 

Globalization  is  no  panacea  for  United, 
American,  and  other  carriers.  It  is  diffi- 
cult and  expensive  to  build  air  travel 
business  overseas.  Reworking  hundreds 
of  bilateral  treaties  will  be  slowed  by 
bureaucratic  and  political  snags.  To 
meet  global  competition.  United  and 
American  will  have  to  upgrade  service 
and  master  new  cultures.  In  some  mar- 
kets where  terrorists  are  a  threat,  secu- 
rity will  be  a  major  obstacle.  Millions 
must  be  spent  to  establish  a  brand  iden- 
tify. But  after  surviving  the  brutal  do- 
mestic air  wars  in  relatively  good  shape. 
Wolf  and  Crandall  might  just  pull  it  off. 

By  Michael  Oyieal  in  New  York, 
Kevin  Kelly  in  Chicago,  Wendy  Zellner  in 
Dallas,  and  Seth  Payne  in  Washington, 
with  bureau  reports 


CAN  AMERICAN  AND  ITS  PILOTS  AVERT  A  COLLISION? 


espite  his  tough-guy  reputation, 
I  AMR  Corp.  Chairman  Robert  L. 
Crandall  is  proud  of  his  efforts 
to  smooth  employee  relations.  He  en- 
courages workers  to  speak  out  at  an- 
nual conferences  with  top  executives. 
He  chats  with  them  as  he  travels 
across  the  empire  of  American  Airlines 
Inc.  Above  all,  he  has  provided  them 
with  more  jobs  and  greater  opportuni- 
ties. The  payoff  has  been  nearly  a  de- 
cade of  remarkable  labor  peace. 

But  with  demands  for  higher 
wages  threatening  his  drive  for 
global  expansion,  Crandall  is  tak- 
ing off  the  gloves.  The  result:  a 
bitter  contract  dispute  with  the 
union  representing  American's 
8,800  pilots.  The  level  of  animosity 
became  painfully  public  during  the 
Christmas  holidays,  when  American 
charged  some  pilots  and  the  union 
with  an  illegal  sick-out  that  caused 
the  cancellation  of  800  flights. 

The  airline  apologized  for  the  cancel- 
lations in  full-page  newspaper  ads. 
Then,  it  announced  the  cutback  of  11%- 
of  its  fligiits  by  February.  The  Allied 
Pilots  Assn.  (APA)  denied  orchestrat- 
ing a  slowdown  and  shot  back  with 
charges  of  company  safety  violations. 
■DEAD  MEAT.'  The  two  sides  have  been 
negotiating  for  nearly  16  months.  Even 
if  there's  a  settlement  without  a  strike, 
some  wonder  how  quickly  the  scars 
will  heal.  Acknowledging  the  need  for 
labor's  support,  Robert  W.  Baker, 
American's  executive  vice-president  for 
operations,  says:  "If  those  people 
[the  unions]  don't  support  the  compa- 


ny's objectives,  we  are  dead  meat." 

Until  now,  American  has  wooed  pi- 
lots by  promising  growth  and  deliver- 
ing it.  That  has  meant  more  jobs  and 
faster  promotion.  After  negotiating  a 
lower  pay  scale  for  new  hires  in  1983, 
American  added  nearly  300  planes  and 
5,000  new  pilots.  In  this  round  of  talks, 
Crandall  is  again  promising  growth. 


GOING  PUBLIC:  THE  ALLIED  PILOTS  ASSN. 
DENIED  STAGING  THE  SICKOUT  THAT  CAUSED 
THE  CANCELLATION  OF  SCO  FLIGHTS 


He  says  he'll  invest  some  $20  billion  in 
American  over  the  next  five  years. 

This  time,  though,  the  old  arguments 
don't  wash.  More  pilots  are  on  the  low- 
er scale  than  on  the  higher  one,  and 
they  insist  the  company  can  afford 
both  growth  and  fatter  pay  raises. 
They  point  to  rival  Delta  Air  Lines 
Inc.,  which  signed  an  industry-leading 
pay  pact  with  pilots  last  summer. 
SLOW  MOTION.  Although  it's  Crandall's 
turn  in  the  hot  seat,  United  Airlines 
Inc.  Chairman  Stephen  M.  Wolf  can 
hardly  gloat.  Wolf  is  negotiating  con- 
tracts not  only  with  his  pilots  but  also 
with  mechanics  and  flight  attendants. 
Employee  relations  have  been  shaky  at 
JJnited  since  a  bitter  pilots'  strike  in 
1985.  Wolf,  like 
Crandall,  says 
growth  would  be 
hampered  by  match- 
ing Delta's  pay 
rates.  Union  leaders 
hint  that  United  pi- 
lots may  start  "flying 
by  the  book"  and 
slowing  operations  if 
talks  don't  progress 
soon. 

Back  at  American, 
union  officials  say  the 
next  few  weeks  could 
determine  whether  there  will  be  a  com- 
promise or  a  strike.  "There's  definitely 
room  to  maneuver,"  says  a  union 
board  member.  The  talks  continue. 

By  Wendy  Zellner-  in  Dallas,  u'ith  Ke- 
vin Kelly  in  Chicago  and  Walecia  Konrad 
in  Atlanta 
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There's  only  one  PBX  system 
that  won't  be  blown  away  by  the  future. 

When  the  future  comes  knocking,  only  one  PBX  has  both  the  f lexil)le  architecture 
and  power  to  answer  the  challenge. The  Fujitsu  F9600.™  Unlike  othei's  who've  retro- 
fitted older  PBXs,  the  F9600  was  designed  fi'om  the  start  to  take  advantage  of 
emerging  telecommunication  services— like  ISDN  and  broadband.  R)r  starters,  its 
distributed  processor  architecture  lets  you  add  capacity  and  functionality  simply 
by  adding  processor  modules.  Its  single  stage  switching  matrix  provides  smooth 
growth  and  fast  processing  of  voice,  data  and,  when  you  need  it,  broadband  services  such  as  video. 
And  thanks  to  its  high-level  applications-oriented  software,  new  applications  can  be  added  as 
quickly  as  your  needs  change.Ibday  the  system  is  performing 
worldwide  in  over  1,300  installations.  Which  shouldn't  come  as  a  surprise,  consid- 
ering Rijitsu  Ltd.  is  a  pioneer  in  ISDN  technology  and  an  SI  -  billion  global  leader 
in  computers  and  telecommunications. Tb  see  just  how  muci  ,  better  the  F9600 
really  is,  call  Fujitsu  Business  Communication  Systems  at  1-800-654-0715.  You'll 
find  that  with  the  F9600,  the  future's  nothing  to  be  afi'aid  of. 


FUJITSU 


FUJITSU  BUSINESS 
COMMUNICATION  SYST^ 


1989.  Fujitsu  Business  Cc 


unic  atiun  Systems.  F9(i()ll  is  a  triuiemark  of  FVijitsu  Business  Communicatio 
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zntertainment 


TELEVISION  I 


ALL  THIS 

AND  CANDID  CAMERA,  TOO 


King  World  still  rules  syndicated  TV,  but  as  its  top  shows  age,  it  needs  a  hit  to  keep  its  crown 


ichael  King,  president  of  top  TV 
syndicator  King  World  Produc- 
Itions  Inc.,  never  misses  a 
chance  to  tcnock  the  competition.  Espe- 
cially when  it  has  been  knocking  him. 
Last  year,  his  rivals  gleefully  predicted 
that  one  of  a  rash  of  new  game  shows 
would  finally  knock  out  King's  seven- 
year-old  Wheel  of  Fortune.  "It  was  the 
only  way  they  could  sell  their  pro- 
grams," says  King. 
"But  you  have  to  whup 
the  champ  first.  It 
didn't  even  last  a 
round."  Wheel  finished 
1990  on  top  (chart),  and 
many  challengers  ended 
up  in  TV's  graveyard. 

Lately,  King  has  been 
deriding  his  competi- 
tors' lack  of  imagina- 
tion. For  the  new  sell- 
ing season,  which 
moves  into  full  swing 
this  month  at  the  Na- 
tional Association  of 
Television  Program  Ex- 
ecutives (.\ATPE)  conven- 
tion in  New  Orleans, 
syndicators  are  offering 
the  usual:  game  shows, 
"reality"  tabloids,  and  a 
bunch  of  talk  shows. 
"We're  the  only  ones 
who  came  up  with 
something  different," 
sneers  King. 
SLOWER  WHEEL.  King 
and  his  brother,  Roger, 
chairman  of  the  compa- 
ny, will  try  to  persuade 
station  managers  at 
\.\TPE  to  sign  up  fill- 
the  fall  launch  of  an  u|> 
dated  version  of  Can 
did  Cayywra,  to  be  host 
ed  by  comic  Don; 
DeLuise  and  produced 
by  Vin  Di  Bona,  creator 
of  .ABC's  hit  America's  Futn/icsf  Home 
Videos.  If  it  works,  it  could  be  an  impor- 
tant growth  vehicle  for  King  World. 

Trouble  is,  TV  station  managers, 
squeezed  by  a  pullback  in  advertising, 
are  skittish  about  paying  up  for  new 


shows.  But  while  that  may  make  Can- 
did Camera  a  tougher  sell,  it  will  proba- 
bly prolong  the  shelf  life  of  the  Kings' 
older  hits.  In  tough  times,  stations  tend 
to  go  with  what's  working.  Even  though 
Wheel's  household  rating  has  eroded 
steadily  from  19?;  in  1986  to  13.4^^  re- 
cently, "nothing  else  has  come  along  to 
bump  it  off,"  says  Dick  Kurlander,  di- 
rector of  ]jrogramming  at  Retry  Televi- 


contracts — and  with  monster  hits  such 
as  Wheel,  Jeopardy!,  and  The  Oprah 
Winfrey  Show,  stations  had  little  choice. 
These  contracts,  which  guarantee  more 
than  $1  billion  in  license  fees  through 
1993,  will  help  buffer  the  company  from 
a  slump  that's  already  hurting  other 
syndicators  (box). 

King  World  has  had  its  share  of  flops: 
Rock  'u  '  Roll  Evening  News  and  Night- 
life with  David  Brenner 
bit  the  dust  in  recent 
years.  But  the  money 
the  winners  bring  in 
has  helped  spur  profit 
growth  at  a  torrid  46% 
average  annual  pace 
since  1986.  Lately,  the 
company  has  been 
spending  more  on  pro- 
ducing its  own  shows, 
such  as  Inside  Edition, 
rather  than  just  licens- 
ing and  distributing  oth- 
ers' programs.  Higher 
costs,  in  part,  meant  a 
less  heady  15%  growth 
in  net  income  in  fiscal 
1990,  ended  Aug.  31,  to 
$84.1  million  on  $453.7 
million  in  revenues. 
King  World's  stock,  at 
22,  is  20%  off  a  recent 


KING  WORLD: 
ON  TOP  OF  ITS  GAME 


MiCHAEL  AND  ROGER  KING:  LONG-TERM  CONTRACTS  HELP 


sion  Inc.,  which  represents  TV  stations  in 
negotiations  with  syndicators. 

Picking  hits,  then  strong-arming  sta- 
tions into  long-term  deals,  is  key  to  King 
World's  success.  The  brothers  were  the 
first  to  insist  on  three-  and  four-year 


Syndicated  show                    Household  rating* 

Red  denotes  King  World  show    (Aug.  27  to  Dec.  23) 

1.  WHEEL  OF  FORTUNE 

13.4 

2.  JEOPARDY! 

12.1 

3.  STAR  TREK:  THE  NEXT  GENERATION 

10.8 

4.  OPRAH  WINFREY 

9.0 

5.  THE  COSBY  SHOW 

8.4 

6.  ENTERTAINMENT  TONIGHT 

8.3 

7.  MCM  PREM.  NETWORK  III 

8.2 

8.  WARNER  BROS.  VOLUME  28 

8.2 

9.  A  CURRENT. AFFAIR 

7.9 

10.  WHEEL  OF  FORTUNE  iv^eekend) 

7.4 

*Each  rating  point  equals  92 1 ,000  households 
DATA.  NIELSEN  SYNDICATION  SERVICE 
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all-time  high,  which  was  fueled  by  take- 
over speculation.  But  the  King  family, 
which  founded  the  company  25  years 
ago  by  syndicating  reruns  of  Little  Ras- 
cals, controls  37%  of  the  stock — and 
doesn't  appear  ready  to  sell. 
GRAND  OPRAH.  Growth  may  come  harder 
now.  Besides  license  fees,  King  World 
gets  to  sell  some  ad  time  for  the  shows 
it  syndicates.  It's  not  immune  from  the 
softness  that  has  hit  TV  ad  sales,  which 
account  for  an  estimated  25','f  to  30%  of 
revenues. 

That,  and  the  falloff  in  ratings  for 
Wheel,  probably  explain  why  Roger 
King  is  crisscrossing  the  country,  trying 
to  get  early  renewals  of  contracts  for 
Wheel  and  Jeopardy!  He's  playing  typi- 
cal King  World  hardball:  If  the  station 


Some  83%  of  King's 
profits  come  from  Wheel 
of  Fortune,  Jeopai'dyl,  and 
The  Oprah  Winfrey  Show 


won't  renew,  the  contract  is  offered  to  a 
competitor.  Robert  Hyland,  general 
manager  of  KCBS  in  Los  Angeles,  says 
he  was  stunned  this  summer  when  King 
World  wanted  a  renewal  through  1994 
for  the  two  game  shows — ^just  nine 
months  into  the  first  year  of  a  contract 
that  expires  in  August,  1992.  He  says  he 
balked  "because  both  shows  were  show- 
ing audience  erosion.  Who  knows  what 
numbers  they'll  be  doing  two  years  from 
now?"  So  King  World  promptly  sold  the 
1992-94  rights  to  rival  KABC.  So  far, 
King  World  has  snagged  renewals  at 
stations  reaching  40%  of  the  country. 

Oprah,  the  top  syndicated  talk  show, 
shows  no  signs  of  audience  disaffection. 
And  news  magazine  Inside  Edition,  giv- 
en little  chance  for  survival  when  it  was 
launched  two  years  ago,  is  finally  mak- 
ing money:  Considerably  classed  up,  it's 
16th  -in  the  ratings  among  syndicated 
shows.  The  newer  Instant  Recall,  a  nos- 
talgia magazine,  is  floundering.  King 
World  is  also  testing  a  talk  show  with 
Tim  and  Daphne  Maxwell  Reid,  the  for- 
mer stars  of  CBS's  Frank's  Place.  And  it 
produces  an  hour-long  weekly  entertain- 
ment magazine  for  cable. 

The  need  to  diversify  is  clear.  Some 
83%  of  King  World's  revenues  come 
from  Wheel,  Jeopardy!,  and  Oprah. 
King  World  would  like  to  produce  more 
syndicated  shows  for  cable  and  even 
some  TV  movies  for  the  networks.  But 
what  it  could  really  use  is  another  hit  in 
syndication — to  take  up  the  slack  when 
Wheel  and  all  those  long-term  contracts 
finally  go  into  a  ditch. 

By  Susan  Duffy  in  New  York 


WHERE  TALK  IS  CHEAP— AND 
SO  ARE  SITCOMS  AND  GAME  SHOWS 


There  won't  be  a  lot  of  happy 
campers  at  the  National  Associa- 
tion of  Television  Program  Exec- 
utives sales  convention  in  New  Or- 
leans, which  kicks  off  on  Jan.  14.  Sure, 
such  industry  heavyweights  as  Para- 
mount Communications  Inc.  and  King 
World  Productions  Inc.  won't  be  sweat- 
ing it.  But  most  TV  syndicators  aren't 
too  thrilled  at  the  state  of  the  $3  billion 
marketplace.  After  a  decade  of  torrid 
growth  (chart),  prices  for  their  offer- 
ings are  rolling  back  to  1984-85  levels. 
Why?  "There  are  just  too  many  shows 
and  too  few  time  slots  for  them  to  fill," 
explains  Barry  Thurston,  president  of 
syndication  for  Columbia  Pictures 
Television. 

A  few  things  happened  toward  the 
end  of  the  Roaring  Eighties.  Not  only 
did  the  growth  of  the  number  of  inde- 
pendent TV  stations  slow  to  a  crawl, 
but  many  indies  also  are  now  part  of 
the  Fox  Broadcasting  network.  So  they 
don't  have  to  rely  as  much  on  syndica- 
tors for  programming.  Moreover,  there 
was  an  explosion  of  new  offerings  in 
the  past  few  years,  as  studios  and  oth- 
er suppliers  rushed  to  cash  in  on  the 
big  money.  And  right  now,  a  recession 
in  advertising  has  hit  TV  stations  hard. 
They're  no  longer  as  willing  to  pay  big 
fees  or  take  chances  on  new  shows. 

A  falloff  in  demand  hit  sales  of  re- 
runs of  hour-long  dramas  and  movie 
packages  a  few  years  ago.  As  a  result, 
more  of  these  have  been  sold  to  cable, 
where  the  money  isn't 
as  good.  Now,  sitcoms 
are  also  in  for  a 
slump — and  some  may 
end  up  on  cable  as 
well.  "That  will  drive 
down  the  price  for  all 
of  them,"  says  John 
Rohr,  associate  direc- 
tor of  programming 
for  station  representa- 
tive John  Blair  Com- 
munications Inc. 
BYGONE  ERA.  During 
the  Eighties,  breaking 
the  $1  million-per-epi- 
sode  barrier  was  no  big  deal.  But  of 
the  dozen  or  so  sitcoms  to  be  offered 
at  the  convention  of  program  execu- 
tives, consultants  figure  that  just  a 
few — Married ...  With  Children  and 
perhaps  Roseanne — have  a  chance  at 
such  numbers.  The  heady  days  of  a  $4 
million  fee  for  an  episode  of  The  Cosby 
Show  or  $2.5  million  for  Who's  the 
Boss?  are  over.  "Those  were  the 


BELLYING  UP  TO  THE  BARR:  ROSBANNB  MAY 
BE  ONE  OF  SYNDICATION'S  FEW  BIG  DRAWS 


CAN  SYNDICMORS 
KEEP  UP  THE  PACE? 


I      I      I      I      I  I  I  L 
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heights  of  craziness,"  says  Dick  Kur- 
lander,  programming  vice-president  at 
Petry  Television  Inc.,  another  station 
representative. 

The  market  for  original,  or  made-for- 
syndication,  programming  isn't  much 
better.  Last  year,  syndicators  came  to 
the  convention  with  a  slew  of  game 
shows — most  of  which  flopped.  This 
year,  first-run  syndicators  are  peddling 
a  flurry  of  new  talk 
shows — an  area  that's 
already  glutted  with 
the  likes  of  Geraldo, 
Oprah,  Sally  Jesse, 
and  Phil.  The  only 
show  being  named  as 
a  possible  winner:  Par- 
amount's  The  Maury 
Povich  Show,  starring 
the  former  anchor  of 
A  Current  Affair. 

There's  more  bad 
news.  The  Federal 
Communications  Com- 
mission is  expected  to 
rule  this  spring  on  whether  the  Big 
Three  networks  may  own  and  syncii- 
cate  their  shows — which  they  have 
been  barred  from  doing  since  1970. 
Many  in  the  industry  expect  the  FCC  to 
let  the  networks  in  on  the  action.  All  of 
a  sudden,  the  squeeze  on  syndicators 
could  get  even  tighter. 

By  Susan  Duffy  iji  New  York,  with 
Ronald  Grover  in  Los  Angeles 
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Now,  more  than  ever,  the  art  of  finding  ol 


You  are  looking  at  a 
computer-generated  3-D  image 
of  a  small  piece  of  the  earth, 
more  than  a  mile  underground. 

The  open  area  to  the  left  of 
center  in  the  cube  is  a  salt  dome. 
If s  a  subsurface  structure  often 
associated  with  major  gas  or  oil 
deposits  that  are  capable  of 
heating  a  small  city  or  fueling 
millions  of  miles  of  driving. 

As  a  participant  in  the 


world's  vital  search  for  energy, 
Raytheon  recently  acquired 
GeoQuest  Systems,  Inc.  to  com- 
plement the  exploratory  skills  of 
its  Seismograph  Service 
Corporation. 

GeoQuest  Systems  has 
pioneered  many  of  today  s 
advances  in  data  interpretation, 
including  this  latest  generation 
of  3-D  display  technology— 
GeoVisualization!"  It's  a  system 


that  gives  oil  companies  a 
different,  more  precise  image 
underground. 

It  allows  them  to  paint 
pictures  of  the  earth  that  could| 
turn  out  to  be  among  the  work 
most  valuable  pieces  of  art. 

For  more  information  aboj 
GeoQuest  Systems  and  Seismoj 
graph  Service  Corporation,  wril 
to  Raytheon  Company  141  SpriiJ 
Street,  Lexington,  MA  02173. 


Where  quality  starts  with  fundamentals 


WHISTLE-BLOWERS 


MICHELSON:  "IN  AN  IDEAL  WORLD,  WE  WOULDN'T  NEED  ANYTHING  LIKE  IT" 


THE  1863  LAW  THAT'S 
HAUNTING  BUSINESS 


Spotting  fraud  against  Uncle  Sam  can  enrich  whistle-blowers 


To  eye  surgeon  Paul  Michelson,  the 
evidence  looked  conclusive.  Puz- 
zled by  what  he  believed  to  be  un- 
necessary surgery  done  by  a  colleague 
at  the  Scripps  Clinic  &  Research  Foun- 
dation in  La  JoUa,  Calif.,  Michelson 
started  digging.  He  concluded  the  doctor 
billed  medicare  for  a  more  costly  glauco- 
ma treatment  than  he  had  performed: 
Each  time,  the  feds  paid  $1,000  for  a 
service  that  costs  under  $400. 

When  Michelson's  efforts  to  resolve 
the  matter  internally  failed,  he  sued 
Scripps  and  the  doctor  under  the  False 
Claims  Act.  The  1863  law,  stemming 
from  Lincoln's  efforts  to  stop  Civil  War 
profiteers,  is  aimed  at  fighting  govern- 
ment-contract fraud.  Although  they 
didn't  admit  or  deny  wrongdoing,  Mi- 
chelson's colleague  and  employer  settled 
the  charges  for  $(  100,000  to  $700,000.  "In 
an  ideal  world,  we  wouldn't  need  any- 
thing like  it,"  Michelson  says  of  the  law. 

But  the  world  of  go\  ernment  contract- 
ing is  not  ideal.  And  the  False  Claims 
Act,  bolstered  by  19S6  changes,  offers 
tempting  incentives  to  private  citizens  to 
dig  up  the  dirt:  The  act  now  offers  triple 
damages  and  10%  to  307"  of  the  award 
as  a  bounty  for  winning  plaintiffs. 


"Making  every  citizen  a  private  prosecu- 
tor gives  some  muscle  to  the  govern- 
ment," says  Senator  Charles  E.  Grassley 
(R-Iowa),  who  led  the  drive  to  beef  up 
the  law.  But  critics  add  it  spurs  frivolous 
suits  by  individuals  with  axes  to  grind. 

Use  of  the  law  is  spreading  fast.  Once 
focused  on  defense-contractor  fraud, 
suits  now  also  allege  such  things  as  fal- 
sification of  medicare  bills  and  environ- 
mental permits.  GE,  Northrop,  and  Pru- 
dential Insurance,  among  others,  have 
fought  suits.  Some  liken  the  law  to  the 
Racketeer-Influenced  &  Corrupt  Organi- 
zations Act  (RICO),  the  elastic  antiracke- 
teering  law  that  has  terrorized  Wall 
Street.  "It's  sort  of  like  the  sword  of 
Damocles"  hanging  over  a  company, 
says  a  big  defense-contractor  lawyer. 

Not  one  case  has  yet  gone  to  trial.  But 


'Making  every  citizen 
a  private  prosecutor 
gives  some  muscle  to 
the  government' 


settlements  since  1986  of  so-called  qu 
tam  suits  (from  the  Latin  for:  He  whi 
sues  for  the  state  and  himself)  have  hi 
$70  million,  with  plaintiffs  raking  in  $1 
million.  Among  the  larger  payouts:  $5.( 
million  paid  by  Miami's  Cordis  Corp.  t(  j 
settle  charges  it  sold  defective  pacemak 
ers  to  medicare  patients,  and  $14.3  mil 
lion  paid  by  Industrial  Tectonics  Inc.  o 
Dexter,  Mich.,  to  settle  claims  it  sold  tin 
military  faulty  ball  bearings.  Cordis  dc 
dined  comment  and  Tectonics  couldn' 
be  reached.  The  penalties  are  makint 
business  take  more  notice  of  gripes 
"Every  case  represents  a  managemen 
failure,"  in  that  the  company  didn't  givi 
enough  credence  to  a  worker's  com 
plaint,  says  Richard  Sauber,  a  formej 
Pentagon  procurement-fraud  chief  wh( 
represents  defense  contractors. 
BIG  CASES.  The  bulging  dollar  signs  als( 
have  lured  high-powered  law  firms  suel 
as  Washington's  Patton,  Boggs  &  Blov 
and  New  York's  Paul,  Weiss,  Rifkind 
Wharton  &  Garrison  to  the  whistle-blow 
ers'  side,  along  with  small  firms  like  Loi 
Angeles'  Hall  &  Phillips,  a  pioneer  in  th( 
law's  use.  Another  ally  is  the  Justic( 
Dept.  False  Claims  suits  are  seale< 
when  they're  filed,  to  let  the  agency  re 
view  charges  and  decide  whether  to  joii 
them.  While  some  lawmakers  criticiz( 
Justice's  lack  of  support,  the  agency  hai 
joined  about  a  quarter  of  the  275  suits 
filed  since  1986.  "Cases  have  come  ii 
that  we  wouldn't  have  found  out  about,' 
says  Stuart  M.  Gerson,  head  of  Justice'! 
Civil  Div.  "Some  of  them  are  big." 

In  one,  a  former  technical  director  foi 
Litton  Systems  Inc.  claims  it  bilked  th( 
Pentagon  out  of  nearly  $100  million  h] 
billing  it  for  computer  services  given  t< 
private  customers.  A  trial  for  Litton 
which  denies  the  charges,  is  set  for  nex 
fall  in  California.  Health  &  Human  Ser 
vices  Dept.  officials  tell  business  weei 
they  are  studying  suits  against  healtl 
insurers,  charging  they  billed  medican 
for  claims  they  should  have  paid.  HHS 
which  will  soon  advise  Justice  whethei 
to  join  the  cases,  says  such  fraud  costi 
taxpayers  up  to  $1  billion  a  year. 

Business  isn't  taking  all  this  lyinj 
down.  A  coalition  led  by  the  defense  in 
dustry  has  repeatedly  challenged  th( 
constitutionality  of  the  whistle-blowei 
provisions,  arguing  that  only  the  feds 
can  bring  enforcement  cases.  So  far,  th( 
argument  has  lost  in  the  lower  courts^ 
but  lawyers  on  both  sides  expect  it  ti 
reach  the  Supreme  Court.  Unless  th<  j 
high  court  decides  otherwise,  though 
the  False  Claims  Act  could  be  to  the 
1990s  what  private  securities  cases  wen 
to  the  1970s  and  RICO  was  to  the  1980s 

By  Tim  Smart  in  Washingtoyi,  with  En^ ! 
Schine  in  Los  Angeles 
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"/  run  on  fast  forward 
all  the  time.  So  give  me  a 
downsized  VGA  laptop  with 
full-size  performance."  \ 


ZENITH  DATA  SYSTEMS  INNOVATES  AGAIN 

The  #1  laptop  brand  in  America*  brings  you  the  SlimsPort"^  286  laptop 
PC— for  uncompromising  286  power  and  VGA  graphics. 

Whether  you're  just  waiting  out  a  layover  at  LaGuardia  or  just  laying  down  the 
groundwork  for  a  new  pet  project,  with  SlimsPort  286,  you're  always  ready  to  hit  the 
ground  running.  At  just  91/4  pounds,  it's  the  perfect  full-tuiictiun  kpiup  tor  the 
manager  on  the  run. 

It  offers  VGA  video  and  a  backlit,  fluorescent  black-on-white,  full-size  LCD  display 
that's  ideal  for  graphical  user  interface  computing.  So  youH  always  have  a  bright, 
clear  view  of  the  big  picture.  And  with  Zenith  Data  Systems' 
Intelligent  Power  Management™  System,  SlimsPort  286  puts 
power  usage  in  your  control  so  you  can  extend  its  2V2  hours 
of  battery  life  even  longer. 


If  your  job  demands  full-size  286  performance  in  a 
downsized  laptop,  carry  away  the  SlimsPort  286  laptop 
PC.  Once  you  do,  youH  wonder  how  you  ever  managed 
without  it. 


For  more  information  and  the  name  of  the  Medallion 
Reseller  nearest  you,  call  1-800-523-9393. 

ZENITH  n  # 

data  systems 

Groupe  Bull 


*Source:  1990  Dataquest  estimate  for  U.S.  battery-powered  laptops.  Graphics  simulate  Microsoft*  ^xiidows^  Lt-rsion  3.0.  a  product 
of  Microsoft  Corporation.  inteUigent  Power  Management  is  a  trademark  of  Zenith  Data  Systems  Corporation. 


t  lyyo  Zenith  Data  Systems  Corporation 


Cadiic!edanD^R(P 


Can  two  luxury  cars  be  log- 
ically compared  with  such  a  glaring 


Cadillac 

Chrysler 

Sedan  DeVUle 

Fifth  Avenue 

•  Driver's  Air  Bag 

•  Driver's  Air  Bag 

•  4-Speed  Automatic 

•  4-Speed  Automatic 

•  Automatic  Load 

•  Automatic  Load 

Leveling 

Leveling 

•  Rooin  For  Six 

*  Room  For  Six 

•  Dual  Electric 

•  Dual  Electric 

Mirrors 

Mirrors 

•  Stereo  Sound 

•  Stereo  Sound 

System 

System 

•  Automatic  Speed 

•  Automatic  Speed 

Control 

Control 

•  Fully  Reclining 

•  Fully  Reclining 

Seats 

Seats 

•  Deluxe  Sound 

•  Delaxe  Sound 

Insulation 

Insulation 

disparity  between  them  in  price? 

The  answer,  in  this  case,  is 
unequivocally,  yes. 

As  you'd  expect  with 
the  high  level  of 
features  in  this  class 
of  automobile,  there  /j, 
are  variations  in 
certain  standard 
and  optional 
equipment  be- 
tween the  two. 


Driver-side  air  bag. 
Inflates  in  50  milliseconds. 


But  without  question,  Chrysler 


New  Yorker  Fifth  Avenue  an! 
Cadillac  Sedan  DeVille  are  bot! 
very  luxurious.  Both  extraordinarili 
well  equipped.  And  both  perfonl 
with  great  responsiveness. 
Yet,  even  with  its  sul 
stantial  price  advantage,  th 
Fifth  Avenue  doesn't  ask  yc 
to  compromise  any  of  yoi; 
requirements  in  creatur 
comforts,  safety  or  handlin 
A  driver's  side  air  bag 
standard,  along  with  a  powerfu 


'  Base  sockcr  pnce  companson  Standard  equipment  levels  vary  Taxes,  destination  char^jes  and  optional  equipment  extra,  'ABS  brakes  optional  on  Fifth  Avenue  at  an  additionaJ  cost  oi  $899  M  S,R,P..  standard  on  Cadillac  Sedan  DeVille 


n  Cadillac  Sedan  DeWe 


uei-efficient,  fuel-injected 
5.3L  V-6  engine.  Anti-lock 
jrakes  are  available.*  And  inside 
I  quiet  relaxing  environment 
IS  attentive  to  your  needs  as 
my  luxury  car  in  the  world. 

Then  there's  Chrysler's 
[Crystal  Key  Program.**  The 
ndustry's  best  luxury  sedan 
warranty.  A  protection  pack- 
ige  that  provides  better  owner 
:are  than  DeVille  with  bumper 
:o  bumper  coverage  for  5  years 


Advanced  anti-lock 
braking  system  (ABS) 


or  50,000  miles, 
in    addition  to 
Chrysler's  ^'TO 
powertrain 
protection. 

With  all 
of  that  in  mind, 
we  suggest  that 
a  hands-on  com- 
parison between  the 
Chrysler  New  Yorker  Fifth  Avenue 
and  Cadillac  Sedan  DeVille  is  well 
worth  making. 


Because  while  both  attest  to 
your  good  taste,  the  Fifth  Avenue 
offers  you  the  distinct  luxury  of 
arriving  with  $9,500  more  affluence! 

To  buy  or  lease,  please 
call  1 -800-4 A-CHRYSLER 


Chrysler 


Based  <m  pncing  and  warranty  information  al  time  of  printing  " 'Excludes  normal  maintenance,  adjustments  and  wear  items.  St-c  5/50  and  7/70  (powertrain)  limited 


Advantage: 
Chrysler. 

warranties  at  dealer.  Restnctions  apply.  Buckle  up  for  safety. 


■nance 


REAL  ESTATE  I 


INVASION 

OF  THE  BOTTOM-FISHERS 


Gutsy  real  estate  investors  think  the  market  may  be  near  its  nadir,  so  they're  buying  big 


BERNARD  MENDIK  BALKED  AT  THE  $t80  MILLION  PRICE  ON  AN  OFFICE  BUILDING— AND  A  YEAR  LATER  SNAPPED  IT  UP  FOR  $105  MILLION 


The  real  estate  market  these  days 
looks  like  a  bottomless  pit.  The 
Klut  of  unsold  homes  and  unrented 
commercial  space  has  led  to  ungodly  de- 
clines in  value.  But  some  venturesome 
investors  view  the  pit  as  a  wellspring  of 
opportunity,  a  time  to  buy  cheap.  They 
are  scarfing  up  holdings  that  foreclosing 
lenders  or  pressed  owners  want  to  un- 
load, then  waiting  for  a  market  rebound. 
Says  New  York  investor  Arthur  Sha- 
polsky,  who  is  buying  what  he  sees  as  a 
bargain  office  building  in  Tucson:  "In 
the  ne.\t  three  years,  new  real  estate 
empires  will  be  created,  and  fortunes 
will  be  made." 

That's  the  aim  of  financier  I^awrence 
A.  Russo,  who's  starting  with  Herald 
Center,  a  woebegone  Manhattan  shop- 
ping mall  that  once  belonged  to  the  late 
Philippine  dictator  F'erdinand  Marcos. 
Security  Pacific  Corp.  foreclosed  on  the 
mall,  which  had  a  paltry  tenant  base, 
and  put  it  up  for  auction,  hoping  to  re- 


coup its  .$(iO  million  mortgage.  No  dice. 
Russo  and  several  partners  bagged  the 
mall  in  April  for  $25  million.  He's  busily 
attracting  more  tenants  and  expects  an 
eventual  recovery  in  property  values  to 
carry  his  investment  heavenward. 
'GREAT  BUY.'  Another  active  player  is 
New  York  real  estate  mogul  Bernard  H. 
Mendik.  A  year  ago.  Mutual  Life  Insur- 
ance Co.  of  New  York  put  its  28-story 
Manhattan  headquarters  up  for  sale  at 
$180  million.  Mendik  was  interested,  but 
he  wisely  waited.  He  and  a  group  of 
investors  closed  on  the  building  in  De- 
cember for  $105  million.  "Now  that," 
says  Mendik,  "was  a  great  buy."  MONY 
says  it  didn't  ask  as  much  as  $180  mil- 
lion but  concedes  it  came  down  in  price. 

Bottom-fishers  such  as  Russo  and 
Mendik  seek  to  divine  when  the  market 
has  hit  its  low  point,  so  they  can  buy, 
and  when  it  is  well  on  the  way  toward 
recovery,  so  they  can  sell  or  boost  rents. 
They're  all  looking  to  be  this  decade's 


Paul  Reichmann,  the  Toronto  master 
mind  whose  vast  wealth  derived  from 
knack  for  picking  markets  forsaken  hjL^f 
less  visionary  souls.  In  the  mid-1970s 
when  New  York  was  mired  in  a  horren 
dous  fiscal  crisis,  the  Reichmann  familj  jg 
struck  gold  in  then-lagging  Manhattar 
office  towers,  which  not  long  aftei 
turned  around.  Says  Harold  S.  Singe 
laub,  a  smaller-scale  buyer:  "Reichmanr 
sees  stars  where  others  see  mud." 

The  canniest  bottom-fishers  usualljL 
have  a  good  feel  for  all  parts  of  th( 
kaleidoscopic  U.  S.  real  estate  scene 
They're  able  to  assess  the  merits  of  sucl 
diverse  opportunities  as  warehouses  ir  j^, 
Winnetka,  111.,  and  garden  apartments  ir 
Garland,  Tex.  (table).  Bargain  anglei 
Ronald  B.  Bruder,  head  of  New  York's 
Brookhill  Group,  has  bought  30  troublec 
shopping  centers  in  20  states  in  the  pas' 
few  years.  His  most  recent  purchas; 
was  in  Griffin,  Ga.  "The  owner  wa; 
strangling,"  explains  Bruder.  "He  wa4- 
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lijrhly  motivated  to  sell." 

The  most  prominent  Reich- 
Tiann  wannabe  is  Samuel  Zell, 
I  motorcycle-riding  Chicago 
•aider  who  calls  himself  "the 
^rave  dancer"  because  his 
specialty  is  scavenging  for  dis- 
xessed  companies.  Two  years 
igo,  he  set  up  a  $400  million 
'und  with  Merrill  Lynch  &  Co. 
;o  buy  office  buildings  and 
shopping  centers  that  had  fall- 
;n  on  grim  times.  With  most 
)f  those  dollars  now  commit- 
,ed,  Zell  and  Merrill  are  rais- 
ng  money  for  another  fund. 
VULTURE  FUND.'  Offshore  con- 
.rarians  also  are  sniffing 
iround.  Most  foreign  inves- 
;ors  have  pulled  back  from 
J.  S.  deals,  and  the  ones  still 
langing  in  prefer  well-known 
loldings  in  prime  condition, 
;uch  as  Rockefeller  Center  or 
i'ebble  Beach  properties.  But 
he  low  dollar  and  low  Ameri- 
;an  prices  are  attracting  bot- 
,om-fishers  such  as  Swedish 
nvestor  Lars-Erik  Magnus- 
son.  Last  year,  Magnusson  bought  a 
,hree-building  Dallas  hotel-and-office 
;omplex  for  a  low  $65  million. 

Although  real  estate  values  overseas 
ire  much  firmer  than  in  the  U.  S.,  inves- 
,ors  are  looking  for  bargains  in  spots 
such  as  London  and  Sydney,  where  of- 
'ice  overbuilding  has  badly  undercut 
)rices.  Jones  Lang  Wootton,  the  British 
•eal  estate  company,  has  set  up  a  $3 
)illion  "vulture  fund"  to  swoop  in  on 
vulnerable  properties. 

As  U.  S.  bottom-fishers  see 
t,  there  should  be  good  bar- 
gains for  at  least  the  next  two 
)r  three  years.  The  inventory 
)f  real  estate  markdowns 
should  swell  as  banks,  thrifts, 
)ension  funds,  and  insurers 
suffer  under  increasingly 
leavy  loads  of  foreclosed  real 
?state.  To  them,  the  proper- 
;ies  are  merely  a  drain  on 
iarnings.  With  a  few  excep- 
.ions,  lenders  are  not  property 
nanagers  or  speculators,  and 
.hey  often  want  to  be  rid  of 
,he  problems  at  almost  any 
jrice.  "Real  estate  is  a  dirty 
vord  with  them,  so  that's 
vhen  you  make  an  offer," 
says  investor  Martin  D.  Sass, 
vho  last  summer  paid  a  cut- 
•ate  $49  million  for  six  Hous- 
,on  apartment  complexes  sit- 
ing in  the  foreclosure  files  of 
ietna  Life  &  Casualty  Co. 

Resolution  Trust  Corp.,  the 
"ederal  agency  charged  with 
'leaning  up  the  savings-and- 
oan  mess,  is  sometimes  even 


RONALD  BRUDER  HAS  BOUGHT  30  TROUBLED  SHOPPING  CENTERS 


more  eager  to  jettison  foreclosures.  It 
has  a  $16  billion  property  portfolio  that 
must  be  sold.  In  November,  the  RTC  auc- 
tioned off  homes  in  the  Phoenix  area  at 
prices  40%  below  what  original  owners 
had  paid.  Big-league  bottom-fishers  are 
interested  in  the  RTC's  large  commercial 
holdings.  But  they  are  very  selective, 
dismissing  a  lot  of  the  buildings  as  poor- 
ly constructed  or  badly  located.  Yet  po- 
tential gems  can  be  found:  In  December, 
Japan's  Maruko  Inc.  bought  a  large  ten- 


TOP  PICKS  FOR  THE  INTREPID 


APARTMENT  COMPLEXES  IN  THE  SOUTHWEST 


They  got  slaughtered  along  with  other  Southwest  real  estate. 
But  unlike  commercial  buildings,  which  are  still  in  serious  over 
supply,  the  apartment  market  could  face  shortages  in  areas 
such  as  Texas  and  Arizona  with  rapidly  growing  population 


PLANTS  AND  WAREHOUSES  IN  THE  MlDWESi 


Companies  in  America's  industrial  heartland  have  been  shed- 
ding lots  of  underutilized  space.  Yet  when  the  market  rebounds, 
prices  on  some  properties  could  rise  handsomely.  Most  promis- 
ing could  be  near  transportation  hubs,  particularly  Chicago 


OFFICE  BUILDINGS  IN  NEW  YORK  AND  LOS  ANGELES 


Sky-high  vacancy  rates  in  the  nation's  two  largest  cities  are  de- 
pressing prices — and  creating  potential  bargains,  especially  in 
the  market  for  first-rate  buildings 


SHOPPING  CENTERS  IN  HIGH-DENSITY  AREAS 


The  deep  slump  in  retail  sales  has  led  to  numerous  empty 
stores  in  malls  and  strip  centers.  Yet  investments  in  some  dis- 
tressed shopping  centers  could  pay  off  down  the  road.  The  best 
bets  may  be  in  densely  populated  areas  such  as  Southern  Cali- 
fornia, Chicago,  and  the  New  York- Washington  corridor 

DATA:  BW 


nis  resort  near  Palm  Springs, 
Calif.,  for  $66  million.  A  new 
supply  of  choice  foreclosures 
from  the  Bank  of  New  En- 
gland, which  failed  Jan.  6, 
may  come  onto  the  market. 

Other  toothsome  prey  fa- 
vored by  bottom-fishers  are 
properties  whose  developers 
were  pressured  to  sell  to  pay 
off  lenders.  That's  how  amb 
Institutional  Realty  Advisors, 
the  San  Francisco  pension 
managers,  recently  picked  off 
a  thriving,  fully  leased  Hous- 
ton shopping  center  on  the 
cheap.  The  owner,  says  amb 
partner  Hamid  Moghadam, 
was  scrambling  to  meet  debt 
payments  for  a  newer  project 
and  had  to  sell — cjuickly. 
LIGHT  ON  DEBT.  If  being  a  suc- 
cessful bottom-fisher  requires 
savvy,  it  also  takes  a  good 
supply  of  cash.  These  days, 
badly  burned  lenders  are  sel- 
dom willing  to  provide  much 
in  the  way  of  financing.  In 
mid-1988,  a  limited  partnership 
run  by  Value  Properties  Inc.  bought  a 
Rochester  (N.  Y.)  office  building  it  hoped 
to  overhaul  to  attract  tenants.  Yet,  ac- 
cording to  Value  Executive  Vice-Presi- 
dent Arnold  Adlin,  the  10-story  structure 
is  still  mostly  vacant,  partly  because  fi- 
nancing for  the  overhaul  was  delayed. 

Not  surprisingly,  many  bottom-fishing 
deals  are  heavy  on  equity  and  light  on 
debt.  Mendik's  group  paid  cash  for  the 
MONY  building.  J.  Steven  Manolis,  a  Salo- 
mon Brothers  Inc.  managing  director, 
believes  financing  difficulties 
will  spawn  a  new  arrange- 
ment: More  and  more  buyers 
will  ask  tenants  to  help  them 
meet  debt  obligations.  In  ex- 
change for  paying  above-mar- 
ket rents,  he  says,  tenants  will 
get  equity  stakes  in  bottom- 
fishers'  buildings. 

Wherever  the  money  comes 
from,  bottom-fishers  are  go- 
ing to  proliferate.  Many  feel 
the  market  still  isn't  low 
enough  and  have  yet  to  put 
their  money  on  the  line.  New 
Plan  Realty  Trust,  a  New 
York  real  estate  investment 
trust,  is  sitting  on  $140  million 
in  cash.  Says  President  Arnold 
Laubich:  "We're  holding  back 
until  we  hit  the  bottom."  Easy 
to  say,  of  course,  but  hard  to 
do.  The  art  of  bottom-fishing 
is  knowing  just  when  to  stop 
cutting  bait  and  start  casting 
your  line. 

By  Larry  Light  in  New 
York,  with  Robert  D.  Hof  in  San 
Francisco 


JANCE 


BUSINESS  WEEK/JANUARY  21,  1991  73 


■nance 


MARKETS  &  INVESTMENTS! 


THE  UPSIDE  OF  THE  DOWNTURH 
IH  REAL  ESTATE 


Many  real  estate  stocks  are  selling  cheap — and  paying  high  yields 


T 


|he  "for  sale"  signs  are  out  from 
coast  to  coast,  and  liquidations  of 
distressed  properties  have  become 
routine.  But  bargain  hunters  are  only 
begiiming  to  turn  up  at  the  nation's  larg- 
est continuing  auction  of  depressed  real 
estate — the  stock  market.  Shares  of 
companies  that  own  properties,  from 
nursing  homes  to  yuppie  shopping  cen- 
ters, are  selling  at  fire-sale  prices. 

With  the  exception  of  real  estate  in- 
vestment trusts  (REITS)  specializing  in 
health  care,  real  estate  companies  were 
among  the  most  heavily  pummeled  equi- 
ties in  recent  months.  Many  stocks  de- 
clined 50%  or  more  dur- 
ing 1990,  and  even  the 
strongest  real  estate 
companies  are  trading 
at  well  below  their  1990 
highs  (table). 
'BULL  CASE.'  The  decline 
has  been  so  precipitous 
that  it  may  have  creat- 
ed a  buying  opportuni- 
ty. Many  real  estate 
stocks  are  at  prices  well 
below  the  estimated  val- 
ue of  their  underlying 
assets.  Some  REITs — 
companies  holding  real 
estate  assets — have 
fallen  so  far  that  their 
yields  have  climbed  to 
107'  or  more.  ,  "These 
stocks  have  reached  val- 
uations that  haven't 
been  seen  since  1974" — 
when  a  real  estate 
downturn  pummeled 
REITs— "and  REITs  have 
far  stronger  balance 
sheets  than  they  did  in 
those  days,"  notes  Rob- 
ert Steers,  a  principal  of 
Cohen  &  Steers  Capital 
Management,  which 
specializes  in  real  estate 
stocks.  II 

True,  the  real  estate 
market  may  not  have 
reached  bottom  quite 
yet.  But  even  the  most  ! 
cautious  investment  |"" 
pros  are  testing  the  wa- 
ters by  buying  into, 


REITs  and  other  land-development  com- 
panies. "The  bull  case  is  that  interest 
and  mortgage  rates  are  down,  so  the 
REITS  may  be  able  to  refinance  their 
debt,"  says  Barry  Greenfield,  manager 
of  the  Fidelity  Real  Estate  fund. 

Greenfield  is  unconvinced  that  the  real 
estate  woes  are  over.  But  improved  valu- 
ations have  persuaded  him  to  reduce  his 
fund's  cash  position  to  107",  half  its  year- 
ago  level,  and  he  is  cautiously  buying 
the  shares  of  high-quality  real  estate 
stocks.  His  favorites  include  New  Plan 
Realty  Trust,  a  New  York-based  REIT, 
and  Houston's  Weingarten  Realty  Inves- 


ARE  THESE  REAL  ESTATE  STOCKS 
POISED  TO  REBOUHD? 


Stock 

Company        1990  high 

price 

1/9/91 

CATELLUS 

IIV2 

9V8 

Owns  a  large  and  attractive 
portfolio  of  undervalued  prop- 
erties 

HENLEY 
PROPERTIES 

10% 

1% 

A  spin-off  from  Henley  Group 
Inc.,  its  assets  may  be  worth  as 
much  as  $25  a  share 

LENNAR 

2OV4 

1513/6 

A  major  homebuilder  in  Florida, 
it  is  well-managed  and  well- 
capitalized 

MGI 

PROPERIES 

12% 

73/4 

Its  geographically  diverse  prop- 
erties are  deeply  discounted  by 
the  market 

MEDITRUST 

21% 

19 

A  leading  health  care  REIT, 
based  in  Massachusetts;  owns 
diverse  properties 

NEW  PLAN 
REALTY 

18% 

I6V2 

New  York  REIT;  owns  shopping 
centers  and  has  the  cash  to 
snap  up  realty  bargains 

ROUSE 

26V2 

14 1/8 

Leader  in  upscale  shopping 
centers;  shore  price  is  well  be- 
low its  asset  value 

WASHINGTON 
REIT 

191/8 

16% 

Enjoys  strong  cash  flow  despite 
weak  Washington-area  real  es- 
tate market 

WEINGARTEN 

315/8 

245/8 

Houston-based  REIT  is  well-po- 
sitioned to  enjoy  the  rebound  in 
Texas  real  estate 

WESTERN 
IHVESTMEHT 

193/8 

145/8 

Owns  properties  in  northern 
California;  no  debt;  attractive 
yield 

DATA:  BW  SURVEY  OF  MONEY  MANAGERS  AND  ANALYSTS 


tors,  which  owns  and  develops  commetj 
cial  real  estate  throughout  the  Sunbelt 
New  Plan,  Weingarten,  and  a  Califor| 
nia  REIT,  Western  Investment  Real  Es 
tate  Trust,  are  popular  with  institution: 
because  of  their  minimal  debt  and  record 
of  adroit  property  selection.  New  Plarj 
which  owns  shopping  centers  through 
out  the  Northeast,  stands  out  for  its 
$140  million  cash  hoard,  which  makes  i 
well-positioned  to  buy  distressed  proper 
ties  for  a  song.  "New  Plan  is  clearly  th( 
cream  of  the  crop  from  a  balance-shee 
standpoint,"  says  Steers.  True,  Nev 
Plan  is  paying  out  in  dividends  987  of  it; 
cash  flow — but  the  company  has  been  i 
standout  at  raising  low-cost  capital  tha 
can  be  used  to  expand  its  holdings.  Nev 
Plan  recently  raised  $75  million  in  ; 
stock  sale  to  a  Dutch  pension  fund. 

As  a  group,  the  safest  bets  are  REIT: 
that  invest  in  health  facilities — hospitals 
mental  health  centers,  and  nursinj 
homes.  These  are  noted  for  favorabh 
demographics  and  a  chronic  shortage  o: 
facilities.  And  unlike  the  companies  tha 
actually  operate  hospitals  and  nursing 
homes,  health  car* 
REITs  are  only  indirectlj 
affected  by  the  cut 
backs  in  federal  reim 
Imrsement.  "The  REIT: 
are  only  interested  ii 
the  lease  payments,' 
notes  analyst  Robert  A 
Frank  at  Alex.  Browi 
&  Sons  Inc. 

At  the  opposite  enc 
of  the  real  estate  spec 
trum — still  unchartec 
territory  for  most  inves 
tors — are  the  companieH 
that  own  mainly  unde 
veloped  land.  One  con 
spicuous  example  is  Ca 
tellus  Development 
Corp.,  which  was  spui 
off  from  Santa  Fe  Pa  j 
cific  Corp.  A  year  be 
fore  Catellus  went  pub 
lie  last  November,  the 
California  Employees 
Retirement  System  paic 
$38  a  share  for  a  207 
stake  in  the  company 
The  recent  price;  a  littk 
less  than  $10! 

Horror  stories  sucl 
as  Catellus  abound.  But 
just  as  real  estate  inves 
tors  gravely  misjudgec 
the  market  of  the  late 
1980s,  they  may  also  bt 
proven  wrong  in  theii 
gloomy  assessment  ol 
the  1990s. 

By  Gary  Weiss  in  Neu 
York 
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Twist  and  Shoot. 


he  engineers  at  Hitachi 
have  just  come  up  with  a 
remarlcable  new  twist  in  video 
technology.  It's  called  the  Twist 
and  Shoot  and  it's  the  only 
camcorder  that  twists  open  for 
instant  shooting. 

Closed,  its  super-thin,  2y% 
profile  makes  it  the  world's  thin- 
nest video  camcorder.  It'll  fit  eas- 


ily into  a  purse  or  a  coat  pocket. 

Open,  it's  fully  automatic. 
Revolutionary  twin  beam  auto 
focus  produces  a  precise,  clear, 
stable  picture.  At  the  same  time, 
shutter  speed,  lens  opening  and 
white  balance  are  adjusted  auto- 
matically for  the  best  possible 
exposure. 

In  addition  to  all  its  conve- 


nience, the  Twist  and  Shoot  pro- 
duces sharp,  true-to-life  pictures 
everytime. 

To  appreciate  this  revolu- 
tionary new  kind  of  camcorder, 
call  1-800-HITACHl  for  your 
nearest  dealer.  Then  shoot  on 
down  and  twist  one  for  yourself. 

0  HITACHI 

'£)  1091  Hiiachi  Home  Electronics  lAmencsl,  Inc 


L 


inance 


DEALS  I 


FORSTMANN  HAS  RAISED  $1.4  BILLION,  MOSTLY  FROM  PENSION  FUNDS,  SINCE  LATE  SEPTEMBER 


THERE'S  STILL 

LIFE  IN  THE  OLD  LBO 


Smaller  deals  and  tougher  terms  aren't  stopping  some  buyout  firms 


anks  have  all  but  pulled  out  of 
leveraged-buyout  loans.  Junk- 
bond  investors,  already  trying  to 
pare  back  their  holdings  in  the  many 
deals  that  have  gone  sour,  want  no  part 
of  nevk'  deals.  Insurance  companies  and 
other  financial  institutions  have  turned 
supercautious  and  very  selective.  No 
wonder  LBOs  are  in  the  dumps  (chart). 
Who's  going  to  pony  up  the  money? 

IBM,  General  Electric,  Delta  Air  Lines, 
and  Texas  Instruments,  to  name  a  few. 
On  Jan.  10,  buyout  sponsor  Forstmann 
Little  &  Co.  said  it  had  raised  some  $L4 
billion  of  new  subordinated-debt  money, 
largely  from  corporate  pension  funds. 
And  Forstmann  did  it  lickety-split:  Se- 
nior partner  Theodore  J.  Forstmann 
started  seeking  the  money  in  late  Sep- 
tember and  had  most  of  his  commit- 
ments lined  up  before  Christmas.  Rival 
Kohlberg  Kravis  Roberts  &  Co.,  mean- 
while, set  out  last  fall  to  add  .$1  billion  to 
$2  billion  in  new  equity  funds  to  its  $L6 
billion  hoard.  So  far,  it  has  won  promises 
for  about  $750  million,  mostly  from  state 
pension  funds  in  Oregon  and  Washing- 
ton. KKR  expects  to  reach  at  least  $1 
billion  in  the  next  few  months. 
ON  THE  PROWL.  In  the  eyes  of  some  LBO 
firms  and  investors,  the  buyout  market 
may  be  turning:  1991  could  see  an  up- 
swing in  deals,  at  least  in  the  second 
half.  "Now  is  a  good  time  to  buy,  unless 
you  think  the  00s  are  going  to  be  a 
decade  of  disaster,"  says  one  LBO  spon- 


sor. Joseph  L.  Rice  III,  president  of 
sponsor  Clayton  &  Dubilier,  agrees: 
"We'll  be  as  active  as  we  know  how  to 
be  in  '91."  Others  on  the  prowl:  Leonard 
Green  &  Partners,  Kelso,  and  Merrill 
Lynch  Capital  Partners.  Even  Adler  & 
Shaykin,  whose  Best  Products  Co. 
buyout  just  filed  for  bankruptcy  protec- 
tion, says  it  plans  to  do  a  deal  this  year. 

No  one  is  predicting  a  return  to  the 
heyday  of  the  late  '80s,  though.  For  one 
thing,  in  today's  harsh 
deal  environment,  the 
number  of  players  has 
dwindled.  "Some  have 
either  run  out  of  money, 
or  they've  run  out  of 
credibility,"  notes  Leon- 
ard Green.  These  in- 
clude some  Wall  Street 
firms,  such  as  First  Bos- 
ton Corp.,  and  Green's 
old  partners  at  what  is 
now  called  Gibbons, 
Goodwin,  van  Ameron- 
gen,  from  whom  he  split 
in  1989.  GGvA,  having  exhausted  its  equi- 
ty fund,  plans  to  focus  on  managing  the 
10  companies  it  owns,  perhaps  adding  to 
them  by  acquisition. 

Prices  also  are  dampening  activity,  es- 
pecially since  new  tax  rules  have  cut  off 
some  benefits  for  LBOs.  Dealmakers 
complain  that  although  stock  prices  have 
fallen  and  the  economy  is  in  a  recession, 
companies  still  are  seeking  '88  or  '89 


LEAN  TIMES 
FOR  LBOs 


VALUE  OF 
COMPLETED  DEALS 


▲  BILLIONS  OF  DOIURS 

DAIA:  SECURITIES  DAIA  CO, 


prices  for  divestitures.  KKR  and  Merril 
Lynch  are  among  the  LBO  firms  thai 
tried  to  buy  properties  during  1990,  onl> 
to  be  turned  down  on  price.  "There's  stil, 
a  big  gap  between  the  seller's  expectai 
tions  and  the  buyer's  expectations,"  say? 
Merrill's  James  J.  Burke  Jr.,  who  has  .$1 
billion  in  equity  capital  to  invest. 

The  biggest  impediment,  though,  is  fi) 
nancing — or  lack  thereof.  Banks  want  ti  j 
lend  for  LBOs,  which  despite  souixm  j 
deals  are  a  good  business  and  genei'ait  j 
big  fees.  But  they  face  regulatory  pres 
sure  to  build  their  capital  bases,  whici 
may  mean  shrinking  their  assets,  espe 
cially  risky  loans.  Many  insist  they'rt 
still  doing  deals — and  will  do  more 
"Once  the  Mideast  is  resolved,  you'll  go 
back  to  the  case  where  well-structurec 
deals  with  well-known  buyers  will  con 
tinue  to  get  financing,"  says  Todd  Slot 
kin,  the  senior  managing  director  whc 
oversees  Citibank's  buyout  loans. 
HIGH  HOPES.  If  so,  the  deals  will  be 
smaller — megadeals  simply  can't  be  fi 
nanced.  And  terms  will  change:  Bankt 
want  to  see  equity  at  25%  or  more  ol 
capital,  vs.  107"  or  less  in  the  past.  The} 
also  want  operating  cash  flow  to  covei 
interest  costs  by  a  factor  of  two,  vs.  on€ 
or  less  in  the  go-go  years.  Deals  thai 
depend  on  asset  sales  are  nonstarters. 

Without  a  viable  junk  market,  "mezza 
nine"  money — the  layer  of  capital  that 
ranks  below  senior  secured  debt — re 
mains  problematic.  Some  institutions  sa} 
they'll  still  invest  in  buyouts,  via  privatti 
placements,  as  long  as  sponsors  boost 
their  equity  in  a  deal  to  25%  or  more 
But  LBO  firms  maintain  that  these  lend 
ers  haven't  lowered  their  return  expecta 
tions  to  realistic  levels — most  likely  per 
centages  in  the  mid-teens.  So  LBC 
veterans  forecast  thai 
some  transactions  wil 
be  financed  entirely  bji 
equity  and  senior  bank 
debt.  Kelso  already  has- 
completed  one  sue! 
deal.  KKR  has  also  con 
templated  that  maneu 
ver  as  a  temporary  mea 
sure  until  mezzanine 
funds  are  available. 

It's  this  climate  thai 
allows  Forstmann,  whc 
did  two  deals  in  1990,  tc 
claim  a  leg  up:  Only  he 
has  both  equity  and  subordinated-debl 
funds.  His  new  fund  carries  an  interest 
rate  of  one  percentage  point  above  the: 
five-year  Treasury-bill  rate,  which  ii- 
now  7%%.  With  $2.1  billion  in  mezzanine' 
money  and  $700  million  in  equity  funds' 
Forstmann  could  be  busy  in  1991.  The 
financial  climate  willing,  other  estab 
lished  LBO  firms  hope  to  be,  too. 

By  Judith  H.  Dobrz/jnski  in  New  York 
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THENEWCESSNA 
CrrATIONVI. 

For  many  companies,  the  only  thing 
standing  between  them  and  the  stand-up 
cabin  and  performance  efficiency  of  a 
midsize  jet  has  been  price. 

Now,  Cessna  removes  that  hurdle  with 
the  introduction  of  the  new  Citation  VI . 

At  a  cost  of  $6 . 8  million ,  the  Citation 
VI  is  certainly  attractive  for  its  price  alone. 

But  this  aircraft  offers  you  so  much  more. 

The  Citation  VI  gives  you  an  eight-  to 
ten-passenger  cabin  with  nearly  six  feet 
of  stand-up  cabin  height,  and  plenty  of 
leg  room. 

There's  also  a  fully  equipped,  private 
lavatory.  A  refreshment  center  with 


warming  oven.  And  an  externally 
accessible  luggage  compartment. 


The  Citation  VI  is  built  for 
comfort.  And  speed. 


With  a  cruising  speed  of  543  mph, 
time  flies  when  you  fly  a  Citation  VI . 

But  speed  is  only  one  of  the  time- 
saving  attributes  of  the  VI .  Certified  to 
fly  as  high  as  51,000  ft.,  the  VI  takes  you 
over  turbulent  weather  instead  of 
detouring  around  it. 

And  the  wing  of  the  VI  gives  it  out- 
standing lift  at  lower  speeds,  allowing 
you  to  land  at  most  airports  once  thought 
to  be  the  exclusive  turf  of  smaller  aircraft. 


At  $6.8  million,  no  midsize  jet 
offers  you  more  for  less  than  the 
Citation  VI. 

The  Citation  V!  offers  you  all  the 
midsize  jet  you  could  want  -  for  a  lot 
less  than  you 'd  expect. 

To  find  out  more,  call  Roy  H.  Norris, 
Senior  Vice  President  of  Marketing,  at 
1-800-4-CESSNA,  or  write  Citation 
Marketing,  Cessna  Aircraft  Co., 
P.O.  Box  7706,  Wichita,  KS  67277. 


THE  MIDSIZE 

CIWIONVI  ^ 


a  General  Dynamics 
company 


BY  GENE  G.  MARGIAL 

U.S.  SHOE 
MAYBE 
HOT  TO  TROT 


Want  a  glaring  example  of  a 
hot  takeover  stock  that 
turned  to  ice?  Try  U.  S. 
Shoe.  Trading  as  high  as  35  in  1987  and 
26  last  summer,  the  stock  has  plum- 
meted to  9  after  bitterly  disappointing 
just  about  everyone  on  the  Street  not 
only  on  the  takeover  front  but  also  on 
plans  to  sell  major  divisions.  Now,  just 
as  the  buyout  bettors  have  fled  the 
stock,  the  smart-money  crowd  is  begin- 
ning to  move  in. 

"For  a  company  with  sales  of  some 
$2.5  billion  in  1990  and  a  book  value  of 
$12.35  a  share,  U.  S.  Shoe  is  a  steal  at 
the  stock's  depressed  price,"  says  in- 
vestment manager  Mark  Boyar,  who 
has  been  accumulating  shares.  He's 
also  impressed  with  the  issue's  5.5'a 
yield  and  cash  flow  of  $2.50  a  share. 
Boyar  figures  that  with  U.  S.  Shoe's 
line  of  well-known  consumer-products 
brands,  the  company  is  worth  $30  a 
share,  based  on  the  intrinsic  value  of 
its  assets.  The  maker  and  importer  of 
shoes  also  operates  1,782  women's  spe- 
cialty-retail outlets,  located  mainly  in 
shopping  malls;  533  shoe  stores;  and 
430  LensCrafters  Optical  stores. 
WHAT  SLUMP?  U.  S.  Shoe's  shares  are 
reeling  from  a  triple  whammy.  Never 
mind  that  the  company  failed  to  satisfy 
talk  that  it  was  going  to  do  a  merger 
deal  with  an  unidentified  suitor.  What 
frustrated  shareholders  even  more  was 
the  company's  scuttling  of  last  year's 
plans  to  sell  the  shoe  division  for  $400 
million.  Expectations  had  also  run  high 
that  it  would  sell  LensCrafters.  That 
didn't  materialize,  either.  Then,  the  eco- 
nomic slump  pulled  down  earnings  and 
crimped  overall  sales. 

But  a  big  earnings  boost  is  expected 
by  the  end  of  1991,  partly  from  the 
company's  women's-apparel  unit, 
whose  earnings  advanced  by  nearly 
lOv;  last  year.  Those  operations  ac- 
count for  40'a  of  net  income.  U.  S.  Shoe 
is  expected  to  open  more  apparel 
stores  this  year,  including  40  to  45  new 
Petite  Sophisticate  outlets  and  20  to  25 
Casual  Corner  stores. 

Value  Line  sees  earnings  rising  to 
$1.60  a  share  in  1991  from  $1.40  in  '90. 
One  big  investor  says  that  should  start 
attracting  institutional  money  again. 

Last  year's  big  disappointment  was 
the    hitherto    fast-growing  Lens- 
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Ci'afters,  whose  earnings  declined  be- 
cause of  a  weakened  optical  market. 
LensCrafters  accounts  for  377'  of  U.  S. 
Shoe's  profits. 

Boyar  notes  that  the  company  has 
traditionally  traded  in  the  20s.  Now, 
with  the  "fat  in  the  stock  already 
stripped  out,"  he  thinks  it  will  attract 
raiders  again  or  lure  serious  new 
merger  suitors. 


A  WAR 
PORTFOLIO 


The  Bush  Administration's  Jan.  15 
deadline  for  Saddam  Hussein  to 
give  up  Kuwait  is  creating  a  sort 
of  deadline  for  pros  designing  "war  or 
peace"  portfolios,  too. 

Sandra  Dunekacke,  a  vice-president 
at  Piper,  Jaffray  &  Hopwood  in  Minne- 
apolis, believes  that  if  a  war  erupts,  it 
will  be  swift  and  short.  The  market 
will  react  "quickly  and  emphatically" 
on  the  downside,  she  predicts,  but  only 
temporarily.  One  stock  that  Dunekacke 
has  picked  as  a  immediate  winner  in  a 
war  portfolio  is  Alliant  Techsystems,  a 
supplier  of  high-precision  arms  and  am- 
munition to  the  U.  S.  government. 

Dunekacke's  other  picks  may  get  hit 
if  war  erupts  but  should  bounce  back 
faster  than  the  rest  of  the  market.  A 
few  of  them,  such  as  Fluor,  an  engi- 
neering and  construction  company, 
have  the  potential  to  be  involved  in  the 
rebuilding  of  the  infrastructure  of 
countries  in  the  gulf.  Also  included  in 
this  group  are  Halliburton,  an  oil-ser- 
vice company,  and  Johnson  &  Johnson, 
a  maker  of  hospital  supplies. 

For  investors  who  think  that  war 
will  be  averted,  Dunekacke  has  con- 


structed a  peace  portfolio  of  stocks 
that  would  benefit  from  lower  oil 
prices  and  greatly  improved  consumer 
confidence.  Among  them:  AMR,  the  par- 
ent of  American  Airlines;  aircraft  mak- 
er Boeing;  hotel-and-theme-park  opera- 
tor Walt  Disney;  department-store 
chain  Nordstrom;  and  lumber-and-ply-  , 
wood  producer  Louisiana-Pacific. 


THIS  BIOTECH  DEAL 
COULD  BLOSSOM 


When  Monoclonal  Antibodies, 
a  small  biotech  company,  an- 
nounced in  July  that  it  was 
merging  with  Quidel,  a  bigger  and  pri- 
vately held  diagnostic  test-kit  maker, 
Monoclonal's  stock  dived  from  7  to  3  in 
just  a  month.  Part  of  the  reason:  Mono- 
clonal had  to  issue  9.7  million  new 
shares  to  acquire  Quidel.  The  deal  is  to 
be  completed  at  the  end  of  January. 

But  some  savvy  pros  see  a  big  fu- 
ture for  the  merged  companies.  They 
say  that  their  product  lines  and  propri- 
etary technologies  could  give  the  new 
company  a  sizable  share  of  a  fast- 
growing  market  worth  several  billion 
dollars.  Monoclonal  makes  pregnancy- 
test  kits  and  has  a  marketing  agree- 
ment with  Johnson  &  Johnson's  Ortho 
division.  Quidel  makes  tests  for  diag- 
nosing infectious  diseases,  allergies, 
and  auto-immune  diseases. 

"The  merger  creates  a  major  inde- 
pendent diagnostics  company  similar  to 
Diagnostic  Products,  which  sells  for  7 
times  revenues  and  30  times  earnings," 
says  Robert  Grossmann,  director  of  re- 
search at  Stratton  Oakmont,  a  securi- 
ties firm  in  Ashland,  Ore.  Grossmann 
expects  the  combined  Monoclonal-Qui- 
del,  which  doesn't  have  a  name  yet,  to 
earn  similar  market  valuations.  If  his 
revenue  and  earnings  estimates  prove 
accurate,  "the  stock  could  rise  to  10 
sometime  this  year,"  says  Grossmann. 

Akzo,  the  large  Dutch  drug  compa- 
ny, is  funding  the  production  of  Mono- 
clonal's new  birth-control  test  kit, 
which  "will  tell  women  when  it's  safe 
to  have  sex,"  says  Grossmann.  The 
product  is  expected  to  be  ready  for 
Akzo  to  start  marketing  it  in  Europe 
this  summer.  The  company  confirmed 
Akzo  will  start  selling  the  product  in 
Europe  this  year. 

Several  big  investors  have  purchased 
large  stakes  in  the  merged  company, 
including  the  Pritzker  family  of  Chica- 
go, Johnson  &  Johnson,  J.  P.  Morgan, 
and  the  pension  funds  of  Becton  Dick- 
inson, Harvard  University,  General 
Electric,  and  John  Hancock. 
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MEDICINE  I 


THE  MICROBES  ARE  BACK 
—WITH  A  VENGEANCE 


Resurgent  old  diseases  and  exotic  new  ones  are  worrying  science 


In  1969,  buoyed  by  the  defeat  of 
smallpox,  polio,  and  other  infectious 
ills  over  the  previous  two  decades, 
Surgeon  General  William  H.  Stewart  de- 
clared that  science  had  won  the  war  on 
microbes.  Medicine,  he  said,  should  turn 
to  fighting  chronic  ailments  such  as  can- 
cer and  heart  disease.  It  did:  From  1970 
to  1975,  as  the  budget  for  the  National 
Institutes  of  Health  more  than 
doubled,  funding  for  infectious 
disease  research  grew  by  just  20'/". 

But  in  the  late  1970s,  epidemiol- 
ogists noticed  a  disturbing  trend. 
Some  common  bacteria — such  as 
those  that  cause  pneumonia  and 
skin  infections — became  resistant 
to  penicillin.  Then  new  illnesses 
appeared:  Legionnaires'  disease, 
genital  herpes,  Lyme  disease,  vac- 
cine-resistant strains  of  hepatitis, 
and  .4II)S.  It  soon  became  clear 
that  victory  over  infectious  disease 
had  been  declared  prematurely. 
CALAMITY.  Now,  thanks  to  lapses 
in  immunization,  even  such  near- 
vanquished  germs  as  measles  are 
coming  back,  with  25,000  U.S. 
cases  reported  in  1990,  a  tenfold 
increase  in  just  six  years.  "Mi- 
crobes have  been  on  this  earth  for 
a  few  billion  years  and  have 
learned  all  the  tricks  of  survival," 
says  Richard  M.  Krause,  senior 
scientific  adviser  at  the  NIH's  Fo- 
garty  International  Center.  Re- 
searchers say  the  choice  now  may 
be  to  spend  new  millions  on  beefing  up 
defenses  against  the  microscopic  men- 
ace— or  eventually  face  another  AIDS- 
like  calamity. 

A  small  group  of  scientists,  led  by 
Nobel  prizewinner  and  former  Rockefel- 
ler University  President  Joshua  Leder- 
berg,  argue  that  humans  never  did  have 
an  edge.  For  a  decade,  he  and  others 
have  been  clamoring  for  better  surveil- 
lance of  emerging  diseases.  Now,  the 
National  Academy  of  Sciences  is  worried 
enough  about  this  problem  to  begin  a 
study  of  it.  "It's  a  pretty  safe  guess  that 
we're  going  to  have  another  serious  vi- 
ral epidemic  in  the  future,"  warns  Ste- 
phen S.  Morse,  an  assistant  professor  of 
virology  at  Rockefeller  U.  in  New  York. 


Viruses  present  two  threats.  For 
years,  virologists  have  worried  about  an 
"Andromeda  strain" — a  mild  virus  that 
mutates  into  a  deadly  one.  Such  concern 
tends  to  focus  on  the  influenza  virus, 
which  is  bad  enough:  In  1918,  the  viru- 
lent Spanish  flu  killed  25  million  people. 
But  looking  for  mutant  viruses,  says 
Morse,  is  "sort  of  like  preparing  for  visi- 
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tors  from  outer  space."  Researchers  -dvi,. 
more  concerned  about  viruses  that  a| 
ready  exist,  either  in  isolated  popuhi' 
■tions  or  in  animals.  Urbanization  am 
changes  in  human  behavior — such  as  in 
creased  travel  and  blood  transfusions-  I 
raise  the  chances  for  these  to  spread. 

Take  dengue  (pronounced  deng-ee)  fi 
ver.  Carried  by  a  mosquito,  the  vumi 
causes  headaches,  rashes,  and  can  In 
deadly.  Dr.  Donald  A.  Henderson,  wli* 
has  been  nominated  as  associate  dire' id 
for  life  sciences  in  the  Office  of  Scicnc; 
&  Technology  Policy,  says  dengue  w;is  ; 
minor  problem  a  decade  ago  in  Asia,  i'.u 
urban  growth  coupled  with  a  lapsr  ii 
mosquito  control  spread  it  to  the  Can  I 
bean  and  Latin  America.  No  cases  ha\i 
been  reported  in  the  U.S.  yet,  but  IhJ 
mosquito  that  carries  dengue  imv 
breeds  in  18  states,  mainly  in  the  Suuth 
The  pest  arrived  in  1985  in  contaiii 
ers  of  Asian  used  tires  that  wer|i 
imported  into  Houston  to  be  re 
capped. 

HOMEGROWN  BUGS.  Another  prok 
Icm  is  Seoul  virus,  a  relative  of 
\  irus  that  in  China  alone  cause 
1.'jO,000  annual  cases  of  hemoi 
rhagic  fever — an  illness  character 
ized  by  high  fever  and  leakinj 
blood  vessels.  About  VZ'/  of  th 
rats  in  Philadelphia  and  64% 
those  in  Baltimore  now  carry  th 
Seoul  virus.  In  the  late  1980s,  n 
searchers  from  the  Army's  Med 
cal  Research  Institute  of  Infec 
tious  Diseases  and  Johns  Hopkin 
University  found  that  in  inner-cit; 
Baltimore,  1.37"  of  1,148  resident 
tested  had  antibodies  to  the  viru; 
indicating  exposure.  None  had  th 
disease,  but  researchers  suspec 
that  people  exposed  to  the  viru 
could  get  high  blood  pressure  an 
kidney  disease  later  in  life. 

Native  U.  S.  bugs  are  no  less 
threat.  Legionnaire's  disease 
caused  by  a  microbe  that  had  bee 
around  for  years,  didn't  turn  deadly  ur 
til  it  found  its  way  into  a  prime  breedinj 
ground — central  air-conditioning  sys 
terns.  Lyme  disease  was  relegated 
field  mice  and  deer  until  a  booming  dee 
population  carried  it  to  woodsy  suburb:^ 
In  Britain,  meanwhile,  bovine  spong 
form  encephalopathy — the  so-called  mac 
cow  disease  that  destroys  the  animal 
brain — has  spread  from  livestock  to  cats 
and  some  scientists  worry  about  a  jum 
to  humans.  Nonexistent  four  years  age 
the  disease  apparently  spread  to  cow 
from  sheep,  which  suffer  from  a  simila 
condition  called  scrapie.  Ground  shee 
byproducts  are  often  fed  to  cattle  fo 
protein,  and  in  1971,  the  temperatur 
was  lowered  in  the  process  used  to  mak^ 
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the  feed.  Scrapie  could  survive  the  lower 
heat,  and,  says  Morse,  "all  the  evidence 
favors  a  transfer  of  the  agent  from 
sheep  to  cows." 

No  one  knows  how  many  viruses  are 
spread  through  transfusions  and  organ 
transplants.  With  sensitive  new  technol- 
ogy, researchers  have  discovered  some 
viruses,  including  hepatitis  C  and  E, 
HTLV-1,  which  can  cause  certain  blood- 
cell  cancers  and  brain  diseases  years  af- 
ter infection,  and  HTLV-2  and  herpes-6, 
whose  effects  are  unknown.  A  study  last 
September  found  that  l7o  of  2,500  emer- 
gency room  patients  at  Johns  Hopkins 
Hospital  were  infected  with  htlv  virus- 
es. "I  think  some  of  the  most  dangerous 
viruses  of  the  future  are  already  in  us," 
says  Dr.  Edwin  D.  Kilbourne,  a  medical 
professor  at  New  York's  Mount  Sinai 
School  of  Medicine. 

Most  researchers  agree  that  new  vi- 
ruses will  emerge  more  often  with 
changing  social  and  environmental  condi- 


tions. Krause  worries  particularly  about 
huge  cities  of  impoverished  people  such 
as  those  found  in  Mexico,  India,  and  Af- 
rica. "The  closer  people  live  together, 
the  faster  epidemics  spread,"  he  says, 
especially  in  unsanitary  conditions.  A 
complicating  factor  is  growing  mobility. 
In  January,  1989,  a  Chicago  man  went  to 
his  mother's  funeral  in  Nigeria.  Two 
weeks  after  he  returned,  he  was  hospi- 
talized with  a  high  fever  and  internal 
bleeding  and  died  within  two  days  of 
Lassa  fever,  a  rodent-borne  virus  that 
had  apparently  killed  his  mother.  People 
who  had  contact  with  him  were  observed 
for  several  weeks  after  his  death.  Some 
were  treated  with  antiviral  drugs,  and 
none  came  down  with  the  fever. 

There  are  ways  to  defend  against 
such  occurrences,  many  of  them  com- 
mon sense.  In  the  U.  S.,  more  thorough 
immunization  can  prevent  measles,  polio, 
and  whooping  cough,  which  are  reap- 
pearing. And  Henderson,  who  directed  a 


successful  worldwide  smallpox-eradict 
tion  program  in  the  1970s,  is  proposing 
$300  million  international  network  of  1 
centers  and  10  supporting  labs  to  detec 
the  emergence  of  dangerous  diseases.  I 
the  1950s  and  '60s,  the  Rockefeller  Four 
dation  set  up  a  similar  network.  But 
was  mostly  phased  out  in  the  1970s.  Haf 
it  not  been,  says  Henderson,  "I  think  wi 
could  have  picked  AIDS  up  earlier." 

Basic  research  is  the  next  best  weaf 
on.  AIDS  has  made  viruses  a  top  fundinj 
priority  at  NIH.  And  drug  giants  such  a 
Wellcome,  Merck,  and  Glaxo  have  re 
vived  antiviral  work.  The  Army's  Med 
cal  Research  Institute  is  working  on  vac 
cines  for  dengue  fever,  hemorrhagi 
fever,  and  other  exotic  diseases,  both  ti 
protect  troops  in  the  tropics  and  ti 
shield  them  from  biological  warfare.  Fo 
everyone  else,  the  best  defense  may  b 
vigilance.  That,  say  researchers,  i; 
among  the  best  lessons  AIDS  has  taught 
By  Naomi  Freundlich  in  New  Yon 


SMART  BUGS  KEEP  OUTSMARTING  THE  SCIENTISTS 


In  the  arms  race  between  man  and 
bacteria,  the  outcome  is  still  in 
doubt.  By  1947,  six  years  after  the 
discovery  of  penicillin,  doctors  had  no- 
ticed the  first  hint  of  trouble:  They 
needed  ever  higher  doses  to  kill  bacte- 
ria. Since  then,  even  with  an  arsenal  of 
antibiotics,  bacteria  have  become  in- 
creasingly resistant  to  all  but  a  couple 
of  the  strongest  drugs. 

Unfortunately,  resis- 
tance to  antibiotics 
spreads.  First  detected  in 
Australia  in  1967,  highly 
resistant  pneumonia  bac- 
teria appeared  in  South 
Africa  in  1977,  causing 
many  deaths.  Since  then, 
the  bugs  have  shown  up 
in  Spain,  in  parts  of  the 
U.  S. — including  New 
York — and  in  Eastern  Eu- 
rope. In  Hungary  in  1975, 
18%  of  the  pneumonia 
bacteria  found  in  patients 
were  resistant  to  most 
common  antibiotics.  By 
1989,  that  was  over  50'/— and  70-/;  in 
children.  "Multiresistance  is  the  big- 
gest threat  to  drugs,"  says  Alexander 
Tomasz,  head  of  the  microbiology  lab 
at  New  York's  Rockefeller  University. 
TRADING  PLACES.  In  nursing  homes 
and  big  city  hospitals,  there  are  reports 
that  507f  or  more  of  the  stfiphylococcus 
bacteria — the  type  that  causes  infec- 
tions in  deep  wounds  and  around  im- 
plants such  as  artificial  hips  and  heart 


valves — are  resistant  to  penicillin  deriv- 
atives that  make  up  609^  of  all  antibiot- 
ics. Dr.  Victor  L.  Yu,  professor  of 
medicine  at  the  University  of  Pitts- 
burgh, blames  the  overuse  of  antibiot- 
ics for  this.  Now,  the  hunt  is  on  to  find 
out  how  bacteria  can  be  so  smart — and 
to  devise  ways  to  beat  their  defenses. 

Antibiotics  work  by  blocking  the  ac- 
tion of  a  key  protein  the  bacteria  need 


BACTERIA  ARE  SHOWING  UP  IN  EAST  EUROPEAN  HOSPITALS 


to  survive.  But  bacteria  can  trade  ge- 
netic material  with  each  other,  circum- 
venting a  drug.  To  fend  off  penicillin, 
for  instance,  staphylococcus  bacteria 
imported  genes  that  let  them  make  an 
enzyme  that  degrades  the  antibiotic.  In 
response,  researchers  strengthened  the 
antibiotic's  chemical  bonds.  So  the  bac- 
teria imported  genes  that  let  them 
make  a  decoy  protein  to  tie  up  the 
antibiotic.  Resistant  pneumonia  bacte- 


ria use  a  more  complicated  method. 

How  bad  could  it  get?  "We  don't 
expect  a  disaster  like  the  black 
plague,"  says  Tomasz.  "But  we  used  to 
have  quite  an  arsenal  of  antibiotics. 
Now  we  have  only  a  few"  that  are 
completely  effective.  One  that  is  typi- 
cally used  when  others  fail  is  vancomy- 
cin, a  "back  burner"  drug  developed 
years  ago  by  Eli  Lilly  &  Co.  and  only 
recently  revived.  But  last 
year,  researchers  found  a 
relatively  harmless  spe- 
cies of  bacteria  that  con- 
tained a  vancomycin-resis- 
tant  gene.  The  fear  is  that 
this  gene  could  find  its 
way  into  staphylococcus. 
Another  drug,  Merck  & 
Co.'s  imipenem-cilastatin, 
is  considered  the  "nuclear 
bomb  of  the  field,"  says 
Tomasz.  It  is  used  only 
when  nothing  else  works. 
But,  he  adds,  some  bacte- 
ria have  been  reported  as 
being  resistant  to  it. 


Tomasz  is  hoping  that  discoveries  of 
how  microbes  evade  drugs  will  lead  to 
new  classes  of  compounds  that  control 
bacteria.  It's  a  race  researchers  have 
to  win.  Because  if  they  can't  stay  one 
step  ahead  of  nature's  simplest  crea- 
tures, then  humans  could  once  again 
suffer  the  epidemics  that  used  to 
spread  misery  around  the  world. 

By  Naomi  Freundlich  in  New  York, 
with  John  Carey  in  Washington 


82  BUSINESS  WEEK/JANUARY  21 ,  1991 


SCIENCE  &  TECHNOLQi:! 


Since  buying  a  computer  today  is  su^  a 
Kmbers  game,  here's  a  simple  rule  of  thumb. 
Look  for  386™SX,  386'" or  486~on  the  outside  to  be 
pertain  that  you  imve  Intel  technology  on  the  ^ 
insicfe.  From  the  company  that  invented  the 
iBicroprocessor.  The  company  that  has  shipped 
ovei:  10  million  32-bit  processors.  The  same 
'  mpany  that's  investing  over  ill  billion  this  year 


to  make  sure  tha^omputer  inside  your  con^puter  ^ 
has  the  technol(%y  power  and  compatibili^  to  1 
take  you  into  thefuture.  > 


The  Computer  I0side: 


Intel  Corporation. 


The  Computer  Inside,  336  &  486  are  trademarks  of  Intel  Coiporation. 
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evelopments  to  Watc 
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HITCHING  YOUR  TELECOM 
TO  A  STAR 


Who  would  have 
imagined  that  mete- 
ors blazing  across  the  sky 
would  be  used  for  telecom- 
munications? But  that's 
the  trick  behind  a  clever 
technology — meteor  burst 
communications.  It  doesn't 
require  $300  million  satel- 
lites. Instead,  ground-based 
antennas  bounce  signals 
off  the  long,  ionized  trails 
left  by  the  continual  bliz- 
zard of  meteors  that  rains 
into  the  ionosphere  each  day.  So  far,  only  brief,  sporadic 
exchanges  are  possible.  Most  trails  last  just  a  second  or  two, 
and  it  takes  the  transmitter  a  minute  or  more  to  lock  onto 
another,  limiting  use  to  intermittent  commercial  or  military 
tasks  such  as  relaying  truck  positions  to  fleet  owners. 

But  communicating  via  shooting  stars  may  soon  be  more 
practical.  Broadcom  Inc.,  a  startup  in  Mahwah,  N.J.,  has  a 
newly  patented,  two-way  "zoom"  antenna  that  can  find  meteor 
trails  in  seconds — then  instantly  narrow  the  transmission 
beam  to  concentrate  its  power.  The  higher  j)Ower  doubles  a 
trail's  usable  life.  With  further  tweaking,  says  Broadcom  Pres- 
ident John  F.  Chironna,  continuous  two-way  communications, 
including  voice  telephone  service,  could  be  feasible. 

It  should  also  be  cheap.  After  all,  meteors  are  free — and  the 
supply  is  endless.  Indonesia  hopes  to  use  Broadcom's  technol- 
ogy to  zip  fax  transmissions  among  its  many  islands — for  an 
investment  of  about  $1  million  per  earth  station. 


A  TEST  FOR  THE  OLD  TICKER 
—WITHOUT  THE  TREADMILL 


A stress  test  on  a  treadmill  is  the  common  way  to  diag- 
nose coronary  artery  disease,  but  each  year  as  many  as  a 
half-million  Americans  who  are  at  risk  cannot  take  the  test 
because  of  lung  disease,  obesity,  or  frailty.  The  alternative  has 
been  angiography,  a  costly  cardiac  catheterization  procedure. 
In  early  February,  Du  Pont  Merck  Pharmaceutical  Co.  will 
offer  a  new  drug,  IV  Persantine,  which  simulates  some  of  the 
effects  of  exercise — dilated  arteries  and  increased  blood 
flow — without  forcing  the  patient  onto  the  treadmill. 

Patients  would  take  the  drug  intravenously  along  with  the 
radioactive  thallium  used  in  some  stress  tests.  While  it  may 
not  be  suitable  for  those  who  have  just  had  heart  attacks  or 
who  have  severe  asthma,  it's  expected  to  find  wide  use.  Du 
Pont  Merck  is  licensing  the  drug,  which  has  long  been  used  to 
treat  complications  of  heart  valve  replacements,  from  Boeh- 
ringer  Ingelheim  International  of  Germany. 


AIRCRAFT  ARE  LEARNING 
TO  SENSE  DISASTER 


Engineers  predict  that  future  aircraft  will  have  high-tech 
"smart"  skin — a  network  of  sensors  embedded  in  wings  or 
doors  to  warn  of  impending  failures  or  to  assess  structural 
damage  from  enemy  fire.  But  developing  devices  sensitive 
enough  to  pick  up  tiny  changes  and  remain  free  from  the 


electrical  interference  prevalent  in  planes  isn't  easy  to  (U) 
Now,  in  one  of  the  few  unclassified  experiments  using  mili 
tary  planes,  researchers  at  Virginia  Tech's  Fiber  &  Electro 
Optics  Research  Center  have  demonstrated  a  fiber-optic  devict 
that  may  do  the  trick,  dn  their  sensor,  light  shines  through  ont: 
optical  fiber,  then  bounces  off  the  end  of  another  a  few 
microns  away.  As  a  wing  changes  shape  under  strain,  the  gaj, 
between  fibers  grows  or  shrinks,  altering  the  interferenci 
pattern  between  the  original  beam  and  the  reflected  light. 

When  Virginia  Tech  researchers  mounted  the  devices  on  th- 
wing  of  an  F-15  fighter  at  Wright  Patterson  Air  Force  Base 
the  fiber-optic  sensors  proved  to  be  at  least  10  times  more 
sensitive  than  conventional  electrical  strain  sensors. 


IS  ASPIRIN  BAD  MEDICINE 
FOR  THE  COMMON  COLD? 


lext  time  your  head  throbs  from  a  bad  cold,  you  might 
1  think  twice  about  reaching  for  aspirin  or  acetaminophen 
A  new  study  by  scientists  at  the  Johns  Hopkins  University 
School  of  Hygiene  &  Public  Health  and  two  research  center: 
in  Australia  shows  that  these  common  painkillers  actually] 
suppress  the  body's  immune  system. 

Hopkins  epidemiologist  Neil  Graham  believes  that  the  drug; 
may  slow  down  cells  called  macrophages  that  stimulate  the 
production  of  antibodies  against  infection.  For  otherwise 
healthy  adults,  he  says,  the  worst  that  probably  happens  i:- 
increased  nasal  congestion  and  colds  that  last  a  few  extn 
days.  But  Graham  worries  that  the  conseejuences  are  more, 
serious  for  children,  especially  those  in  poor  health.  "The: 
drugs  may  make  them  more  at  risk  for  pneumonia  and  bacteril 
al  infections  in  the  ear  or  sinus,"  he  explains. 


JAPAN  IS  CONQUERING  HIGH  TECH 
EVEN  FASTER  THAN  YOU  THINK 


U.S.  SHARE 


■-PROJEnED- 
DATA:  SEMICONDUaOR  INDUSTRY  ASSN.,  OiimTIOH 


Unless  present  trends 
change,  and  fast, 
the  Japanese  electronics 
empire  will  soon  domi- 
nate the  world.  After 
grabbing  the  sales  lead 
in  semiconductors,  Ja- 
pan's electronics  giants 
are  poised  to  eclipse 
their  U.  S.  rivals  in  com- 
puters. That  should  hap- 
pen in  1993,  with  Japan 
winning  42%  of  the 
worldwide  computer- 
hardware  market  vs. 
417'  for  the  U.  S.  And  just  one  year  later,  the  Japanese  shouk 
take  control  of  the  total  data  processing  business,  which  in 
eludes  software  and  telecommunications. 

Those  are  the  sobering  conclusions  of  a  new  study  by  th(i 
Semiconductor  Industry  Assn.  The  U.  S.  chipmakers'  trad' 
group  knows  from  bitter  experience  how  rapidly  business  cai, 
slip  away.  America's  share  of  the  chip  market  plummetee! 
from  57%  in  1980  to  35%  in  1989.  Today,  warns  the  SIA,  the 
U.  S.  is  losing  market  share  in  computers  almost  twice  as  fas 
as  in  chips.  Since  the  overall  electronics  sector  is  America';! 
No.  1  manufacturing  business — bigger  even  than  the  auto  in 
dustry — this  trend  has  grave  long-term  implications  for  th< 
economy.  And  eventually,  U.  S.  producers  could  find  it  tougl 
to  sustain  the  research  investment  necessary  to  stay  at  th( 
leading  edge  of  computer  technology 
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INDUSTRIAL  DESIGN  EXCELLENCE  AWARDS 


Business  Week  is  proud  to  announce  its  sponsor- 
ship of  the  Industrial  Design  Excellence  Awards 
program,  the  most  prestigious  U.S.  award  in  this 
arena  of  global  competition. 

"The  IDEA  program  honors  those  who  have  used  industrial  design  as  an  effective 
investment  to  satisfy  their  customers.  Through  our  sponsorship,  we  are  sending 
the  message  that  'Design  Equals  Quality'  to  our  6.7  ynillion  readers  in  corporate 
America.'' — Stephen  B.  Shepard,  Editor-in-Chief 

The  IDEA  program  celebrates  excellence  in  the  design  of  consumer  and  office 
products;  instruments;  industrial,  commercial,  and  agricultural  equipment;  automo- 
biles; furniture;  exhibits  and  environments;  and  graphics.  Its  jury  consists  of 
highly  respected  designers,  representing  all 
these  categories.  Business  Week  will  announce 
the  winners  in  a  June  issue.  IDSA  will  present 
the  awards  in  ceremonies  and  an  exhibit  at  its 
August  national  conference  in  Boston. 

The  deadline  for  entries  is  February  25,  1991.  For  infor- 
mation or  to  order  an  entry  kit,  call  IDSA  at  703-759-0100. 

Sponsored  by  Conducted  by 

BusinessWeek 


Industrial  Designers 
Society  of  America 


L 


nformation  Processin 


SOFTWARE  I 


COMPUTER  ASSOCIATES 
GETS  USER-FRIENDLY 


As  profits  sag,  the  software  giant  changes  its  liigh-handed  ways 


One  day  last  year,  a  salesman 
from  Computer  Associates  Inter- 
national Inc.  got  an  earful  from 
one  of  his  biggest  customers.  Bausch  & 
Lomb  Inc.  was  furious  because  CA  had 
jacked  up  the  annual  maintenance  fees 
for  one  software  package  to  $13,000 — 
from  just  $2,000  three 
years  earlier.  Worse, 
says  Rui  Figueiredo,  a 
software  manager  for 
Bausch  &  Lomb,  the 
C.'\  salespeople  seemed 
concerned  only  with 
meeting  their  quotas — 
not  with  making  sure 
customers  were  satis- 
fied. "Their  attitude 
was  just  sell,  sell, 
sell,"  he  says.  "I  told 
him  that  we  perceive 
CA  as  an  adversary." 

CA  can't  risk  making 
enemies  of  its  customers  anymore.  In 
the  1980s,  it  streaked  to  $1.3  billion  in 
annual  sales  by  selling  aggressively  and 
acquiring  shrewdly.  Each  deal  brought  it 
millions  in  revenues  and  hundreds  of 
new  customers.  But  the  buying  binge 
came  to  a  halt  in  1989,  when  the  compa- 
ny ran  into  trouble  with  the  $289  million 
acquisition  of  Cullinet  Software  Inc.,  a 


CA  STOCK: 
BACK  TO  SQUARE  ONE 


DEC  '86  DEC.  '90 

A  STOCK  PRICE 

DATA:  BRIDGE  INFORMATION  SYSTEMS  INC.,  COMPANY  REPORTS 


struggling  maker  of  mainframe  data- 
base programs.  At  the  same  time,  main- 
frame and  minicomputer  sales  stalled, 
depressing  the  market  for  programs 
that  account  for  nearly  90'/  of  the  Gar- 
den City  (N.  Y.)  company's  revenues.  In 
the  12  months  after  the  September, 
1989,  Cullinet  buy, 
growth  slowed  to  a 
th-eai-y  G'/,  from  45v; 
in  fiscal  1989,  ended 
the  previous  March. 
Earnings  fell  30'/^  in 
fiscal  1990.  By  last 
fall,  the  stock  had 
skidded  75'a  from  its 
mid-1989  i:)rice  (chart). 
CAPTIVES.  To  turn 
tilings  around.  Chair- 
man Charles  B.  Wang 
has  been  trying  to 
meld  the  20  or  so  com- 
panies that  he  bought 
into  a  single  entity  with  a  coherent  strat- 
egy. Having  virtually  exhausted  his 
growth-by-acquisition  formula,  he  now 
must  persuade  existing  customers  to 
buy  more  products.  Many  of  them,  how- 
ever, became  customers  not  by  choice, 
but  because  CA  bought  their  chosen  soft- 
ware suppliers.  "A  lot  of  customers  feel 
thev  have  to  buy  from  CA,"  says  Michael 


CRITICS  SAY  CEO  WANG  MUST  "DELIVER  NEW,! 


Braude,  an  analyst  with  Gartner  Grou 
in  Stamford,  Conn.  "But  t'A  has  to  mak 
it  so  customers  want  to  buy  from  them. 
That's  a  "big  opportunity,"  says  Sanja 
Kumar,  ca's  senior  vice-president  i'l 
planning,  because  today  the  average 
customer  only  has  five  of  its  2 
products. 

So  CA  is  learning  to  make  nice  wit 
customers.  To  assuage  Bausch  &  Loml 
the  software  giant  dispatched  a  senic 
vice-president  to  Rochester,  N.  Y.  Then 
he  and  the  local  salesman  hammered  oi 
a  deal  with  Figueiredo:  For  three  of  h, 


( ' 


BUYING  INTO 
A  BIG-TIME  BRAWL 


When  Computer  Associates  In- 
ternational acquired  Applied 
Data  Research  and  Cullinet 
Software  in  the  late  1980s,  it  was  more 
than  just  another  step  in  Chairman 
Charles  B.  Wang's  expansion  plan.  By 
taking  over  two  leading  makers  of  main- 
frame data-base  programs,  CA  stepped 
up  in  class — from  a  specialist  in  esoteric 
software  that  manages  the  inner  work- 
ings of  mainframes  to  a  supplier  of  the 
key  software  that  cuts  to  the  heart  of 
most  big  businesses. 

In  the  process,  though,  CA  bought  it- 
self into  a  nasty  fight  with  IBM.  Big  Blue 


owns  half  of  the  market  (chart)  and  is 
counting  on  DB2,  its  newest  data-base 
package,  to  help  keep  the  mainframe 
gravy  train  on  track.  To  be  more  compet- 
itive, IBM  says,  corporations  should  rig 
information  networks  anchored  by  main- 
frames that  use  DB2  to  dole  out  data  to 
small  computers  in  remote  offices,  fac- 
tories, and  warehouses.  "It's  the  way  of 
the  future,"  says  Russell  Donovan,  IBM's 
manager  of  data-base  market  support. 

That's  a  pretty  convincing  pitch — espe- 
cially when  IBM  backs  it  up  with  deep 
discounts  for  customers  who  switch  to 
DB2.  But  CA  has  its  own  persuasive  ar- 


guments. "IB.M  keeps  talking  aboi 
future,"  says  Wang.  "What  aboi 
present?"  In  the  here-and-now,  In' 
customers  have  spent  billions  of  , 
on  programs  and  data  for  oIiIit 
bases  such  as  IBM's  IMS.  And  whili 
"relational"  data  bases  such  as 
make  programming  and  fetching 
mation  easier,  they  don't  work  witl 
stored  in  older  IBM  data  bases.  Th 
task  at  which  ca's  data  bases  are  ;  i 
ly  more  adept. 
WRONG  EARS,  ca's  answer:  Don't  s 
keep  your  old  files  and  beef  up  t 
programs  by  adding  new  relation 
tures  supplied  by  CA.  That's  a  ni( 
tion,  since  analysts  figure  a  big  cor 
could  spend  $100  million  convertif 
DB2.  George  Emmanuel,  chairman  ' 
largest  CA  data-base  users  iiv"-. 
sticking  with  CA  even  though  lliiii 
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laS  OR  RISK  CUSTOMER  DEFECTIONS 


CA  packages,  they  agreed  to  a  ceiling  on 
price  increases  for  maintenance  con- 
tracts. The  yearly  contracts  cover  peri- 
odic updates  to  the  software.  Since  the 
visit,  says  Figueiredo,  his  relationship 
with  CA  has  "been  a  lot  better." 

Indeed,  Wang  and  brother  Anthony — 
Ca's  president — have  spent  the  past  year 
reorienting  the  company's  7,000  employ- 
ees to  software's  basics:  product  devel- 
opment and  customer  service.  Although 
CA  officials  say  they  never  stinted  on 
such  chores,  former  employees  say  that 
in  1990  there  was  a  definite  shift.  "The 


message  came  from  the  top,"  says  a 
.sales  manager  who  left  last  year.  "A 
main  priority  was  to  be  customer  satis- 
faction and  service." 

To  bring  some  much-needed  coherence 
to  the  CA  product  line- — everything  from 
"utility"  programs  that  keep  computer 
centers  running  smoothly  to  accounting 
and  data-base  software — the  company 
came  up  with  a  scheme  called  CA90s. 
Last  April,  Wang  and  other  top  execu- 
tives hit  the  road  to  explain  their  vision. 
There's  nothing  radical  in  the  CA90s 
plan,  but  that's  the  beauty  of  it:  It's 
designed  to  soothe  customers  by  assur- 
ing them  that  if  they  stick  with  CA,  it 
will  make  sure  that  more  of  their 
incompatible  programs  work  smoothly 
together. 

CRITICAL  TARGET.  A  more  Critical  objec- 
tive for  CA90s  is  to  shore  up  the  compa- 
ny's business  in  mainframe  data-base 
programs,  which  stalled  after  the  Cul- 
linet  acquisition.  Customers  bought  less 
because  they  feared  that  CA  might  not 
be  able  to  add  long-awaited  features  to 
both  the  Cullinet  data-base  programs 
and  those  it  got  with  the  1988  acquisition 
of  Applied  Data  Research  Inc.  Mean- 
while, IBM  has  been  pressing  customers 
to  adopt  its  newer  "relational"  data-base 
technology — and  scuttle  the  Cullinet  and 
ADR  packages  (box). 

Back  at  Ca's  development  labs,  pro- 
grammers are  working  overtime  on  up- 
dating older  programs.  "They  have 
reached  a  crossroads  now  where  they 
have  to  deliver  new  products  or  risk  cus- 
tomer defections,"  says  Mollis  Ezell,  as- 
sistant controller  at  Avondale  Mills  Inc., 
a  Sylacauga  (Ala.)  textile  manufacturer. 
As  the  chairman  of  a  group  of  5,000  ca 
accounting  software  customers,  Ezell  re- 
cently held  an  annual  "pow-wow"  with 


top  CA  executives.  He  was  impressed 
that  this  year,  CA  people  came  to  the 
meeting  with  proposals  on  how  to  im- 
prove software  and  service.  "They  did 
their  homework  for  once,"  he  .says.  Pay- 
man  Pouladdej,  a  former  CA  vice-presi- 
dent for  development  who  recently  left 
to  form  a  startup,  sums  it  up  this  way: 
"In  tough  times,  you  get  humble." 
ALL  NEGOTIABLE.  Whatever  the  motiva- 
tion, customers  welcome  the  change. 
Now,  CA  is  willing  to  bend  on  the  annual 
prices  it  charges  to  update  and  trouble- 
shoot  complex  software.  These  mainte- 
nance fees  have  become  an  important 
source  of  cash,  rising  from  20%  of  reve- 
nues to  337'  in  just  four  years.  But  now, 
customers  say  that  their  CA  reps  are 
willing  to  ease  off  the  hard  sell,  some- 
times even  throwing  maintenance  in  for 
free  with  a  software  purchase.  "They 
are  more  willing  to  work  with  customers 
now,"  says  Ronald  K.  Blue,  a  researcher 
at  State  Farm  Mutual  Automobile  Insur- 
ance Co.  and  the  president  of  a  ca  user 
group.  Says  Bausch  &  Lomb's  Figueir- 
edo: "Everything  is  negotiable  now." 

It's  hard  to  tell  whether  ca's  new  atti- 
tude is  really  paying  off.  In  the  Septem- 
ber quarter,  earnings  tripled,  but  ana- 
lysts predict  a  slightly  down  December 
quarter  and  flat  earnings  for  the  fiscal 
year.  At  this  point,  no  one  expects  the 
15-year-old  company  to  post  the  incredi- 
ble growth  it  achieved  in  the  1980s, 
when  it  routinely  bought  companies  and 
then  slashed  overhead  to  boost  profits. 
Says  Shearson  Lehman  Brothers  Inc.  an- 
alyst David  Readerman:  "It's  a  different 
type  of  company  now."  But  for  custom- 
ers who  want  their  biggest  software 
supplier  to  act  more  like  a  friend  than  an 
enemy,  different  means  better. 
By  Evan  I.  Schwartz  in  Garden  City,  N.  Y. 


ires  for  the  Cullinet  package  he  uses 
t  be  ready  for  at  least  six  months, 
ays  he'd  rather  wait  than  "leave  ev- 
ling  behind  and  start  from  scratch." 
s  problem  is  that  its  blandishments 
1  fall  on  the  wrong  ears.  The  compa- 
rew  up  selling  software  to  technical 
rts  in  data  centers.  But  data- 
software  is  so  important  to 
)anies  that  high-level  officers, 
5times  including  the  CEO, 
3  the  buying  decision.  IBM 
people  have  an  edge  in  their 
ig  ties  with  top-tier  manage- 
t.  Wang  acknowledges  it: 
don't  get  at  the  CEO  often 
gh." 

it,  despite  years  of  trying, 
hasn't  prompted  a  massive 
to  DB2.  Companies  such  as 
hes  Aircraft  Co.,  where  Em- 
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manuel  works,  are  now  installing  DB2 
for  their  new  jobs.  But  Hughes  still  uses 
Cullinet's  IDMS  in  purchasing  and  manu- 
facturing. 

Still,  DB2  is  gaining  momentum.  A 
Computer  Intelligence  Corp.  survey  indi- 
cates that  507  of  mainframe  customers 


IN  DATA  BASES,  CA  IS  WAY 
BEHIND  BIG  BLUE 

SHARE  OF  DATA-BASE  PROGRAMS 
INSTALLED  ON  MAINFRAMES, 
U.S.  ONLY 

•  IBM 

.1;  COMPUTER  ASSOCIATES 
H  INFORMATION  BUILDERS 
SOFTWARE  AG 
CINCOM 
S  OTHER 

DATA:  COMPUTER  INTELLIGENa  CORP. 


plan  to  install  DB2  for  the  first  time 
sometime  soon.  Only  5%  say  they  plan  to 
add  CA  data-base  products.  That,  says 
IBM's  Donovan,  is  because  DB2  is  key  to 
bigger  software  schemes  such  as  Sys- 
tems Application  Architecture,  an  IBM 
plan  to  help  tie  different  sizes  of  comput- 
ers in  networks. 

Pitting  ca's  $360  million  main- 
frame data-base  business  against 
the  $63  billion  brawn  of  IBM  may 
seem  futile.  Indeed,  battling  IBM 
so  weakened  Cullinet  and  adr 
that  they  sold  out  to  CA.  But, 
Wang  insists,  customers  can't 
switch  overnight,  and  OA's  pro- 
grams are  becoming  more  com- 
petitive all  the  time.  That  should 
make  the  contest  less  lopsided. 

By  Evan  I.  Schwartz  in  Garden 
City,  N.  Y. 
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TAX  POLICY  I 


THE  PLAYING  FIELD  AT  THE  COTTON  BOWL  RESEMBLED  AN  ENORMOUS  MOBIL  BILLBOARD 


BORED  BY  THE  BOWL  GAMES? 
THE  IRS  WASN'T 


The  tax  men  want  a  share  of  cash  paid  by  corporate  sponsors 


Internal  Revenue  Service  officials 
probably  like  a  New  Year's  Day  foot- 
ball game  as  well  as  the  next  red- 
blooded,  taxpaying  American,  but  they 
took  more  than  a  fan's  interest  in  the 
Mobil  Cotton  Bowl  this  year.  The  game 
itself  was  a  snore — the  Miami  Hurri- 
canes stomped  the  Texas  Longhorns  46- 
3.  What  really  interested  the  IRS  were 
the  big  bucks  Mobil  Corp.  ponied  up  for 
the  afternoon  in  Dallas. 

The  Cotton  Bowl  Athletic  Assn. 
(CBAA),  the  nonprofit  group  that  orga- 
nized the  game  and  festivities,  operates 
on  an  $8  million  budget — including  a 
substantial  though  undisclosed  amount 
from  Mobil.  The  IRS  contends  that  the  oil 
company's  contributions  had  little  to  do 
with  the  CBAA's  tax-exempt  function, 
which  is  to  promote  university  athletics. 
The  agency  wants  the  bowl  association 
to  pay  taxes  on  the  funds  Mobil  put  up. 
BIG  MONEY.  The  outcome  of  the  dispute 
will  have  implications  far  beyond  a  sin- 
gle bowl  game.  The  John  Hancock  Bowl 
in  El  Paso  is  under  IR:^  scrutiny,  and 
other  games  that  give  a  corporate  spon- 
sor top  billing,  such  as  the  Federal  Ex- 
press Orange  Bowl,  could  also  be  get- 
ting unwelcome  attention  from  the  tax 
men.  Equally  vulnerable  are  many 
events  sponsored  by  corporations  and  or- 
ganized by  nonprofit  groups,  from  jiro- 


fessional  golf  and  tennis  tournaments 
and  the  New  York  Marathon  to  fund- 
raising  activities  of  the  National  Multi- 
ple Sclerosis  Society. 

Huge  sums — and  huge  liabilities — 
could  be  involved.  Corporate  sponsor- 
ship of  such  events  has  skyrocketed 
from  $400  million  in  1984  to  $2.5  billion 
this  year.  Since  the  hugely  successful 
and  largely  privately  underwritten  1984 
Los  Angeles  Olympics,  corporate  dollars 
for  sports  events  alone  have  vaulted 
from  about  $320  million  to  $1.7  billion 
(chart).  "Because  this  is  becoming  such  a 
big  revenue  source,  it's  natural  for  the 
IR.s  to  take  a  look  at  it,"  says  Jim  An- 
drews, editorial  director  of  International 
Events  Group,  a  Chicago-based  corpo- 
rate sponsorship  consultant. 

The  investigation  may  be  new,  but  the 
problem  is  old:  whether 
the  money  nonprofits 
receive  is  related  to 
their  tax-exempt  pur- 
pose. The  IRS  claims 
that  Mobil  is  essentially 
paying  for  advertising. 
It  added  its  name  to  the 
title  of  the  event,  and  on 
New  Year's  Day,  the 
Cotton  Bowl  field  re- 
sembled an  enormous 
billboard.   Mobil's  logo 
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was  emblazoned  across  the  50-yard  line 
and  in  each  end  zone.  Mobil  contends 
"the  grant  is  to  support  the  universities 
in  the  Southwest  Conference." 

Regardless  of  the  outcome  of  the  IRS 
review,  Mobil  can  write  off  its  payment, 
but  bowl  officials  say  they'll  be  limping 
from  the  field  if  the  IRS  wins.  They  claim 
that  an  adverse  ruling  would  severely 
damage  university  athletic  programs.  If 
the  corporate  contributions  to  the  19 
bowl  games  were  taxed,  the  money  that 
funnels  down  to  the  schools  could  drop 
by  as  much  as  $5  million,  says  John  Stu- 
art, president  of  the  CBAA. 

Under  National  Collegiate  Athletic 
Assn.  rules,  organizers  must  pay  out  at 
least  157o  of  bowl  revenues  to  schools  in 
the  athletic  conferences  from  which  con- 
testants are  selected.  That  money  is  crit- 
ical to  the  athletic  departments  of  the 
large  schools  that  field  big-time  teams. 
Football  is  often  the  only  money-maker 
in  their  athletic  programs,  and  if  the 
proceeds  were  taxed,  schools  wouldn't 
be  able  to  subsidize  other  collegiate 
sports  as  easily.  "When  the  colleges  cut 
back  on  the  rowing  or  golf  team,  some 
kid  somewhere  will  be  deprived  of  the 
opportunity  to  participate,"  says  Stuart. 
GETTING  SACKED.  Nonprofit  groups  and 
the  universities  seem  to  have  precedent 
on  their  side.  When  the  issue  came  be- 
fore the  U.  S.  Court  of  Appeals  in  Den- 
ver last  year,  the  IRS  got  sacked.  That 
case  involved  a  challenge  to  the  advertis- 
ing in  the  program  for  the  NCAA's  Final 
Four  basketball  games.  The  court  ruled 
that  the  ad  revenues  weren't  taxable  as 
unrelated  business  income.  "The  service 
isn't  very  happy  with  that  decision," 
says  Marcus  S.  Owens,  director  of  the 
exempt  organizations  office  of  the  IRS. 
Now,  the  agency  is  looking  for  a  con- 
flicting court  ruling  so  that  it  can  force 
the  issue  to  the  Supreme  Court. 

That  has  sports  groups  quaking  in 
their  sneakers.  An  IRS  victory  "would  be 
devastating  to  the  running  world,"  says 
Fred  Lebow,  president  of  the  New  York 
Road  Runners  Club,  which  organizes  the 
New  York  City  Marathon.  The  club's  10 
annual  sponsored  competitions  support 
about  100  other  money-losing  events,  in- 
cluding its  popular  New 
Year's  Eve  race.  "It 
seems  to  me  the  IRS 
would  have  bigger  fish 
to  fry,"  gripes  Burch  R. 
Riber,  executive  direc- 
tor of  the  International 
Golf  Assn.  But  as  corpo- 
rate sponsorships  grow, 
the  nonprofit  fish  look 
mighty  tempting. 

By  Catherine  Vang  in 
Washington 
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Small  planet.  Big  opportunities. 

$  100  minimum  investment. 


Diversify  your  assets  by  investing  in  the 
Franklin  Global  Opportunity  Income  Fund. 


You  read  about  foreign  investment  opportunities  all  the 
time,  but  how  do  you  take  advantage  of  them? 

Now  it's  easy,  with  the  Franklin  Global  Opportunity 
Income  Fund. 

Franklin's  professional  managers  closely  watch  both 
foreign  and  domestic  financial  markets.  They  seek  to 
select  only  those  securities  that  offer  you  high-yielding 
investment  opportunities. 

All  you  need  is  $100  to  open  your  account.  When  you 
do,  you  11  find  that  the  Franklin  Global  Opportunity 
Income  Fund  offers  a  combination  of  advantages  hard 
to  find  anywhere  else  on  the  planet: 

•  Worldwide  diversificationt 

•  High  current  income 

•  Monthly  dividends 


t  Foreign  investing  is  subject  to  risks  which  are  discussed  in 
the  fund's  prospectus. 


Call  Franklin  toll  free  today  for  a  free 
brochure. 

1-800-342-FUND  Ext.258 


Franklin  Distributors,  Inc. 
777  Mariners  Island  Blvd. 
San  Mateo,  CA  94404-1585 


BWK9I 

258 


Yes!  I  would  like  a  free  prospectus  containing  more  complete 
information  on  the  Franklin  Global  Opportunity  Income 
Fund,  including  charges  and  expenses.  I  will  read  it  care- 
fully before  I  invest  or  send  money. 

□  I  am  currently  a  Franklin  shareholder. 

Name  


Address . 


City /State/ Zip. 


Daytime  Phone . 


F  n  k  Nl  K<  1 1  Nl 

Member  $43  Billion  Franklin  Group  of  Funds 
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Finances 


IF  PERSONAL  BANKRUPTCY 
IS  YOUR  ONLY  OUT 


With  the  economy 
dimming,  many 
Americans  are  find- 
ing that  their  incomes  no 
longer  cover  the  debts  they 
tool<  on  when  things  looked 
brighter.  Those  who  find  a  se- 
rious imbalance  are  increas- 
ingly turning  to  a  last  resort: 
personal  bankruptcy. 

The  pace  of  consumer  fil- 
ings is  staggering.  Nonbusi- 
ness bankruptcies  are  up  over 
130%  since  mid-1985.  In  1990, 
filings  hit  720,000,  according 
to  U.  S.  court  estimates. 
BLACK  MARK.  Personal  bank- 
ruptcy can  be  a  lifeline  to  con- 
sumers drowning  in  debt.  The 
federal  Bankruptcy  Code 
gives  most  individuals  a 
choice  between  liquidating  as- 
sets in  Chapter  7  or  resched- 
uling debts  in  Chapter  13. 
Both  chapters  will  immediate- 
ly stop  most  creditors  from 
pursuing  collection  suits  or 
pestering  debtors  for  money. 

But  declaring  bankruptcy 
isn't  a  panacea.  It  won't  wipe 
out  all  debts,  and  it  tarnishes 
credit  records  for  a  decade 
(table).  This  black  spot  is  "the 
big  consideration  for  any  kind 
of  personal  bankruptcy,"  says 
Houston  lawyer  Lawrence 
Young.  "You  go  to  buy  a 
house,  it  turns  up.  You  go  to 
borrow  money,  it  turns  up." 

Before  rushing  into  court, 
consumers  should  consider 
credit  counseling.  The  non- 
profit National  Foundation 
for  Consumer  Credit  (800  388- 
2227)  has  550  locations  nation- 
wide that  will  assess  your  sit- 
uation and  help  devise  a 
repayment  plan  for  an  aver- 
age fee  of  $9.  Counselors  will 
also  go  to  creditors  on  your 
behalf  and  sell  the  plan.  But 
to  work,  all  creditors  must 
sign  on,  and  the  consumer 
must  agree  to  stop  using 
credit,  says  Vice-President 


I 


Jay  Muzychenko.  About  ha' 
of  those  who  initiate  volui§r 
tary  plans  complete  them. 

For  those  who  choose  banlfst 
ruptcy  anyway,  a  key  issue 
whether  to  hire  a  lawyer  o|ii 
handle  the  paperwork  on  the: 
own.  Filers  must  pay  a  $12 
court  fee,  but  there's  no  leg£  % 
requirement  to  have  an  attoi 
ney.  Rather,  do-it-yourselfer 
can  turn  to  books,  such  as 
$19.95  paperback,  Hou'  to  Fil 
Your  Own  Bankruptcy  (o  la 
Hoic  to  Avoid  It)  from  Sphin 
Publishing  in  Clearwater,  Fla 
(800  226-5291). 

Bankruptcy  lawyers  typica 
ly  charge  a  flat  fee  of  $500  ti 
$1,500,  depending  on  the  are 
and  the  complexity  of  th 
case.  The  cost  makes  sense  i 
the  lawyer  helps  you  emerge 
from  bankruptcy  with  mor 
property  or  fewer  debts.  A 
attorney  can  also  advise  yoi 
on  whether  to  file  at  all  or  oi 
what  chapter  to  pick. 

Chapter  7,  which  account: 
for  70''^  of  all  individual  an( 
commercial  bankruptcy  fil 
ings,  is  for  those  who  seek 
fresh  start  but  lack  sufficien 
income  to  pay  debts.  Filer; 
needn't  be  insolvent  or  mee 
fixed  debt  limits. 
HOME  FREE?  Under  Chapter  7 
a  court-appointed  trustee  sell 
off  the  debtor's  property  anc 
distributes  any  proceeds  t( 
creditors.  Nevertheless,  debt 
ors  get  to  keep  certain  ex 
empt  property,  set  by  state 
law.  In  generous  states  sue! 
as  Florida  and  Texas,  debtor: 
can  hold  on  to  their  houses 
no  matter  what  their  value,  sc 
long  as  they  meet  certain 
acreage  limits.  But  in  New 
York,  they  can  keep  only 
$10,000  worth  of  real  estate 
or  certain  other  property. 

About  six  months  after  the 
liquidation,  the  debtor  gets  a 
"discharge."   This  cancels 
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lany-^but  not 
11— of  the  re- 
laining  debts, 
"hose  surviving 
an  include  cer- 
ain  taxes,  alimo- 
y  and  child  sup- 
ort,  penalties 
or  drunk  driv- 
ig,  and  some 
tudent  loans. 

A  discharge 
;n't  automatic, 
'he  court  can 
eny  or  revoke  it 
•  the  debtor  has 
eceived  a  prior 
Ihapter  7  dis- 
harge  within  the  past  six 
ears  or  committed  a  crime, 
uch  as  hiding  assets  or  dis- 
beying  the  court.  Bankrupt- 
y  fraud  is  a  felony. 

Moreover,  a  court  may 
rirow  out  a  Chapter  7  case  if 
,  finds  the  debtor  is  substan- 
lally  abusing  the  provisions 


PERSONAL  BANKRUPTCY 
 OFFERS  RELIEF... 

Creditors  can't  dun  or  sue  for  payment 
Some  debts  get  wiped  out,  reduced,  or  extended 
Debtor  may  keep  home  or  certain  other  property 


...BUT  irS  HARDLY  A  CURE-ALL 

►  Debtor  often  must  still  pay  student  loans,  taxes,  child 
support,  alimony,  and  drunk-driving  penalties 

►  Filing  blackens  credit  records  for  10  years 

►  Lenders,  landlords,  and  employers  look  with  disfa- 
vor on  bankruptcy 

DATA;  BW;  THE  ADMINISTRATIVE  OFFICE  OF  THE  U.S.  COURTS 


of  the  law.  While  the  legal 
definition  is  murky,  substan- 
tial abuse  may  occur  if  a  con- 
sumer who  can  afford  some 
repayment  instead  seeks  to 
walk  away  from  creditors. 

Chapter  13  is  intended  for 
individuals  who  have  regular 
incomes  but  who  can't  pay 


debts  as  they 
come  due.  It 
gives  them  up  to 
three  years  to  re- 
pay, in  full  or  in 
part,  while  bar- 
ring creditors 
from  taking  any 
action.  The  court 
may  extend  the 
plan  for  up  to 
five  years. 

But  Chapter  13 
is  available  only 
to  individuals 
with  no  more 
than  $100,000  in 
unsecured  debts 
and  $350,000  in  secured  debts. 
And,  like  Chapter  7,  the  dis- 
charge isn't  guaranteed.  Nor 
does  it  cover  all  debts.  Those 
that  remain  include  secured 
obligations,  such  as  home 
mortgages,  and  certain  taxes, 
student  loans,  alimony,  and 
child  support. 


Regardless  of  the  method, 
a  bankruptcy  filing  can  dis- 
rupt everyday  life.  Often, 
buying  a  car  or  house  is  diffi- 
cult. And  it  may  be  tough  to 
relocate.  Former  bankrupts 
"have  one  heck  of  a  time  rent- 
ing an  apartment,"  says  Rob- 
ert Johnson,  senior  research 
associate  at  Purdue  Universi- 
ty's Credit  Research  Center. 

Bankruptcy  also  can  crimp 
job  prospects.  Now,  all  sorts 
of  employers  check  credit  rec- 
ords as  a  way  to  prescreen 
applicants.  Thus,  a  risk  exists 
that  the  boss  will  equate 
bankruptcy  with  a  character 
deficiency  or  incompetency. 

One  just  has  to  live  with  all 
this  if  bankruptcy  is  truly  the 
only  way  out  of  a  dire  situa- 
tion. But  whatever  the  meth- 
od you  use,  taking  care  of 
weakened  finances  now  may 
make  the  next  new  year 
brighter.  Michele  Galen 


Travel 


FHE  NEW  DEALS 
fOR  FREQUENT 
fLIERS 


■  jMMinter  is  the  season 
B^nV  when  low  tempera- 
^m^m  tures  put  a  chill  on 
ravel  plans — and  airlines 
arn  to  frequent-flier  promo- 
ions  to  heat  things  up.  U.  S. 
arriers  are  staging  a  replay 
f  last  year's  fly-three,  fly- 
ree  promotions.  But  don't 
ack  yet.  This  year's  bonuses 
ary  significantly  by  carrier. 
Most  such  programs  award 
free  ticket  after  flying  three 
ound-trips  or  eight  flight 
egments  (that's  a  trip  with  a 
ingle  flight  number).  You  get 
,  second  ticket  after  five 
ound-trips  or  14  segments;  a 
bird  ticket  comes  after  seven 
ound-trips  or  20  segments. 
Uthough  dates  vary  by  air- 
ine,  flights  taken  between 
nid-December,  1990,  and  late 
/larch,  1991,  quahfy  for  cred- 
t.  Meanwhile,  mileage  ac- 
rues  to  your  frequent-flier 
iccount.  Your  free  tickets  can 
)e  used  between  May,  1991, 
md  February,  1992,  again  de- 
)ending  on  your  airline. 


Eastern  Air  Lines'  promo- 
tion is  only  for  full-fare  fliers. 
Delta,  uSAir,  and  Continental 
require  you  to  spend  $49  or 
$50  per  segment  to  receive 
fly-three  credit.  So  purchasers 
of  rock-bottom  fares  such  as 
USAir's  $58  round-trip  be- 
tween Phoenix  and  San  Diego 
get  no  fly-three  credits. 

American  Airlines  and  Unit- 
ed Airlines  initially  announced 
a  stiff  $200  round-trip  require- 
ment for  fly-three  credit.  But 
they  recently  reduced  qualify- 


ing fares  to  only  $49  each 
way  (or  $98  round-trip). 
Northwest  Airlines  requires  a 
$75  one-way  fare,  while  Amer- 
ica West  Airlines  has  made  its 
lowest-fare  classes  ineligible. 

Travelers  should  remember 
a  few  simple  rules:  If  your 
round-trip  fare  is  less  than 
$98,  no  program  will  give  you 
fly-three  credit.  Conversely,  if 
your  round-trip  fare  exceeds 
$200,  you'll  earn  full  round- 
trip  or  segment  credit  on  al- 
most every  airline  except 


Eastern.  If  your  ticket  falls 
between  $98  and  $200,  then 
you  need  to  check  whether 
your  flights  require  connec- 
tions. If  they  do,  you'll  often 
do  better  on  such  carriers  as 
United  and  Northwest:  They 
don't  mandate  a  per-segment 
fare  minimum. 

Before  you  begin  amassing 
flights  on  a  particular  airline, 
make  sure  its  awards  are  best 
for  you.  American  won't  allow 
fly-three  award  tickets  to 
most  Caribbean  destinations. 
And  Northwest  makes  you  fly 
30%  more  segments  than 
United  does  to  win  a  fly-three 
award  to  Hawaii. 
FLY  IN  STYLE.  Too  confused  to 
bother  with  the  nuances  of 
fly-three?  Try  a  simple  bonus- 
mileage  promotion.  TWA  gives 
triple  mileage  between  Jan.  7 
and  Feb.  7,  and  double  mile- 
age for  subsequent  flights 
taken  by  Mar.  15.  Southwest 
Airlines  offers  double  credits 
for  trips  flown  between  Dec. 
18,  1990,  and  Mar.  25. 

And  if  you  don't  need  an- 
other free  trip.  Delta  Air 
Lines  and  USAir  allow  you  to 
claim  three  first-class  up- 
grades in  lieu  of  each  ticket 
earned.  Whatever  you  choose, 
do  it  quickly.  When  spring 
comes,  the  airlines'  fancy  is 
sure  to  turn  to  higher  fares 
and  fewer  deals.       Jiyn  Ellis 
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Computers 

YOU  DON'T 
HAVE  TO  SPIKE 
YOUR  OLD  PC 


It  was  the  hottest  thing  in 
silicon  five  years  ago.  But 
today,  that  old  personal 
computer  just  doesn't  cut  it. 
You  want  color  graphics,  per- 
haps a  zippy  486  chip,  and  lots 
more  memory. 

Buying  the  latest  PC  is  the 
easy  part.  But  what  about  the 
old  hardware  collecting  dust 
on  your  desk?  You  don"t  have 
to  junk  it.  Today,  there's  a  vi- 
brant market  for  used  PCs. 
VALUE  CHECK.  Before  you 
sell,  though,  prepare  for  re- 
verse sticker  shock.  As  a  rule, 
computers  lose  30'^'  of  their 
value  as  soon  as  they're 
switched  on.  Within  two 
years,  they  can  lose  an  addi- 
tional 50' as  powerful  new 
successors  come  to  market. 
An  IBM  PC  XT  that  cost  S2,500 
in  1984,  for  example,  is  worth 
just  ^.500  today. 


Moreover,  the  market  has 
its  quirks.  Right  now,  the  Na- 
tional Computer  Exchange 
(212  614-0700)  is  seeing  an 
oversupply  of  IBM's  relatively 
new  Personal  System/2.  And 
some  of  the  oldest  PCs  simply 
won't  sell.  No  one  wants  to 
buy  a  Radio  Shack  TRS80  or 
10-year-old  Commodore  64. 

If  you  know  the  mar 
ket  well,  you  may 
get  the  best 


If  you  want  someone  else 
to  do  the  work,  try  a  comput- 
er exchange.  These  companies 
will  match  you  with  a. buyer — 
for  a  commission.  Boston 
Computer  Exchange  (800  262- 
6399)  and  Computer  Ex- 
change North- 


within  two  weeks  of  the  sak 
Don't  want  to  wait  it  out 
Try  a  broker.  Exsel  (800  62^ 
2001)  is  among  the  bigges 
you'll  find  more  under  conr 
puter  dealers  in  the  yello\ 


price  simply  '  - 

by  taking  out  an  ad  in  a 
newspaper  or  trade  magazine. 
Big  PC-user  groups,  such  as 
the  Boston  Computer  Society 
(617  367-8080),  publish  news- 
letters with  classified  ad  sec- 
tions. Or  log  on  to  an  elec- 
tronic bulletin  board,  where 
thousands  of  PC  users  check 
in  daily.  How  much  to  ask"? 
Look  in  Computerivorld.  PC 
Week,  or  other  computer 
magazines  for  current  prices 
on  used  machines. 


west  (206  820- 
1181)  take  15'^;  Boston  adds  a 
S25  listing  fee.  Southern  Com- 
puter Exchange  (800  786-0717) 
and  Mathewson  Associates 
(804  479-3977)  charge  10' c. 

Set  a  realistic  price  and  an 
exchange  should  be  able  to 
sell  your  PC  within  three 
weeks.  In  most  cases,  you'll 
have  to  pay  for  shipping.  The 
exchange  should  send  a  check 


pages.  Here,  the  transactior 
is  more  straightforward.  Yoi 
describe  what  you  have.  the\ 
make  an  offer,  you  ship  th( 
PC,  they  write  a  check.  Tht 
downside:  Since  brokers  tak( 
on  inventory,  they  t^-picalh 
offer  at  least  30%  less  that 
you'd  get  through  an  ex 
change.         Keith  Hammonds 


During  the  1980s,  shares 
of  pollution-control  com- 
panies gained  an  average 
S00'/'<  in  value.  Since  mid- 
1990,  though,  prices  for  so- 
called  environmental  stocks 
have  fallen  like  acid  rain, 
pulled  down  by  recession  jit- 
ters and  bad  news  at  indus- 
try heav\-^veight  Browning- 
Ferris.  Now.  many  analysts, 
who  think  the  group's  shares 
were  overvalued  in  July,  be- 
lieve the  time  is  right  to  buy. 

With  a  big  backlog  of  air 
and  water  cleanup  jobs  and 
with  municipalities  short  of 
funds  to  operate  landfills, 
pollution  control  "is  poised  to 
be  one  of  the  growth  indus- 
tries of  the  '90s,"  says  Larry 
Greenberg,  manager  of  the 
Fidelity-  Select  Environmen- 
tal Ser\nces  Portfolio.  The 
sector  includes  solid-waste 
haulers,  recyclers,  air-  and 
water-pollution  controllers, 
and  toxic-waste  processoi-s. 

Waste  Management  is  the 
biggest  holding  in  most  emi- 
ronmental  mutual  funds  and 


Smart  Monev 


TIME  TO  CLEAN  UP  WITH 
ENVIRONMENTAL  STOCKS? 


a  popular  pick  for  individual 
investors.  The  company  has 
the  financial  muscle  to  ex- 
pand its  13^^;  V.  S.  market 
share.  Its  SI  billion  sales  in 
Europe  are  growing,  and  it 
recently  signed  a  $400  mil- 
lion contract  to  dispose  of 
hazardous  waste  in  Hong 
Kong.  The  stock  has  dropped 

17'<-,  to  34^4,  from  its  i  

mid-1990  high.  Its  price- 
earnings  ratio,  based 
on  1990  earnings,  is 
down  from  34  to  a 
more  palatable  24. 

Shares  of  rival 
Browning-Ferris  took  a 
hit  when  third-quarter 
earnings  came  in  below 
forecasts.  Although  the 
company's  operations 
are  more  concentrated 


in  the  depressed  Northeast 
than  Waste  Management's, 
some  analysts  say  the  stock, 
at  22 1/2,  is  a  good  long-term 
buy.  Its  p-e  has  plunged 
from  26  to  13  since  midyear. 

Stephen  Schweich  of  Alex. 
Brown  &  Sons  likes  Tetra 
Technologies,  whose  propri- 
etary system   for  treating 


POLLUTION  PLAYS 
BECOME  LESS  PRICEY 


Company 


Price-eomings  ratio 

July  2,  1990     Jan.  7,  1 


BROWNING-FiRRIS 


26 


SAFETY-KUEN 


30 


WASTE  MANAGEMENT 


34 


WELLMAN 


15 


DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


toxic  waste  can  be  used  in 
such  facilities  as  auto  plants 
and  steel  mills.  Schweich 
thinks  the  stock,  at  14,  could 
do  well  in  a  recession  as 
manufacturers  try  to  save  by 
processing  waste  on-site. 
NOT  IMMUNE.  Emcon  Asso- 
ciates, a  consultant  on  man- 
aging waste,  saw  its  stock 
double,  to  231/2,  in  1990.  De- 
mand for  its  services  is  un- 
likely to  cool.  But  Emcon  has 
a  rich  p-e  of  57.  Vishnu 
Swarup  of  Prudential-Bache 
Securities  says  a  better  buy 
in  the  same  field  is  Ecology 
&  Environment.  The  stock  is 
trading  at  14%,  with  a 
p-e  of  12. 

One  caveat:  Pollu- 
tion-control companies 
are  not  immune  from 
Environmental  Protec- 
tion Agency  fines  or 
other  punitive  charges. 
As  with  any  industrial 
company,  watch  for  li- 
ability problems  that 
could  sully  the  bottom 
line.  Joan  Warver 
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PEHSON.AL  BUSiNES: 


THERE  S  MORE  THAN  ONE  WAV  TO  SPELL  RELIEE 


The  diagnosis:  heartburn  and 
indigestion  due  to  the  food  and 
aggravation  often  associated 
with  frequent  business  travel.  The 
remedy:  the  above  medication.  Or 
a  flight  on  Alaska  Airlines. 

You'll  enjoy  a  delicious,  fresh 


entree,  extra  legroom,  excellent 
on-time  performance  records,  and 
some  of  the  most  pleasant  airline 
people  you'll  ever  come  across. 

So,  if  you're  going  to  fly  on 
another  airline,  chew  one  or  two 
tablets  as  symptoms  occur  Or,  call 


your  travel  agent  or  Alaska  Airlines 
toll-free  at  1-800-426-0333. 

And,  like  thousands  of  others, 
you'll  spell  relief:  ALASKA. 


"There's  more  than  one  way  to  spell  relief"  and  "like  thousands  ot  others,  you'll  spell  reltet  ALASKA"  are  used  witn  the  consent  of  Warnef-Lambert  Company,  owner  ot  the  ftolaids  trademark 
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THE  GLOBAL  POWER 
OF  BJliSINESS  WEEK  CIRCULATE 

HAS  NO  EQUAL 


Fact: 

•  Worldwide  circulation  is  up,  to  over 

•  1,000,000  copies 

...  and  in  our  North  America  Edition; 


The  latest  ABC  Statement  is  in.  And  it's 
great  riews  for  Business  Week  —  better 
yet  for  our  advertisers.  Our  circulation 
picture  has  never  been  stronger  in  60 
years  of  publishing.  Business  Week 
continues  to  thrive  in  reader  loyalty  and 
commitment. 


Newsstand  figures  highest  in  the  field  — 
1 8%  above  our  nearest  competitor 
Every  issue  was  delivered  above  the 
circulation  rate  base 
Average  bonus  +41 ,000 
No  post  expiration  copies 
No  missed  issues 

212-512-2808 

Source;  Average  Paid  Circulation,  ABC  Statement,  6  months  ending  June  30. 1 990 

Busines^M^eek  m 


Business  Week  delivers  the  largest  circi 
tion  among  general  business  magazmes 
...  the  perfect  advertising  clii^ate  with  th 
most  regional  editions  around  the  world 
Worldwide,  International,  Asia,  Europe, 
Latin  America  and  North  America  — 
with  6  Regional  Editions,  5  State,  3  Metr 
and  a  Demographic  Edition.  Plus  our 
China,  Russia  and  Hungary  Local 
Language  editions. 
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his  index  gives  the  starting  page  for  a  story  or  fec- 
jre  with  0  significant  reference  to  a  company.  Most 
ubsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  ore  not  included. 


Jler  &  Shoykin  76 

:rospatiale  45 

itna  Life  &  Casualty  72 

r  Fronce  56 

rbus  Industrie  45 

;20  78 

enio  45 

liant  Techsystems  78 

ter  Design  Builders  6 

nerico  West  91 

nericon  Airlines  56,  60, 
i2,  78,91,96 

3ple  Computer  50 

abian  American  Oil  36 

■&T  40 


inc  One  24 

inkAmerica  24 

ink  of  Boston  24 

irik  of  New  England  24, 
!8,  29,  96 

inkers  Trust  54,  60 

Jusch  &  Lomb  86 

SDO  50 

icton  Dickinson  78 

;st  Products  76 

iehringer  Ingelheim 
nternotionol  84 

Deing  35,45,78 

■idgestone/Firestone  40 

■itish  Aerospace  45 

ritish  Airways  56 

ritish  Petroleum  44 

roadcom  84 

rookhill  Group  72 

rowning-Ferris  92 


atellus  Development  74 

othay  Pacific  Airways  56 

BS  64 

:BSToys  40 

elotex  54 

Chemical  Bank  54 

Ihrysler  6 

!iticorp  44,  54,  76 

Clayton  &  Dubilier  76 


Computer  Associates  86 

Connecticut  Bank  8. 
Trust  24 

Continental  56,  91,  96 

Cordis  68 

Curtis  Autobody  6 

D 


Daihatsu  37 
Daimler  Benz  44,  45 
de  Havilland  45 
Delta  56,62,76,91,96 

Desert  Partners  54 

Deutsche  Aerospace  45 

Diagnostic  Products  78 

Dommo  50 

Dornier  45 

Du  Pont  Merck  84 


Eastern  56,60,91,96 

Eastman  Kodak  40 
Ecology  &  Environment  92 
Elf  Aquitaine  40 
Eli  Lilly  82 

Emcon  Associates  92 
Esselte  49 


H 


Halliburton  78 
Hoechst  44 
Hondo  37 
Hughes  Aircraft  86 


IBM  76,  86,  92 

Ideal  Loisirs  40 
Industrial  Tectonics  68 
Isuzu  37 


Federal  Express  50,  56 
Fidelity  Real  Estate  74 
First  Boston  76 
Fluor  78 
Fokker  45 
Ford  6,36,46 
Forstmann  Little  76 
Fox  Broadcasting  65 
Freedom  National  Bank  24 


GE  29,50,68,76,78 

General  Dynamics  35,  96 

Gibbons,  Goodwin,  von 
Amerongen  76 

Gillette  50 

Glaxo  80 

GM  6,37 

Grumman  35 

Grupo  Torros  44 


John  Hancock  78 
Johnson  &  Johnson  78 


Kelso  76 

King  World  Productions  64, 
65 

Kohlberg  Krovis  Roberts  76 


L.  A.  Gear  50 

Leonard  Green  & 
Partners  76 

Litton  Systems  68 

Louisiana-Pacific  78 

M 


Maine  National  Bonk  24 
Moruko  72 
Matsushita  6,  40 
Mazda  37 

McDonnell  Douglas  35,45, 
96 

Merck  80,82 

Merrill  Lynch  Capitol 
Partners  76 

Midlontic  24 

Mitsubishi  37,43 

MNC  Financial  24 

Mobil  88 

Monoclonal  Antibodies  78 

Morgan  (J.  P.)  78 

Mount  Charlotte 
Investments  44 

Mutual  Life  Insurance  72 
N 


Northrop  35,68 
Northwest  56,  91,  96 


National  Gypsum  54 

New  Plan  Realty  Trust  72, 
74 

Nippon  Sonso  43 
Nissan  37 
Nordbonken  49 
Nordstrom  78 


Pan  Am  56,  60,  96 

Paramount 
Communications  65 

Paribus  44 

Potton,  Boggs  &  Blow  68 

Paul,  Weiss,  Rifkind, 
Wharton  &  Garrison  68 

PepsiCo  50 

Pizza  Hut  50 

Prudential  68 


Quidel  78 

s 


Santo  Fe  International  44 
Santa  Fe  Pacific  74 
Sanyo  Electric  43 
Security  Pacific  72 
Semi-Gos  Systems  43 
Settsu  54 
Shawmut  24 
Sony  12 
Southwest  91 
St.  Mortin's  Property  44 
Subaru  37 
Suzuki  37 


Tetro  Technologies  92 
Texas  Instruments  76 
Thai  Airways  56 
3Com  40 
Toyoto  6,  37 
TWA  56,60,91,96 

U 


LJnion  Carbide  43 

United  Airlines  56,  60,  62, 
91,96 

USAir  56,  91,  96 

USG  54 

U.  S.  Shoe  78 


Value  Properties  72 
Veribanc  24 

w 


Walt  Disney  78 

Waste  Management  92 

Weingorten  Realty 
investors  74 

Wellcome  80 

Western  Investment  Real 
Estate  Trust  74 


1 

1  bxxon 

2 

General  Motors 

3 

MODM 

4 

Ford  Motor 

5 

IBM 

6 

Texaco 

7 

E  1  du  Pont 

8                  Standard  Oil  (Ind  ) 

9 

Standard  Oil  of  Cal 

10 

General  Electric 

1 1 

Gulf  Oil 

12 

Atlantic  Richfield 

13 

Shell  Oil 

14 

Occidental  Petroleum 

15 

U  S  Steel 

16 

Phillips  Petroleum 

1  7 

in 

27 
million 
Americans 
cant  read. 
And  guess 
^opays 

the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back.  .  . by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


0 

cialition  for  Literacy 
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Eeeek! 


In  theory,  information  technology  is  supposed  to 
set  a  company  free. 

But  in  practice,  many  organizations  find  that 
technology  investments  increase  their  costs  with- 
out increasing  their  productivity. 

Andersen  Consulting  can  help  keep  your  organi- 
zation out  of  this  dangerous  trap. 

Using  our  combination  of  business  and  technology 


skills,  we  can  offer  solutions  that  directly  link  your 
information  systems  to  your  corporate  strategy 

Which  means  your  entire  operation  can  feel  the 
productive  impact.  And  your  people  can  have  tools 
that  help  them  perform  more  effectively 

It's  what  we  call  our  total  business  approach 
And  It  works  so  well,  a  majority  of  the  Fortune  500 
have  called  upon  Andersen  Consulting. 


Because  these  days,  a  company's  succe: 
may  depend  on  making  a  mouse  roar 


Andersen  t 
Consulting 

\RTHUR  ANDERSEN  &  CO.,  S  C. 


Where  we  go  from  here 


nvestment  Figures  of  the  Wee 


MMENTARY 

way  to  start  a  new  year.  A 
;  bank  failed,  a  major  airline 
nt  into  bankruptcy,  but  still  the 
w  Jones  industrials  were  up  42 
nts  to  2555  at  one  point  on 
1.  9,  hopeful  that  the  U.  S.  and 
q  might  avoid  war.  But  Secre- 
y  of  State  James  Baker  didn't 
•n  finish  his  remarks  before  the 
w  had  plunged  into  the  red.  In 
light  to  safety,  the  dollar 
jngthened  and  T-bill  rates  fell, 
id  prices  fell,  sending  long-term 
es  higher  even  in  the  face  of  a 
rsening  U.  S.  economy. 
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change 


S.  STOCKS 

latest 

Week 

52-week 

W  JONES  INDUSTRIALS 

2470.3 

-5.4 

-10.2 

;  COMPANIES  (Russell  1000) 

161.9 

-4.4 

-11.0 

ALL  COMPANIES  (Russell  2000) 

126.7 

-3.8 

-24.5 

.  COMPANIES  (Russe'l  3000) 

171.2 

-4.4 

-11. 8 

%  change  (local  currency) 

REIGN  STOCKS 

latest 

Week 

52-week 

HDON  (FINANCIAL  TIMES  100) 

2128.9 

0.0 

-1 1.8 

KYO  (NIKKEI  INDEX) 

22,969.3 

-3.7 

-39.1 

RONTO  (TSE  COMPOSITE) 

3169.6 

-2.2 

-19.6 

FUNDAMENTALS 

Utest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

6.4% 

6.7% 

7.8% 

30-YEAR  TREASURY  BOND  YIELD 

8.5% 

8.2% 

8.1% 

S&P  500  DIVIDEND  YIELD 

3.6% 

3.6% 

3.2% 

S&P  500  PRICE/EARNINGS  RATIO 

13.2 

15.0 

14.6 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

S&P  500  26-week  moving  averoge 

324.0 

325.6 

Negative 

Stocks  above  26-week  moving  average 

30.2% 

34.7% 

Neutral 

Speculotive  sentiment:  Put/coll  ratio 

0.57 

0.55 

Positive 

Insider  sentiment:  Vickers  sell/buy  ratio 

0.54 

0.50 

Positive 

BRIDGE 
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SYSTEMS  INC. 

UR-WEEK  LEADERS 

4-week 

change 
52 

-week 

Strongest  stock  In  group 

%  change 
4-week  52-week 

Price 

30LD  MINING 

13.3 

-17.9 

NEWMONT  MINING 

21.4 

-15.6 

411/8 

4EALTH  CARE  SERVICES 

4.7 

55.7 

MANOR  CARE 

7,4 

3.2 

16^/4 

FRUCKING 

4.2 

^18.2 
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5.8 

3.3 

27% 
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%  change 
4-week  52-week 

Price 

ENGINEERING  AND  CONSTRUQION 

-13.0 

-10.0 

FLUOR 

-15.1 

-12.6 

33 

AUTOMOBILES 

-10.3 

-34.1 

GENERAL  MOTORS 

-13.6 

-27.0 

31% 

PERSONAL  LOANS 

-9.6 

-34.3 

HOUSEHOLD  INTERNATIONAL 

-11.5 
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27% 

GAMING 

-8.7 

-27.0 

CAESARS  WORLD 

-17.7 

-55.8 

13% 
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-8.5 

6.1 

MEDTRONIC 

-12.4 

15.3 
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rcentages  indicate 
e-day  total  returns 
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Money  market  fund 
$10,673 

+  0.14% 


Treasury  bonds 
$10,462 

-1.02% 


Gold 

$9,622 

^1.22% 


L .  S. stocks 
$9,166 

-4.64% 


dote  on  this  page  are  as  of  market  close  Wednesday,  Jan  9,  1991,  unless  otherwise  indicated, 
ustry  groups  include  S&P  500  componies  only,-  performance  ond  share  prices  ore  as  of  market  close 
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■  as  of  Jon.  4.  Relative  portf^;. 
■ailable  on  request. 


DATA  RESOURCES  INC. 


Foreign  stocks 
$7,864 

 -3.89% 

alued  as  of  Jan,  8.  A  mo-e  detailed 
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THE  SUREST  ROUTE  TO 
MORE  COMPETITIVE  SKIES 


The  great  Mae  West,  who  dechned  to  fly,  used  to  say, 
"I  don't  Hke  airplanes.  They  fall  down."  It  turns  out 
that  airlines  fall  down,  too.  Eastern,  Continental,  and 
Pan  Am  are  in  bankruptcy.  TWA  is  scrambling  to  escape  a 
similar  fate.  The  U.  S.  airline  industry  is  in  deep  trouble 
(page  56).  It  staggered  through  1990,  posting  a  record  $1.5 
billion  loss,  and  the  prospects  for  1991  are  equally  bleak.  Of 
the  nine  major  domestic  airlines,  only  American,  United, 
Delta,  Northwest,  and  usAir  are  healthy. 

The  bleeding  stems  from  the  brutal  fare  wars  initiated  by 
the  weaker  carriers  to  stimulate  cash  flow.  The  deep  dis- 
counts on  some  heavily  traveled  routes  have  been  a  boon  for 
passengers  but  a  body  blow  to  the  airlines'  bottom  lines.  The 
spike  in  fuel  prices  caused  by  the  Middle  East  crisis  and  the 
slumping  economy  only  aggravated  the  hemorrhaging. 

Some  experts  believe  that  the  precarious  finances  of  cer- 
tain carriers  will  lead  to  a  further  consolidation  of  the  indus- 
try. That  would  mean  less  competition  and  higher  fares.  It's 
hardly  what  deregulation  was  intended  to  accomplish. 

Faced  with  an  oligopoly  in  the  air.  Congress  would  have  to 
ask  itself  whether  it  wasn't  time  to  consider  reregulating. 
But  instead  of  taking  that  step,  the  government  should 
encourage  the  trend  toward  globalization  that  has  already 
started.  One  way  to  do  that  would  be  to  liberalize  the  rules 
limiting  foreign  ownership  of  U.  S.  airline  equity,  as  Trans- 
portation Secretary  Samuel  K.  Skinner  is  considering.  An- 
other would  be  to  award  foreign  carriers  more  U.  S.  landing 
rights  provided  the  applying  owner-state  removes  corre- 
sponding barriers.  If  foreign  carriers  were  allowed  to  serve 
more  U.  S.  cities,  that  could  help  to  keep  fares  in  check, 
while  opening  up  the  possibility  for  U.  S.  carriers  to  launch 
profitable  new  routes  serving  other  countries.  Such  a  new 
global  industry  would  allow  us  to  attain  competitiveness 
while  flying  over  the  bureaucratic  miasma  of  reregulation. 


SMALL-BANK  DEPOSITORS 
NEED  REASSURANCE,  TOO 


The  Federal  Deposit  Insurance  Corp.  and  Chairman  L. 
William  Seidman  are  to  be  congratulated  for  moving 
decisively  to  forestall  a  panic  in  the  wake  of  a  run  on 
banks  owned  l)y  Bank  of  New  England  Corp.,  the  third 
largest  bank-hi  siding  company  in  the  region  (page  24).  The 
decision  to  make  good  accounts  over  $100,000  not  only  pre- 
vented the  loss  of  $2  billion  in  deposits,  but  it  also  averted 
massive  shifts  deposits  between  banks  because  depositors 
would  have  .m  )  mbled  to  reduce  the  amount  in  their  ac- 
counts below  til!  limit.  Excessive  money  flows  are  a  no-no  in 
an  already  strained  banking  system.  We  are  in  recession.  By 
reassuring  depositors  throughout  the  rest  of  the  country 
that  the  federal  ; government  intends  to  make  their  deposits 
whole  beyond  U;   ^6100,000  that  it  is  obliged  to  cover  in  case 


of  a  bank  failure,  the  FDIC  has  struck  precisely  the  right  not 
of  reassurance. 

But  there  is  a  problem.  The  law  allows  the  FDic  to  cove 
over-the-limit  deposits  only  when  such  protection  is  "essei 
tial"  to  the  U.  S.  financial  system  or  to  the  bank's  loc; 
economy.  In  practice,  that  means  failing  big  banks  get  fu 
insurance  of  every  nickel  on  deposit.  But  what  about  th 
millions  of  Americans  who  have  their  money  in  little  banks 
Anything  they  have  on  deposit  in  excess  of  $100,000  won 
be  insured  by  Uncle  Sam.  Some  are  already  starting  to  pa: 
down  their  accounts  and  move  the  uninsured  surplus 
other  banks,  many  of  them  to  larger  banks. 

BUSINESS  WEEK  has  long  called  for  a  reduction  of  feder 
deposit  insurance  because  it  has  led  to  imprudent  inves 
ments  by  bank  management,  notably  in  the  savings  and  loj 
debacle.  We  still  believe  that  Congress  should  act  swiftly 
reduce  the  amount  of  federal  deposit  insurance.  But  un 
Congress  sets  a  timetable  for  a  new  deposit-insurance  cod 
neither  corporations  nor  small  banks — nor  the  U.  S.  econom 
as  a  whole — should  be  asked  to  pay  a  price  for  vagaries 
administration  of  the  existing  law.  The  economy  is  in  tro 
ble,  and  the  banking  system  is  frail.  For  now,  unlimit 
federal  deposit  insurance  should  be  extended  to  deposits 
all  federal  banks,  not  just  the  big  ones.  The  paramount  go 
now  is  to  reestablish  confidence. 


NO  MORE  DEFENSE 
BUSINESS  AS  USUAL 


On  Jan.  7,  Defense  Secretary  Richard  B.  Chene 
killed  the  A-12  Avenger  Navy  bomber,  the  bigge! 
weapons  system  ever  aborted  by  the  Pentag( 
(page  85).  The  $52  billion-plus  project  was  woefully  behir 
schedule  and  massively  over  budget.  But  that  has  rare 
stopped  an  arms  project  in  the  past.  The  s.o.p.  has  been  th; 
when  a  contractor  runs  into  trouble,  the  government  cougl 
up  money  to  bail  it  out. 

Cheney  has  signaled  that  those  days  are  over.  Scarc( 
dollars  must  be  spent  more  carefully.  And  as  the  Sovi 
threat  has  receded,  so  has  the  pressure  to  churn  out  eve 
more-technical  weaponry  no  matter  the  cost. 

Defenders  of  A-12  contractors  McDonnell  Douglas  ar 
General  Dynamics  argue  the  Pentagon  should  never  ha^ 
required  fixed-price  contracts  for  a  complicated  project  st 
in  the  development  stage  and  riddled  with  a  host  of  u 
knowns.  But  no  one  forced  the  companies  to  sign.  It's  cor 
monly  assumed  in  the  defense  establishment  that  the  co 
tractors  knowingly  underbid  to  win  the  developmei 
contract,  expecting  to  make  up  any  losses  on  the  sales 
finished  planes.  But  they  got  caught  short  when  the  co 
war  thawed  and  expected  orders  were  trimmed  back  whi 
the  A-12  development  problems  got  worse.  At  that  poiri 
they  sought  their  traditional  government  handout.  And  Ch 
ney,  to  everyone's  surprise,  said  no. 

Waste  and  mismanagement  are  deeply  ingrained  in  wea; 
ons  procurement.  That  can't  be  changed  without  a  serioi 
commitment  from  the  top.  Cheney's  decision  signals  he 
prepared  to  make  it. 
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In  medicine,  a  good  image 
is  imperative. 


11"  — ir       ZP=^  1  . 


Many  people  think  of  Hitachi  as  a  consumer 
electronics  company.  Which  is  true  —  to  a  point. 
We're  also  a  technological  leader  in  medicine. 
Business  equipment.  Science.  Industry.  Computers. 
Telecommunications. 

Our  20,000  products  include  everything  from 
TVs  and  power  plants  to  image  processing  equip- 
ment. Such  as  facsimile  machines  and  magnetic 
resonance  imaging  (MRI)  systems. 

Take  MRI.  It's  the  most  significant  advancement 


in  diagnostic  imaging  since  the  X-ray.  By  construe 
ing  internal  images  of  the  human  body,  MRI 
enables  doctors  to  detect  problems  early  on  and 
make  more  accurate  diagnoses.  In  other  words, 
MRI  can  help  save  lives. 

Hitachi  IS  a  world  leader  in  high-resolution, 
compact  MRI  equipment.  What's  remarkable,  h.o\ 
ever,  is  that  MRI  equipment  only  begins  to  tell  th 
story  of  our  commitment  to  medicine. 

Our  invoh^ement  encompasses  clinical 
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Hitachi  HIFAXs  build  businesses. 


yzers.  Electron  microscopes.  X-ray  CT  scan- 
i.  And  ultrasound  equipment. 
Chances  are  you  already  use  Hitachi  facsimile 
:hines.  You'd  be  in  good  company.  Some  of  the 
Id's  most  respected  companies  put  our  image 
:essing  technology  to  work  every  day. 
You  see,  our  unique  technological  advance- 
its  enable  business  people  to  quickly  and 
iendy  transmit  super  clear  photographs,  charts, 
aments  and  graphs.  Even  very  small  characters 


come  out  with  a  remarkable  high  degree  of 
precision. 

Taken  together,  Hitachi  is  a  people  company. 
Responding  to  the  wants  and  needs  of  individuals 
everywhere. 

And  that's  not  an  advertising  image.  That's  a  fact. 

^HITACHI 
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The  Difference  Betvceen 
Ordinary  And  Extraordinary 
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A  mixture  of  roasted  nuts 
served  warm  on  fine  china.  A  white  Bordeaux  pre- 
cisely chilled.  The  luxury  of  American  Airlines  International  Flagship 
Service®  presents  itself  in  a  myriad  of  gracious  details.  Our  First  and 
Business  Class  cuisine  has  won  international  acclaim.  Our  wine  list  includes 
vintages  from  some  of  the  wodd's  finest  cellars.  And  our  personal  service 
is  unsurpassed.  American  Airlines  International  Flagship  Service. 
Now  boarding  to  35  destinations  worldwide,  and  to  Rome  and 
Milan  beginning  April  1.  Refinement  to  the  nth  degree. 

Ik'ginning  date  tor  service  to  Rome  arul  Milan  .subject  lo  chani>e. 

AmericanAirlineS 

Somethingspecicil  in  the  air 


ANQllll.l.A      MADRID      D  H  K  S  S  K  I.  D  C)  R  F      MANCHHSTHR      MANACliA      PANAMA  CITY      CALl     SYDNKY  TOKYO 


NUMBER  3197 


busines^Afeek 


JANUARY  28, 1 99 


LOADING  AN  F-16  IN  SAUDI  ARABIA:  AFTER  MONTHS  OF  DIPLOMACY,  BLUSTER,  AND  DEPLOYMENT.  THE  QUESTION  IS,  HOW  LONG  A  WAR? 


Cover  Story 

26  THE  WAR  WITH  IRAQ 

As  the  world  listened,  bombs  burst 
over  Baghdad  and  ended  months  of 
suspense.  For  all  the  precision  of 
laser-guided  weapons,  the  Desert 
Storm  jets  flew  into  a  maelstrom  of 
uncertainty.  Combat  will  greatly 
alter  the  Mideast  balance  of  power — 
and  affect  America  profoundly 

31  LOST  INNOCENCE 

Saudi  Arabia's  halcyon  days  as  an 
oasis  of  relative  calm  in  the  Mideast 
are  coming  to  an  end 

32  WAR'S  ECONOMIC  TOLL 

Defense  outlays  won't  offset  the 
drag  of  oil  jitters  and  deferred  orders 
on  a  shaky  economy 

34  COMMENTARY 

Why  burden-shirking  isn't  in  Japan's 
best  interest 

35  CALMING  THE  OIL  MARKET 

Despite  large  supplies,  releasing 
government  stockpiles  may  be  the 
only  way  to  avert  panic 


36  DESERT  STORM  NEEDS  SUPPLIES 

The  Pentagon,  short  on  vital  items 
such  as  fatigues  and  boots,  is 
driving  contractors  to  the  limit 

38  'NO  COMPROMISES' 

The  forces  that  shaped 

President  Bush's  iron  resolve  in  his 

face-off  with  Saddam  Hussein 

39  COMMENTARY 

It's  time  for  Washington  to  pay 
attention  to  what  will  happen  in  the 
wake  of  war  in  the  Mideast 

International 

40  ROLLING  REPRESSION 

The  Soviet  Union  seems  to  have  a 
well-planned  schedule  for  actions 
against  separatist  movements 

43  THE  BEAR  AND  THE  BULLS 

Despite  their  fears,  foreign  investors 
probably  won't  be  able  to  resist  the 
allure  of  the  untapped  Soviet  market 

44  THE  NIGHT  VILNIUS  BLED 

'The  tanks  hesitated,  then  lurched 
forward  .  .  . ' 


Economic  Analysis 

18  ECONOMIC  VIEWPOINT 

Becker;  Democracy  is  the  soil  where 
c  apitalism  flourishes  best 

22  ECONOMIC  TRENDS 

Baby-boomer  blues,  friendly  foreign 
banks,  pension  health,  does  better 
workers'  comp  mean  more  time  off? 

23  BUSINESS  OUTLOOK 

This  time,  war  will  tighten  the 
recession's  vise 


People 


50  BILL  PEDERSEN'S  BLUEPRINT 

The  hot  architect  ditches 
post-modernism  for  a  new  style 

Entertainment 

52  PENNY-PINCHING  PARAMOUNT 

Production  head  David  Kirkpatrick 
is  keeping  a  close  watch  on  costs  at 
the  studio 

53  CASH-RICH  AND  ON  THE  PROWL 

Martin  Davis'  $1.5  billion  hoard 


4  BUSINESS  WEEK/JANUARY  28.  1991 


THE  SECOND  COMEBACK  OF  APPLE: 
THANKS  TO  A  MANAGEMENT  SHAKEUP 
AND  HOT  NEW  PRODUCTS  SUCH  AS  THE 
MAC  CLASSIC,  JOHN  SCULLEY'S 
COMPANY  IS  SHINING  AGAIN 


52    TAKE  HER  DOWN,  LIEUTENANT: 

SOARING  PRODUCTION  COSTS  HAVE 
PARAMOUNT  DEEP-SIXING  BLOATED 
FILM  BUDGETS— EVEN  THOUGH  IT 
SCARES  TALENT  AWAY 


40   IRON  FISTS,  BRAZEN  LIES: 

WITH  THE  BRUTAL  CRACKDOWN 
AGAINST  LITHUANIA,  IT  SEEMS  CLEAR 
THAT  GORBACHEV  IS  BENDING  TO  THE 
FORCES  OF  REACTION  IN  MOSCOW 


Labor 

WHERE  TEACHERS  CALL  THE  SHOTS 

Kentucky  is  giving  them  more 
authority  to  run  schools 

The  Corporation 

PANHANDLE'S  BOOBY  PRIZE 

Its  big  acquisition,  Texas  Eastern, 
has  a  lot  of  problems 

OXY  AFTER  HAMMER 

A  major  restructuring  will  cut  debt 

Marketing 

MAKE  WAY  FOR  THE  EXPLORER 

Ford's  snazzy  four-by-four  outsold 
Jeep  Cherokee  almost  2  to  1 

Finance 

M&As  ARE  ON  THE  SLOW  TRACK 

Finding  buyers — and  financing — is  a 
tough  slog  in  the  bleak  1990s  with 
the  junk  market  out  of  commission 

CASH  IS  KING  AGAIN 

And  rich  companies  are  shopping 

FROM  BAD  TO  ABYSMAL 

The  accelerated  tailspin  in 

New  England  real  estate  may  cause 

many  more  banks  to  crash 

THE  BATTERED  BELZBERGS 

The  feds  seize  Far  West  Savings 
— and  other  holdings  are  hurting 
INSIDE  WALL  STREET 

Biogen's  breakthrough — in  profits 
Material  Sciences'  surprising  success 
This  home-shopper  may  be  a  bargain 


ICS  INVESTMENT  FIGURES  OF  THE  WEEK 


Information  Processing 


68 


69 


APPLE  IN  THE  PINK 

Once  again,  it  has  turned  disaster 
into  success 

CELLULAR  PHONES:  MORE  STATIC 

An  industry  battle  is  delaying  the 
much-needed  switch  to  digital 


Legal  Affairs 


71 


JACK  WEINSTEIN'S  CAUSE 

The  bold  judge  has  drawn  up  a  plan 
for  expediting  mass  injury  claims 


62    PARADISE  ISLAND  FOR  SALE: 

THE  HEYDAY  OF  M&A  IS  OVER.  THERE 
IS  NO  SHORTAGE  OF  PROPERTIES  ON 
THE  BLOCK,  BUT  WAR  FEARS  AND 
RECESSION  ARE  SPOOKING  BUYERS 


Sports  Business 

72  THE  NFL'S  HANDS-ON  BOSS 

New  Commissioner  Paul  Tagliabue 
has  clout  his  predecessor, 
Pete  Rozelle,  never  dreamed  of.  And 
he'll  probably  need  it 

Science  &  Technology 

95  DEVELOPMENTS  TO  WATCH 

Camcorders,  arsenic  in  bays,  NEC's 
translation  system,  flat  TVs, 
contactless  lenses 

Personal  Business 

96  EDUCATION:  Second-tier  B-schools 
MUSIC:  Ways  to  warm  up  CD  sound 
SMART  MONEY:  Short-term  munis 
LEISURE:  Japan's  hot-spring  spas 

Features 

6  BUSINESS  WEEK  INDEX 
8  READERS  REPORT 

14  BOOKS 

Gabor:  The  Man  Who  Discovered 
Quality 

Aguay:  Dr.  Deming 

Walton:  Deming  Management  at 

Work 

48  IN  BUSINESS  THIS  WEEK 
103  INDEX  TO  COMPANIES 

106  EDITORIALS 

Routing  Iraq  is  only  the  first  step 
Hold  Gorbachev  accountable 
A  new  bank  insurance  policy 


iusiness  Week  (ISSN  0007-7135)  published  weekly,  except  for  one  issue  in  January,  by  McGraw-Hill  Inc  U  S  subscnber  rate  $39  95  per  year  In  Canada,  one  year  CDN  S54  95  Single 
:opies$2  00  Executive,  Editonal,  Circulation,  and  Advertising  Offices  1221  Avenue  of  tfie  Americas.  New  York,  N  Y  10020  Second-class  postage  paid  at  New  York.  N  Y  ,  and  at  additional  mailing 
.ffices  Postage  paid  at  Montreal.  P  Q  Registration  Number  90 10  Title  Reg  inU  S  Patent  Office  Postmaster:  Send  address  ctianges  to  BUSINESS  WEEK  P  0  Box  430,  Hightslown.  N,  J  08520 


BUSINESS  WEEK/JANUARY  28,  1991  5 


PRODUCTION 

Change  from  last  week:  —1,0% 
Change  from  iost  year:  -2.2% 

185   


LEADING 

Change  from  last  week:  —0.1% 
Change  from  last  year:  —5.9% 


1967=100  (four-week  moving  overage) 
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The  production  index  declined  for  the  week  ended  Jan.  5.  On  a  seasonally 
adjusted  basis,  output  of  cool,  lumber,  ond  poperbocrd  increased  shorply,  ond 
electric  power  and  paper  production  were  up  as  well.  Rail-freight  traffic,  steel,  and 
crude-oil  refining  output  decreased.  Data  for  auto  and  truck  production  were 
unovoilable.  Before  calculation  of  the  four-week  moving  average,  the  index  in- 
creased to  169.1,  from  167.9  in  the  previous  week. 

BW  production  index  copyright  1991  by  McGrow-Hill  Inc 
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The  Ieadin9  index  began  the  new  year  with  o  decline  fo^  the  week  ended  Jan. 
5.  Lower  stock  prices,  a  larger  rote  of  decline  in  moteriol  prices,  and  a  jump  in  the 
number  of  business  failures  offset  the  faster  growth  of  M2.  Bond  yields  were  virtually 
unchanged,  and  data  on  real  estate  loans  were  unavailable  for  the  week.  Before 
calculation  of  the  four-week  moving  averoge,  the  index  dropped  to  206,  from  206.8 
in  the  previous  week. 

Leading  index  copyright  1991  by  Center  for  International  Business  Cycle  Research 


PRODUCTION  INDICATORS 

Latest 

Week  ° 
ago 

Change 
year  ago 

STEEL  (1/12)  thous.  of  net  tons 

1,718 

1,642  # 

-5.7 

AUTOS  (1/12)  units 

87,271 

61,964r# 

77.3 

TRUCKS  (1/12)  units 

40,831 

33,978r# 

23.9 

ELEQRIC  POWER  (1  /I  2)  millions  of  kilowatt-hours 

58,374 

56,058 

4.4 

CRUDE-OIL  REFINING  (1/12)  thous.  of  bbl./day 

12,420 

12,282# 

-8.2 

COAL  (1/5)  thous.  of  net  tons 

1 4,605  # 

1 1,653 

-14.0 

PAPERBOARD  (1/5)  thous.  of  tons 

741. 4# 

688.7r 

3.0 

PAPER  (1/5)  thous.  of  tons 

735.0  # 

693. Or 

4.9 

LUMBER  (1/5)  millions  of  ft. 

268.3?; 

138.7 

-35.5 

RAIL  FREIGHT  (1/5)  billions  of  ton-miles 

14.3*: 

12.2 

-14.4 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Poper  Inst.,  WWPA',  SFPA^,  Association  o\ 
American  Railroads. 

fOREIGN  EXCHANGE 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (1/16) 

137 

134 

146 

GERMAN  MARK  (1/16) 

1.54 

1.52 

1.72 

BRITISH  POUND  (1/16) 

1.90 

1.92 

1.64 

FRENCH  FRANC  (1/16) 

5.26 

5.14 

5.83 

CANADIAN  DOLLAR  (1/16) 

1.15 

1.16 

1.17 

SWISS  FRANC  (1/16) 

1.29 

1.28 

1.52 

MEXICAN  PESO  (1/16)2 

2,942 

2,932 

2,703 

Sources:  Mojor  New  York  bonks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

n  units  per  L 

.  S.  dollor,  except  for 

PRICES 

Latest 
week 

Week  ° 
ago 

^0  Change 
year  ago 

GOLD  (1/16)  $/troy  oz. 

403.000 

387.100 

-1.8 

STEEL  SCRAP  (1/15)  «  l  heavy,  $/ton 

106.00 

1 06.00 

-0,5 

FOODSTUFFS  ( l  / 1 4)  index,  1 967  =  1 00 

205.8 

206.7 

-3.2 

COPPER  (1/12)  ^. /lb. 

119.5 

121.3 

4.9 

ALUMINUM  (1/12)  e'/lb. 

70.8 

71.3 

-2.3 

WHEAT  (1/12)  #2  hard,  $/bu. 

2.72 

2.73 

-37.5 

COTTON  (1/12)  strict  low  middling  1-1/16  in.,  (?/ib. 

69.37 

70.08 

12.0 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week.  Konsos  City  mkt,,  Memphis  mkt. 


LEADING  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

STOCK  PRICES  (1/1  DS&P  500 

314.32 

324.89 

-9.6 

CORPORATE  BOND  YIELD,  Aaa  (i/l  il 

9.05% 

9.02% 

1.5 

INDUSTRIAL  MATERIALS  PRICES  (i/i  D 

99.7 

100.0 

-3.0 

BUSINESS  FAILURES  (1/4) 

314 

248 

13.4 

REAL  ESTATE  LOANS  (1/2)  billions 

NA 

$387.0 

NA 

MONEY  SUPPLY,  M2  (12/31)  billions 

$3,325.6 

$3,319.3r 

3.2 

INITIAL  CLAIMS,  UNEMPLOYMENT  (12/29)  thous. 

472 

515 

37.6 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun  & 
Bradstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season- 
ally adjusts  data  on  business  failures  and  real  estate  loans. 

MONTHLY  ECONOMIC  INDICATORS 

Latest 
month 

Month 
ago 

%  Change 
year  ago 

CONSUMER  PRICE  INDEX  (Dec  ) 

133.8 

133.8 

6.1 

PRODUCER  PRICE  INDEX  (Dec.)  finished  goods 

122.1 

122.8 

5.7 

INDUSTRIAL  PRODUQION  (Dec.)  total  index 

107.1 

107.8r 

-1.4 

CAPACITY  UTILIZATION  (Dec.) 

80.4% 

81.0%r 

-3.9 

Sources:  BLS,  Federal  Reserve  Board 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (12/31) 

$832.2 

$828.  Ir 

3.4 

BANKS'  BUSINESS  LOANS  (1/2) 

322.0 

322.7r 

-1.4 

FREE  RESERVES  (1/9) 

3,198 

l,438r 

191.3 

NONFINANCIAL  COMMERCIAL  PAPER  (i/2) 

140.1 

143.7 

8.5 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves 
a  two-week  period  in  millions). 

which  are  expressed  for 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (1/15) 

6,89% 

5.94% 

8.20% 

PRIME(1/16) 

9.50 

9.50 

10.00 

COMMERCIAL  PAPER  3-MONTH  ( 1  / 1 5) 

7.31 

7.30 

8.09 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (i/i 6) 

7.45 

6.93 

8.17 

EURODOLLAR  3-MONTH  (i/i  D 

7.39 

7.41 

8.19 

Sources;  Federal  Reserve  Board,  First  Boston 


?F  Raw  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1  =  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  —  Free  market  value         NA  =  Not  available         r  —  revised         NM  =  Not  meaningful 
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The  #1  Business  Magazine 
Introduces  the  #1  Business 

Book  Cfub  IBusinessAMMc 


BOOK  CLUB 


Reading  Business  Week  is  the  one  sure  way  to  find  out  everything  you  want  to 
know  about  the  world  of  business.  And  now  the  magazine  you  depend  on  to  keep 
abreast  of  the  latest  business  developments  lakes  you  one  step  further. 


1 


k 


'WeVe  proud  to  bnng  our 
readers  a  new  way  to  keep 
pace  with  today's  rapidly 
changing  business  climate" 
-^ohn  W.  Patten,  Publisher 
Business  Week 


(Values  to 


How  to  Write  a  Successful  Marketing  Plan 

by  Roman  Hiebling,  Jr.  and  Scott  Cooper 
(4004)  $59  95 " 

SPIN  Selling 

by  Neil  Rackham  (3906)  $22.95 

Winning  Numbers 

by  Michael  G.  Thomsett  (4006)  $21.95 

Maximarketing 

by  Stan  Rapp  and  T.L  Collins 

(4007)    $24  95 

Telemarketing  Campaigns  That  Work! 

by  Murray  Roman  (3908)   $44.95" 

The  Do's  and  Taboos  of 
International  Trade 

by  Roger  E.  Axtell  (4002)  $19  95 

The  McGraw-Hill  36-Hour 
Mangement  Course 

by  Lester  R  Bittel  (3910)  $39  95" 


Understanding  Corporate  Bonds 

by  Harold  Kerzner  (30058)  $24  95 

Let's  Talk  Quality 

by  Phillip  B  Crosby  (4001)        ,  ,.$22.95 

How  to  Find  Hidden  Real  Estate  Bargains 

by  Robert  Irwin  (3913)  $21.50 

How  to  Make  it  as  a  Consultant 

by  William  A  Cohen  (4005)  $17  95 

Managing  Service  as  a 

Strategic  Profit  Center 

by  Donald  F  Blumberg  (4003)         $22  50 

Successful  Business  Forecasting 

by  Joan  C  Compton  and  Stephen  B  Compton 

(30059)   $21  95 

The  Vest  Pocket  MBA 

by  J  K  Shim,  J  G,  Siegel,  and  A  Simon 

Softcover  (3928)   $24  95 


Take  any 
3  books  for 

$3.95 

when  you  join  the 


BusinessWeek 

BOOK  CLUB 


You'll  save  time  and  money  by  having  your 
selections  delivered  right  to  your  door.  And 
the  satisfaction  of  knowing  that  every  book 
was  carefully  selected  to  meet  your  special 
needs,  in  today's  competitive  business 
environment,  information  is  power.  So  make 
the  right  business  decision.  Join  the  Business 
Week  Book  Club  for  the  books  you  need  to 


'Counts  as  2  Selections       get  ahead  .  .  .  and  stay  there. 


I  Robert  aGflbreaOi 


YOUl^ 

SIELFM 

Six  Pathways 
to  ficfaievemem^^  I 

in  the  Age 
I         of  Change  | 

4008  $29.90 
Book/Audio  Set 


RIGHT@ 

time! 


0 


Starting 

\biirOwii 

Busmess 


Al  R)es& 
Jack  Trout 


4009  $24.95 


UiehKl-Timc 
EntfEixEiiciji 


Slcphcrti  .llarptT 


3911  $22.95 


M  Driven 


4010  $29.90 
Book/Audio  Set 


i.  taste /Hlis 


4011  $29.95 


strategic: 
CHOICES 


4012  $24.95 


RtESENT 

UKEAP80 

GHTTINGPKlRi 
TO  SEE  THINGS 

t.ANIAligEfX>CO 


4013  $29.90 
Book/Audio  Set 


Quality  Books,  Dependable  Service 

As  a  Business  Week  Book  Club  member,  you'll  save  up  to  50% 
off  tfie  publishers'  prices  on  a  wide  selection  of  quality  books  carefully 
chosen  to  meet  your  needs. 

Every  3  or  4  weeks,  members  receive  the  Club  Bulletin,  together 
with  a  dated  Reply  Card  If  you  want  the  Mam  Selection,  do 
nothing— it  will  be  shipped  to  you  automatically.  If  you  want  another 
selection,  or  no  book  at  all,  just  indicate  your  choice  on  the  Reply 
Card  and  return  it  by  the  date  specified  You'll  always  get  at  least  10 
full  days  to  decide.  If  the  Club  Bulletin  ever  comes  late  and  you 
receive  a  Mam  Selection  you  don't  want,  return  it  for  credit  at  our 
expense. 

Big  Savings  and  Bonus  Books.  Discounts  can  run  as  high  as 
50%  on  every  book  you  buy.  and  you're  automatically  eligible  for  our 
Bonus  Book  Plan,  which  allows  you  savings  of  up  to  80%  off  the 
publisher's  price 

Easy  Terms.  Your  only  obligation  is  to  buy  two  more  books  during 
the  next  12  months,  after  which  you  enjoy  the  benefits  of  membership 
with  no  further  obligation. 


BusinessWeek 


BOOK  CLUB 


Blue  Ridge  Summit,  PA  17294-0795 
Please  enroll  me  as  a  member  of  the  Business  Week  Book  Club  and  send 
me  the  following  titles  all  for  |ust  $395  plus  tax,  shipping,  and  handling 


Write  code  number 
of  selections  here 

I  agree  to  purchase  just  two  more  selections  during  my  first  year  of  member- 
ship outlined  under  the  Club  plan  described  in  this  ad  A  shipping  and 
handling  charge  is  added  to  each  shipment.  fVlembership  in  the  Club  can 
be  cancelled  by  IVlcGraw-Hill  or  me  any  time  after  the  two  book  purchase 
requirement  has  been  fulfilled. 

Name   

Address/Apt  #   

City   


Zip. 


State   

This  order  is  sub|ecl  lo  acceptance  by  McGraw-Hill  All  prices  subject  to  change  without  notice 
Canadian  customers  musi  remit  in  U  S  currency  All  books  are  hardcover  unless  otherwise  noted 
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BESIDES  A  GOOD 
5<  CIGAR,  WHAT? 


LiSlNES.s  week's  "Can  you  com- 
'pete?"  (Special  Report,  Dec.  17) 
.should  be  required  reading  for  all  Amer- 
icans who  persist  in  believing  the  U.  S. 
can  somehow  defy  the  laws  of  gravity 
and  maintain  world-class  living  stan- 
dards at  the  same  time  it  allows  its  core 
industries,  schools,  health  care  system, 
and  physical  infrastructure  to  slide  into 
disarray. 

The  CAW  hopes  business  week's  inci- 
sive analysis  of  the  high  cost  of  the  "last 
two  decades  of  neglect"  signals  a  newly 
emerging  consensus  on  the  need  for  a 
national  strategy  to  reverse  the  U.  S.'s 
slide  toward  what  the  Commission  on 
the  Skills  of  the  American  Workforce 
has  called  a  low-skill,  low-productivity, 
low-wage  economy. 

Improved  education  and  training, 
wholesale  reform  of  the  nation's  health 
care  delivery  system,  and  greater  puljlic 
and  private  investment  in  physical  infra- 
structure are  essential  elements  of  such 
a  strategy — as  your  Special  Report 
makes  clear.  But  let's  be  clear  on  anoth- 
er point:  Even  dramatic  gains  in  these 
areas  will  go  for  naught  without  coher- 
ent national  trade  and  industrial  policies 
that  make  the  economic  interests  of  the 
American  people  the  top  priority. 

Owen  Bieber 
President 

United  Auto  Workers  Union 
Detroit 

In  the  absence  of  selfless  leadership  in 
business  and  government  and  without 
an  overhaul  of  our  nation's  social,  educa- 
tional, and  governmental  structures, 
your  splendid  cover  story  will  survive 
only  as  a  sad  footnote  to  an  era  of 
American  myopia. 

William  Pegues 
Columbus,  Ohio 

Your  report  looked  right  through  the 
underlying  causes  of  the  ongoing 
demise  of  the  U.  S.  We  are  simply  carry- 
ing too  much  social  baggage.  Go  back  to 
pre- World  War  II,  and  we  find  that  peo- 
ple looked  after  people. 

Government  was  not  involved.  Recipi- 


ents were  made  to  help  themselves,  and 
most  aid  had  self-help  built  into  it.  Un- 
like today,  it  worked.  This  country  sur- 
vived the  depression  and  went  on  to  win 
the  largest  war  that  the  world  had  ever 
witnessed. 

The  antidote  to  our  rapid  decline  is 
clearly  to  get  all  but  local  levels  of  gov- 
ernment out  of  the  social  welfare  and 
education  business. 

A  small  edge  of  hunger  should  do 
wonders  to  increase  the  productivity  of 
those  now  asleep  on  the  safety  net. 

J.  H.  Hennessy  Jr. 
Ormond  Beach,  Fla. 

The  emphasis  on  educating  and  devel- 
oping human  capital  was  particularly 
relevant.  Yet  in  all  such  analyses  of  edu- 
cation's role,  no  attention  is  given  to  par- 
enting as  a  primary  factor  in  nurturing 
and  preparing  young  Americans  for  pro- 
ductive lives  in  the  American  work 
force. 

The  importance  of  parenting  is  demon- 
strated by  a  comparison  with  the  usual 
measuring  rod,  the  Japanese. 

In  Japan,  the  parents,  or  more  correct- 
ly, the  mother,  insist  that  children  spend 
three  hours  per  night  on  homework  and 
also  instill  the  society's  cultural  values. 
At  the  same  time,  the  Japanese  violate 
U.  S.  educational  standards  and  meth- 
ods, with  higher  pupil-teacher  ratios,  the 
absence  of  student  tracking  according  to 
ability  levels,  and  smaller  expenditures 
per  student. 

These  are  notable  differences  in  the 
educational  systems  of  the  two  coun- 
tries, especially  since  the  typical  Ameri- 
can answer  is  to  spend  more  money  on 
special  programs  in  order  to  arrest  the 
declining  academic  performance  of  our 
children. 

We  want  to  rely  on  "education  tech- 
nology" as  the  solution  to  human  capital 
problems,  but  the  more  basic  require- 
ment is  that  American  parents  develop 
discipline  and  a  lifelong  appreciation  for 
learning  among  their  offspring. 

Donald  J.  Kopka  Jr. 
Washington 

*^%own  and  almost  out"  would  have 
■^been  a  more  accurate  phraseology 
for  U.  S.  competitiveness,  I  think.  One 
sentence  said  it  all.  "America  has  to  get 
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Not  Science  Fiction  Anymore. 


All  of  a  sudden,  it's  science  fact, 
/lotorola  has  added  enhanced  features  to 
:s  numeric  display  pager  and  combined  it 
Ath  a  digital  watch  to  create  the  personal 
ommunications  tool  for  the  21st  century. 
Ve  proudly  introduce  the  Motorola  Wrist 
Vatch  Pager. 

Not  only  is  it  a  first  of  its  kind,  but 
:'s  among  the  smallest  and  lightest 
l.l  ounces)  pagers  of  any  kind. 

And,  of  course,  this  new  wrist  pager 
ffers  the  same  quality  you've  expected  from 
Motorola  pagers  for  over  three  decades. 

After  all,  we  manufacture  more  pagers 
Kan  anyone  else  in  the  world.  And  we 
manufacture  them  for  a  wide  variety  of 
festyles.  No  matter  what  style  your 
'usiness  life  assumes,  there's  undoubtedly 
model  that  meets  your  needs. 

But  Motorola  isn't  stopping  here, 
lecause  we  realize  that  the  solutions  to  the 
ommunications  needs  of  today  lie  in  the 
^chnologies  of  tomorrow. 


MOTOROLA 


The  New 

Wrist  Watch  Pager 


®  and  Motorola  are  registered  trademarks  of  Motorola,  Inc.  ©1990  Motorola,  Inc. 

Paging  Division:  1500  N.W.  22nd  Avenue,  Boynton  Beach,  FL  33426.  Ptione:  407-364-3700 


more  out  of  the  three  building  bloci\s  of 
growth:  labor,  capital,  and  technology." 

John  D.  Trudel 
Scappoose,  Ore. 

I do  not  think  the  American  people 
are  going  to  sit  idly  by,  accej)ting  in- 
creasing unemployment  and  lowered  in- 
comes just  for  the  dubious  honor  of  par- 
ticipating in  the  "global  economy."  The 
American  people  cannot  be  expected  to 
turn  their  lives  upside  down  in  order 
to  improve  the  lives  of  4  billion  human 
beings. 

Arnold  Roquerre 
Maiden,  Mass. 

TO  BE  PART  OF  THE  SOLUTION, 
BUY  AMERICAN  

What's  missing  in  "Ask  not  what 
your  economy  can  do  for 
you. . . ."  (Special  Report,  Dec.  17)  is  the 
other  half  of  John  F.  Kennedy's  para- 
phrased prescription  for  our  country: 
Ask  what  you  can  do  for  your  economy. 

The  answer  is  simple.  It's  in  the  peo- 
ple's power  of  the  purse.  Wake  up, 
America!  Buy  American.  Imports  are  not 
cheaper.  On  the  contrary,  Americans 
pay  a  very  dear  price  for  them. 

C.  Alan  Lewis 
Pebble  Beach,  Calif. 

DOCTORS'  PAY  DIDN'T  SHOOT  UP 
QUITE  THAT  FAST  

'I  t-'^'s  P'f^y   'shuffle  the  costs'" 

fc(  Health  Care,  Industry  Outlook, 
Jan.  14)  attributes  to  me  the  statement 
that  "U.  S.  doctors  earned  1107'  more  in 
1988  than  in  1980,  in  real  dollars." 

That  is  not  so.  I  had  meant  to  convey 
that,  in  constant  dollars,  the  federal 
medicare  program  paid  American  doc- 
tors collectively  1107  more  per  medicare 
enrollee  in  1989  than  it  did  in  1980. 

My  point  was  that  this  rather  gener- 
ous allocation  of  public  funds  to  physi- 
cians is  not  likely  to  be  repeated  by  the 
Congress  in  the  1990s. 

Average  physician  income  did  rise  dur- 
ing the  1980s,  but  not  by  1107  .  Accord- 
ing to  data  that  were  collected  and  pub- 
lished by  the  American  Medical 
Association,  average  physician  net  in- 
come (before  income  taxes,  but  after  all 
practice  expenses,  including  malpractice 
premiums)  rose  from  $89,900  in  1981  to 
$155,800  in  1989.  After  adjustment  for 
inflation,  that  represents  an  increase  of 
only  277  over  the  eight-year  period,  or 
an  annual  compound  growth  rate  of 
about  37 . 

Uwe  E.  Reinhardt 
Professor  of  Economics 
Princeton  University 
Princeton,  N.  J. 


LIMIT  CONGRESSIONAL  TERMS 
—AND  OPEN  UP  THE  SYSTEM 

The  claim  that  term  limitation  is 
antidemocratic  is  true  only  for  the 
entrenched  incumbents  themselves 
("Limit  campaign  funds,  not  terms  in 
Congress,"  Editorials,  Dec.  31). 

The  current  electoral  system,  which 
has  a  congressional  turnover  rate  of 
only  27  to  47  for '  incumbents,  keeps 
whole  groups  of  people,  such  as  women 
and  those  with  limited  funds,  from  be- 
coming viable  challengers.  Why  not  open 
up  the  process  and  let  fresh  talent  into 
our  government?  That's  what  democra- 
cy is  all  about. 

George  A.  Dean 
South  port.  Conn. 

TIME  FOR  A  POUND  OF  CURE 

AT  EASTERN  

Regarding  your  commentary  "It  may 
be  time  to  pull  the  plug  on  East- 
ern" (Top  of  the  News,  Dec.  17),  Judge 
Lifland  is  taking  all  the  proper  steps  to 
revitalize  Eastern  Air  Lines  and  help  the 
economy.  In  an  age  of  medieval  medi- 
cine, we've  got  to  stop  cutting  out  or- 
gans that  are  vital  to  the  success  of  the 
whole  body. 

This  airline  is  much  more  important  to 
our  economy  than  most  analysts  realize, 
regardless  of  the  discomfort  it  has 
caused  its  creditors.  We  have  to  nourish 
the  airline  back  to  health,  and  then  the 
whole  industry  will  be  stronger.  As  for 
the  creditors,  if  they  have  the  money  to 
lend,  let  them  spend. 

David  J.  Jones 
Kenvil,  N.  J. 


ALTERNATE  ROUTES 

TO  THE  FAST  TRACK  

*^arewell,  fast  track"  (Cover  Story, 
■  Dec.  10)  offered  some  good  sugges- 
tions for  motivating  managers.  As  the 
rungs  of  the  corporate  ladder  diminish 
and  as  rank-and-file  employees  are  given 
more  responsibility,  managers  may  even- 
tually come  to  realize  that  learning  new 
skills  and  helping  others  to  grow  in  their 
jobs  provide  greater  day-to-day  satisfac- 
tion than  holding  high-ranking  titles. 

Any  company  that  wants  to  reward 
managers  without  advancing  them  must 
constantly  communicate  its  new  merit 
system  and  new  values  to  all  employees, 
rather  than  expect  acceptance  to  evolve 
naturally. 

Since  we  are  still  struggling  to  con- 
vince top  executives  of  the  common 
sense  behind  employee  involvement  and 
input,  we  face  a  massive  challenge  in 
convincing  middle  managers  that  more 


responsibility,  lateral  moves,  and  over 
seas  assignments  are  substitutes  for 
ego-elevating  titles. 

James  V.  O'Connor 
O'Connor  Biro  &  Associates 
Northbrook,  111 

It  might  have  been  more  enlightening 
to  your  readers  to  place  your  cover 
story  next  to  your  report  on  a  glut  of 
freshly  minted  MBAs,  because  the  latter 
story  many  explain  the  former. 

American  corporations  are  beginning 
at  last  to  see  that  the  MBA  binge  of  the 
past  decades  has  saddled  their  opera 
tions  with  expensive  financial  hotshots 
who  are  unable  to  see  the  productive 
forest  for  the  trees  of  the  last-quarter 
statements. 

That  has  led  to  the  now-obvious  de- 
cline of  American  competitiveness. 

Richard  Hyse 
Oswego,  N.  Y 

A  BIG  HELP  IN  SPOTTING 
ART  BARGAINS:  HINDSIGHT 


■ read  with  great  interest  "You  might 
say  art  is  going  through  a  blue  peri- 
od" (Art  Market,  Investment  Spectrum 
Dec.  31).  Things  sure  sound  bad — and  all 
because  of  those  speculators. 

What  interested  me  most  was  the  sug- 
gestion that  the  pictured  work  by  John 
Sloan,  Passing  through  Gloucester 
might  be  an  underpriced  bargain  for  the 
sophisticated  art  buyer,  at  $425,000. 

A  truly  sophisticated  buyer  would 
have  bought  that  painting  at  Sotheby's 
on  Nov.  30,  1989— lot  228  at  $209,000 
Not  bad  appreciation  in  a  year's  time 
Gee,  I  wonder  what  would  have  hap 
pened  if  the  art  market  hadn't  been  soft! 

George  D.  Bianco 
New  York 

COCA-COLA'S  REAL  SHARE 
IN  SWIRE  PACIFIC 


Regarding  your  article  "In  Asia,  the 
sweet  taste  of  success"  (The  Corpo 
ration,  Nov.  26):  Since  the  shareholding 
in  Coca-Cola  Swire  Beverages  is  split  50 
50  and,  given  that  this  company's  hold- 
ing in  Swire  Bottlers  is  297,  the  effec- 
tive Coca-Cola  interest  in  Swire  Bottlers 
is  in  fact  14.57  and  not  297  as  you  state 
P.  K.  Etchells 
General  Managei 
Industries  Div 
Swire  Pacific  Ltd 
Hong  Kong 


Letters  to  the  Editor  should  be  sent  to  Reader; 
Report,  Business  Week,  1221  Avenue  of  the  Amen 
cas,  New  York,  N  Y  10020.  Fax:  (212)  512-4464 
Telex:  12-7960,  Intl.  4998204,  All  letters  must  In 
elude  an  address  and  daytime  and  evening  tele 
phone  numbers.  We  reserve  the  nght  to  edit  letter; 
for  clarity  and  space. 
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Looking  for  top  management?  We  offer  advertisers  a  wide  variety  of  geographic  editions  to  reach 
them  —  from  U.S.  metropolitan  areas  to  a  worldwide  buy  that  includes  Local  Language  Editions  in 
China,  Russia  and  Hungary.  You  get  exactly  the  area  you  need  to  reach.  At  an  affordable  price. 
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She  became  the  first 
the  Atlantic,  an  author, 
Just  what  you'd  ejq^ect 

s 


ome  sav  things  can't  be  done.  Others  do 
them.  pro\1ng  that  ^^ith  the  right 
combination  or  bravado  and  talent,  there's  no 
telling  what  vou  can  accomplish. 

Nicknamed  '"Ladv  Lindv."".\melia  Earhan 
was  not  onlv  the  first  \\  oman  to  tlx  solo  across 
the  Atiantic.  she  held  women's  speed 
and  distance  records  that  earned  her  place 
as  the  first  \\  oman  to  recerve  the 
EXstinguished  Fhing  Cross. 

.\s  a  nurse  during  brld 
^^'ar  I.  Earhan  deN  eloped  an 
earlv  concern  tor  her  fellow  man^ 

that  helped  her  chamipion 
human  rights  aroimd  the 
world.  Her  m.emorable 
accomplishments  in  the 
air  moved  her  to  pen 
three  best-selling  books. 
She  ser.'ed 
as  aNiation  editor  tor 
?pohtan.  She  designed 
and  marketed  a  line  of  lu^age  and 


foimded  r\N'o  successful  airlines.  An  admire 
poet,  she  mspired  D^'o  pop'ular  son^s  and 


1 
dl 


eN'en  a  foxtrot 


Telecommunicaiions 


:rmaiion  Services 


Mobile  Ccmmunicaiion. 


voman  aviator  to  cross 
ntrepreneur  and  nurse, 
rom  a  fashion  designer 


Nevrjoundtond 


Scirlhern  Ircliind 


ptly  called 
le  Earhart  Hop. 

Her  adventurous 

festyle  so  enthralled  the  American  people  that  In  fact,  for  the  last  two  years 

he  created  fashions  for  top  department  stores      in  an  annual  Fortune  magazine  survey, 


ke  Macy 's  and  Marshall  Field  s. 

If  you  understand  how 
Amelia  Earhart  combined 
lany  talents  in  her  pursuit  of 
xcellence,  you'll  understand 
the  commitment  of 

1 BellSouth. 
Individually, 
the  companies  of 
BellSouth  are 
considered  to  be 
some  of  the 
best  in  their  field.  Brought  together 
to  serve  your  needs,  they  can  provide 


HERE'S  HOW  BELLSOUTH 
ENTEGRATED  MANY  DIFFERENT 

TVLENTSTOHELPTHE 
HEALTH  CARE  INDUSTRY  MEET 
ITS  COMMUNICAHONS  NEEDS. 

Developed  a  s}-stemJor  electronic 
insurance  claims  processing  utilizing  an 
advanced  interactive  netiwrk,  reducing 
overhead  costs  and  handling  time. 

Created  disaster  recovery  s\stems 
employing  network  and  cellular  services. 

Designed  an  interactive  netn  ork 
linking  medical  centers,  physician  groups, 
insurance  companies  and  employers  to 
achieve  a  significandy  higher  level  of  cost 
effectiveness  in  the  provision  of  services. 


senior  industry  executives 
have  chosen  BellSouth  as  the 
telecommunications 
company  they  most  admired 
in  the  United  States. 

Which  means  if  you're 
looking  at  your  owti  business 
or  personal  communications 
needs,  it's  quite 
likelv  vou'li  find 
the  companies 
of  BellSouth  to 


be  exactly  the  kind  of  partner  , 
you  re  lookmg  ror.  /y/w^.&*^^r^ 
technologically  advanced  solutions  to  Because  after  all,  when , 

a  variety  of  problems  in  health  care,    you  surround  a  problem 
manufacturing,  retailing,  with  remarkable  talent,  there's 

banking,  government  and  others,    no  telling  how  far  you  can  go. 
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BELLSOUTH 


Everything  you  expectjrom  a  leader' 


THE  MAN  WHO 
DISCOVERED  QUALITY 

By  Andrea  Gabor 
Times  Books  •  326pp 


$21.95 


DR.  DEMING 

By  Rafael  Aguoyo 
Lyie  Stuart  • 
289pp  •  $19.95 


DEMING 

MANAGEMENT  AT  WORK 

By  Mary  Walton 

G.  P.  Putnam's  Sons  •  249pp 


$21.95 


THE  PROPHET 
OF  QUALITY 


You  can't  turn  on  the  television  or 
open  a  maj^azine  these  days  with- 
out hearing  or  reading  about  quali- 
ty. General  Motors  Corp.  trumpets  that  its 
Cadillac  division  has  won  a  Malcolm  Bal- 
drige  National  Quality  Award.  Federal 
E.xpress  Corp.  crows  that  it  has  done  the 
same.  "Quality"  has  infiltrated  the  corpo- 
rate mindset. 

The  man  behind  the  movement  is  W. 
Edwards  Deming,  an  American  statisti- 
cian who  first  gained  fame  for  his  role  in 
the  postwar  transformation  of  Japan.  So 
taken  were  the  Japanese  with 
his  lectures  on  quality  that  in 
1951  they  created  the  Deming 
Prize,  the  inspiration  for  the  Bal- 
drige.  By  1960,  when  he  received 
a  medal  from  Emperor  Hirohito, 
the  American  had  become  an 
icon  of  Japanese  quality  man- 
agement. It  wasn't  until  the 
1980s  that  Deming,  now  90,  re- 
ceived the  acknowledgement  he 
deserved  in  his  home  country. 

For  all  his  present  acclaim, 
Deming  did  not  create  quality 
control.  That  distinction  belongs 
to  Walter  Shewhart  of  Bell  Lab- 
oratories, who  pioneered  the  use 
of  statistics  to  control  manufac- 
turing quality  in  the  1920s.  Nei- 
ther did  Deming  coin  the  phrase 
"Total  Quality  Control."  That 
now-popular  term  originated  at  General 
Electric  Co.  in  the  1950s.  Still,  the  cranky 
old  man  has  come  to  symbolize  the  cur- 
rent quality  movement. 

In  the  age  of  the  quick  fix,  Deming  has 
been  a  refreshing  antidote.  Sure,  he  pro- 
motes a  set  of  succinct  guidelines  dubbed 
the  "Fourteen  Points"  and  a  set  of  no-nos 
called  the  "Seven  Deadly  Diseases."  But 
there's  nothing  simple  or  easy  about  his 
approach  to  managing. 

While  earlier  quality-control  concepts 
focused  on  limiting  product  defects,  Dem- 
ing looks  for  quality  in  all  aspects  of  busi- 
ness: what  goes  on  in  the  factory,  how 
products  are  sold,  how  managers  deal 
with  workers.  Limiting  defects  is  not 
enough,  he  contends;  the  goal  must  be  to 
eliminate  them.  And  while  American  man- 
agers tend  to  blame  quality  problems  on 
labor,  Deming  says,  management  must 
take  the  initiative  to  enhance  quality  and 
productivity.  The  only  way  to  improve 


business  systems,  he  believes,  is  to  use 
statistical  tools  that  chart  the  variations 
that  cause  problems,  to  pinpoint  where 
difficulties  lie. 

A  trio  of  reverential  new  books  cele- 
brates Deming's  management  principles. 
In  Deming  Management  at  Work,  Mary 
Walton,  a  writer  for  The  Philadelphia 
Inquirer  Magazine,  focuses  on  how  six 
organizations,  including  the  U.  S.  Navy, 
have  applied  his  methods.  You  get  much 
of  the  same  from  both  Rafael  Aguayo's 
Dr.    Denting:    The   American  Who 


describes  Deming's  early  visits,  using  his 
personal  diary  to  bring  to  life  his  rise  to 
prominence. 

Deming,  she  tells  us,  is  a  precise  man, 
given  to  dating  the  eggs  in  his  refrigera- 
tor with  a  felt-tipped  pen  to  make  sure  the 
older  ones  get  eaten  first.  He  also  is  some- 
thing of  a  curmudgeon  and  holds  Ameri- 
can managers  in  contempt.  Invited  to  lec- 
ture to  a  group  at  Ford  Motor  Co.  in  the 
early  1980s,  Deming  glowered  at  the  auto 
e.xecutives  with  his  steely  blue  eyes. 
"Why  can't  America  compete?"  he  asked 
in  a  rage.  "The  answer  is  management!" 
At  General  Motors,  Gabor  reports,  even 
as  managers  began  to  preach  his  gospel, 
some  avoided  being  seen  with  him.  In 
1983,  Deming  had  given  then-GM  Presi- 
dent Jim  McDonald  a  public  dressing- 
down,  blaming  him  for  85'/'  of  the  compa- 
ny's problems. 

Gabor  incorporates  these  tidbits  into  a 
book  full  of  readable  case  histories  of 
companies  that  have  treated  Deming's 
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eming  is  a 
curmudgeon  who 
holds  American 
managers  in 
contempt 


QUALrry 


Taught  the  Japanese  About  Quality  and 
.A.ndrea  Gabor's  The  Man  Who  Discov- 
ered Quality,  even  though  their  titles 
suggest  biographical  accounts.  Aguayo,  a 
former  bank  executive,  essentially  offers 
a  schematic  for  putting  Deming's  teach- 
ings to  work.  What  little  biographical  in- 
formation he  provides  is  shuffled  into  a 
dry  three-page  ai^pendix. 

Gabor,  formerly  a  staff  editor  for  this 
magazine  and  now  a  senior  editor  at  U.  S. 
News  &  World  Report,  provides  far  more 
insight  into  the  man,  which  makes  hers 
the  most  accessible  and  enjoyable  of  the 
three  books.  Born  in  Iowa,  Deming  grew 
up  in  a  tarpaper  shack  in  Wyoming.  He 
earned  a  scholarship  to  Yale  University, 
where  he  graduated  in  1928  with  a  PhD  in 
mathematical  physics.  He  worked  for  the 
Agriculture  Dept.  and  then  the  U.  S.  Cen- 
sus Bureau  before  the  War  Dept.  sent 
him  to  Japan  in  the  late  1940s  to  help  re- 
build that  war-torn  nation.  Gabor  vividly 


teachings  as  gospel,  including  Nashua 
Corp.,  the  first  U.  S.  company  to  adopt  his 
quality  management,  and  Florida  Power 
&  Light  Co.,  the  first  American  company 
to  win  Japan's  Deming  Prize. 

What  becomes  clear  in  all  three  books  is 
that  U.  S.  companies  have  a  long  way  to 
go  to  even  approach  the  obsession  with 
quality  that  marks  Japan.  In  the  late 
1950s,  the  Japan  Broadcasting  Corp.  was 
broadcasting  quality  correspondence 
courses  for  foremen.  Most  Japanese  book- 
stores feature  sections  devoted  to  quality, 
and  statistical  theory  is  part  of  the  basic 
high-school  curriculum. 

How  great  is  Deming's  influence  in  Ja- 
pan? On  the  walls  in  the  main  lobby  of 
Toyota's  headquarters  in  Tokyo,  three 
portraits  hang.  There  is  one  of  the 
founder  and  one  of  the  current  chairman. 
But  Deming's  is  the  largest  of  all. 

BY  JOHN  A.  BYRNE 
Senior  Writer  Byrne  covers  management. 
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^^Dow  Jones  helps  me 
protect  the  assets 
of  this  vital 
multinatioiial  outfits 


—David  Hess,  Executive  Director,  Environmental  Resources 
and  Energy  Committee,  Pennsylvania  Senate 


David  Hess  works  for 
the  state. 

But  he  also  works  for 
his  neighbors,  strangers 
and  countless  inhabitants 
of  the  animal  kingdom. 

Because  David  Hess 
helps  develop  environmen- 
tal legislation  for  the  state 
of  Pennsylvania. 

And  he's  discovered  a 
significant  way  to  help  pro- 
tect the  worlds  limited  re- 
sources. He  simply  taps  into 
the  practically  unlimited 
resources  of  Dow  Jones 
News/ Retrieval. 

Within  seconds  of  his 
req  uest.a  world  of  compre- 
hensive, timely  and  accu- 
rate information  makes  its  way  to  his  computer. 
And  suddenly  David  Hess  knows  how  communi- 
ties next  door  and  thousands  of  miles  away  ap- 
proach the  same  problems. 

If  wetlands  legislation  is  enacted  anywhere 
in  the  country  one  of  the  many  local  and  regional 
newspapers  will  have  the  story  If  a  fast  food 
company  announces  a  new  recycling  plan,  the 
news  is  on  the  screen  within  seconds  or  its  release. 

Also  making  his  job  easier  are  hundreds 
of  other  rich  information  sources,  including  the 
complete  text  of  The  Wall  Street  Journal  and  full 
coverage  of  all  the  Dow  Jones  Newswires. 


As  Hess  says, "Before,  1  had  to  pore  through 
the  library  call  each  state  over  and  over  again. 
Or  worse,  not  have  the  information  at  all.  1  can't 
emphasize  enough  how  much  time  I  save  by 
using  News/Retneval  for  everything  I  do" 

A  savings  that's  reflected  on  the  profit/loss 
statement  of  the  one  enterprise  we  all  belong  to. 

Dow  Jones 
News/Retrieval* 

The  lifeblood  of  businessr 

Another  Service  from  Dowjones  Informaiion  Services 


For  more  details,  call  1-800-522-3567,  Ext697.  In  N.J. ,  call  1-609-520-8349,  Ext  697. 

Dowjones  News/Reineval  is  a  registered  service  mark  and  The  Wall  Sireeijoumal  is  a  registered  trademark  of  Dowjones  &  Company.  Inc  i&  two  Dowjones  &  Company.  Inc  Ml  Rights  Reserved 


When  America  needs  to  break  technological  barners,  it  comes 
g  to  Lockheed. 

I  AI*H  NDAlt  lA^nC        Whether  it  is  the  first  sub-launched  ballistic  missile,  the  first 
LUvlillvCU  ICdU  Ji    Mach  3  jet,  the  first  stealth  fighter  or  the  first  jam-resistant  satellite, 


Lockheed  gets  the  call.  It's  our  legacy. 

Technological  leadership  is  what  sets  America  apart  from  the  rest 
of  the  world.  Lockheed  is  committed  to  maintaining  that  leadership,  , 
for  the  benefit  of  our  customers,  our  shareholders,  and  our  country. '  ^"^^LOCkheGCl 


Economic  Viewpoint 


DEMOCRACY  IS  THE  SOIL 

WHERE  CAPITALISM  FLOURISHES  BEST 


BY  GARY  S.  BECKER 


Authoritarian 
measures  to  impose 
free  markets  contain 
the  seeds  of  their 
own  failure.  Except 
for  Chile,  Taiwan, 
and  South  Korea, 
strong-ami  regimes 
have  centrally 
directed  nations 
into  the  poorhouse 


GARY  S.  BECKER  IS  UNIVERSITY 
PROFESSOR  OF  ECONOMICS 
AND  SOCIOLOGY  AT  THE 
UNIVERSITY  OF  CHICAGO 


Some  advocates  of  free  markets  in  the 
Soviet  Union,  Poland,  and  other  Eastern 
European  countries  are  calling  for 
strong  central  authority  under  Gorbachev,  Wa- 
lesa, or  others  to  drive  their  nations  toward 
market  economies.  They  fear  that  ethnic  rival- 
ries, endless  debates,  and  special  interests 
could  prevent  elected  democratic  governments 
from  making  the  necessary  changes.  But  mar- 
ket systems  are  far  more  likely  to  flourish  in  a 
democracy. 

I  believe  authoritarian  measures  to  impose 
the  free-market  system  contain  the  seeds  of 
their  own  failure.  The  case  for  them  is  based 
partly  on  the  experiences  of  Chile,  Hong 
Kong,  South  Korea,  and  Taiwan.  General  Au- 
gusto  Pinochet  force-fed  Chile  drastic  free- 
market  reforms  that  eventually  transformed 
that  country  into  the  most  vibrant  economy  in 
South  America.  Authoritarian  leaders  in  Tai- 
wan and  South  Korea  radically  altered  their 
economies  from  dependence  on  protected  do- 
mestic markets  toward  active  exports  in  the 
world  market.  The  Hong  Kong  government, 
appointed  by  Britain,  used  free-market  princi- 
ples to  convert  a  minor  group  of  islands  into 
an  economic  powerhouse. 

These  examples,  however,  are  special  cases. 
Strongman  regimes  that  centrally  directed 
their  economies  into  poverty  are  far  more  com- 
mon. In  Argentina,  the  disastrous  policies  of 
Juan  Peron  and  the  military  rulers  who  fol- 
lowed him  reduced  that  once  wealthy  country 
to  Third  World  status.  Castro  in  Cuba,  Mao 
with  his  great  leap  backward,  Burmese  gener- 
als, Khomeini's  Moslem  fundamentalists  in 
Iran,  Nasser  in  Egypt,  and  dictators  in  most  of 
Africa  have  firmly  guided  controlled  econo- 
mies toward  ruin. 

INTENSIVE  CONTACTS.  Quantitative  evidence  on 
the  economic  growth  since  1960  of  more  than 
60  countries  confirms  that  authoritarian  re- 
gimes usually  perform  worse,  not  better,  than 
democratic  ones.  My  own  calculations  show 
that  democratic  countries  grew  more  rapidly  in 
per  capita  incomes  in  the  three  decades,  even 
when  compared  with  other  countries  that 
started  with  similar  per  capita  incomes  and 
education  levels. 

Clearly,  central  political  authority  and  dicta- 
torial power  don't  add  up  to  a  surefire  remedy 
for  an  ailing  regulated  economy.  English  histo- 
rian Lord  Acton's  famous  remark  that  "power 
tends  to  corrupt,  and  absolute  power  corrupts 
absolutely"  says  in  a  nutshell  why  dictators  do 
not  like  the  decentralized  economic  power 
found  in  a  competitive  market  economy.  It 
takes  away  some  of  their  own  power. 

Given  the  technological  base  and  interdepen- 
dence of  the  modern  economic  world,  when 


authoritarian  regimes  promote  competition 
and  markets,  they  encourage  political  opposi- 
tion. A  vibrant  economy  nowadays  is  built  on 
strong  education,  advanced  technologies,  ex- 
ports, joint  ventures,  domestic  subsidiaries  of 
multinational  corporations,  and  frequent  con- 
tacts with  people  in  other  nations.  Students 
must  be  sent  abroad  to  study  engineering,  sci- 
ence, business,  and  economics.  Executives 
have  to  travel  to  arrange  sales  and  financing, 
while  technicians  and  executives  from  other 
countries  must  visit  to  buy  goods  for  export 
and  to  sell  imports.  These  intensive  contacts 
with  other  countries  through  trade  and  train- 
ing help  undermine  support  for  totalitarian  po- 
litical leadership. 

'FIFTH  COLUMN.'  The  educated  classes  who  are 
so  important  to  an  advanced  economy  want  to 
be  able  to  say  and  read  what  they  desire  and 
to  vote  for  whom  they  wish.  Otherwise,  many 
engineers  and  other  skilled  personnel  who  go 
abroad  for  training  do  not  return,  partly  out  of 
dissatisfaction  with  the  restrictions  on  free- 
dom at  home. 

Dictators  may  try  to  hold  on  to  power  by 
quarantining  their  economies  and  citizens 
against  contacts  with  rich  countries.  Stalin  and 
Mao  kept  their  countries  isolated,  while  Alba- 
nia, Cuba,  Iraq,  and  North  Korea  allow  their 
citizens  few  opportunities  to  study  or  interact 
with  Westerners.  Nevertheless,  information 
about  what  is  going  on  elsewhere  gets 
through  by  way  of  the  Voice  of  America,  the 
BBC,  smuggled  videotapes,  and  other  channels. 
Even  Albania  is  beginning  to  experience  the 
uprisings  that  have  transformed  the  rest  of 
Eastern  Europe. 

It  would  appear  that  the  very  process  of 
becoming  a  modern  economy  that  is  integrated 
into  world  commerce  generates  a  kind  of 
"fifth  column"  opposed  to  authoritarian  rule. 
Consequently,  it  is  no  accident  that  Pinochet 
and  South  Korea's  Chun  Doo  Hwan  stepped 
down,  or  that  Chile,  South  Korea,  and  Taiwan 
have  taken  serious  strides  toward  democratic 
government.  Nor  is  it  surprising  that  opposi- 
tion to  the  Shah  was  led  by  Iranians  studying, 
working,  or  exiled  in  the  U.  S.  and  Western 
Europe,  and  that  the  international  boycott  that 
cut  off  foreign  capital  and  export  markets  has 
begun  to  bring  an  end  to  apartheid  in  South 
Africa. 

It's  clear,  then,  that  when  authoritarian  re- 
gimes promote  economic  progress,  they  are 
likely  to  lose  their  authority,  because  students, 
intellectuals,  and  executives  will  demand 
greater  civil  and  political  freedom.  No  wonder 
the  KGB,  military  members  of  the  Communist 
Party,  and  bureaucracy  of  the  Soviet  Union 
are  so  fearful  of  market-oriented  reforms,  a 
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ZENITH  DATA  SYSTEMS  INNOVATES  AGAIN 

The  #7  laptop  brand  in  America*  brings  you  the  SlimsPort™  286  laptop 
PC— for  uncompromising  286  power  and  VGA  graphics. 

Whether  you're  just  waiting  out  a  layover  at  LaGuardia  or  just  laying  down  the 
groundwork  for  a  new  pet  project,  with  SlimsPort  286,  you're  always  ready  to  hit  the 
ground  running.  At  just  9^/4  pounds,  it's  the  perfect  full-function  laptop  for  the 
manager  on  the  run. 

It  offers  VGA  video  and  a  backlit,  fluorescent  black-on-white,  full-size  LCD  display 
that's  ideal  for  graphical  user  interface  computing.  So  youH  always  have  a  bright, 
clear  view  of  the  big  picture.  And  with  Zenith  Data  Systems' 
Intelligent  Power  Management™  System,  SlimsPort  286  puts 
power  usage  in  your  control  so  you  can  extend  its  2 1/2  hours 
of  battery  life  even  longer 

If  your  job  demands  full-size  286  performance  in  a 
downsized  laptop,  carry  away  the  SlimsPort  286  laptop 
PC.  Once  you  do,  you  11  wonder  how  you  ever  managed 
without  it. 

For  more  information  and  the  name  of  the  Medallion 
Reseller  nearest  you,  call  1-800-523-9393. 

ZENITH 

data  systems 

Groupe  Bull 


*Source:  1990  Dataquest  estimate  for  U  S  battei^-powered  laptops  Graphics  simulate  Microsoft*  Wmdows™  uersim  30,  a  product 
of  Microsoft  Corporation-  Intelligent  Pouier  Managemcni  is  a  trademark  of  Zenith  Data  Systems  Corporation. 


1990  Zenith  Data  Systems  Corporation. 


"Piatt's  Global  Alert,"  from  McGraw-Hill.  Accurate,  up-to-the-minute  information 
is  wliat  fuels  the  petroleum  industry.  Delivered  directly  to  a  personal  computer,  this 
real-time  infomiation  system  gives  users  a  direct  connection  to  the  world's  energy 
markets.  And  an  edge  on  the  competition. 


At  McGraw-Hill,  being  first 
is  almost  second  nature. 


Economic  Trends 


BY  GENE  KORETZ 


DOWNWARD  MOBILITY 

IS  STALKING 

THE  BABY  BOOMERS 

Economists  have  long  been  concerned 
about  Americans'  sluggish  wage  and 
income  growth  in  recent  decades.  But  a 
related  development  has  received  less  at- 
tention: the  decline  in  household  wealth 
accumulation  experienced  by  baby  boom- 
ers compared  with  the  levels  of  wealth 
achieved  by  their  parents.  This  trend  is 
examined  in  a  new  Urban  Institute  book, 
The  Economic  Future  of  American 
Families,  by  Frank  Levy  and  Richard  C. 
Michel. 

Wealth,  of  course,  is  a  basic  source  of 
a  family's  emotional  and  economic  secu- 
rity. Savings  and  other  assets  can  fund 
future  needs,  such  as  children's  college 


A  WEALTH  GAP  DIVIDES 
THE  GENERATIONS 

250  I  


AT  AGE  25-34  3S4»  45-54* 

▲  THOUSANDS  OF  1 987  DOLLARS   'PROJEnED  fOR  BABY  BOOMERS 
DATA  URBAN  INSTITUTE 


education  or  uncovered  medical  bills. 
They  provide  a  cushion  against  unem- 
ployment and  other  economic  adversity. 
And,  most  important,  they  are  a  key  de- 
terminant of  the  living  standards  en- 
joyed by  Americans  after  they  retire. 

The  slowdown  in  wage  growth  is  an 
old  story.  After  rising  at  a  2.5%  to  3% 
annual  clip  in  the  1950s  and  '60s,  aver- 
age family  incomes,  adjusted  for  infla- 
tion, actually  declined  in  the  '70s — even 
though  the  trend  toward  two  workers 
per  household  accelerated  sharply.  And 
although  average  real  incomes  of  fam- 
ilies expanded  at  a  modest  1.5'/'  pace  in 
the  post-recession  '80s,  growth  was 
largely  confined  to  the  upper  20%  of 
families,  with  most  households  just 
g    keeping  pace  with  inflation. 
I       Meanwhile,  real  net  wealth  per  family 
1    expanded  at  only  a  0.4' J  rate  in  the  '70s 
9    and  early  '80s — one-sixth  of  its  growth 
y    rate  in  the  '50s.  More  important,  much 


of  the  growth  in  recent  decades  accrued 
to  mature  households.  This  group  al- 
ready owned  homes  when  housing  prices 
took  off  in  the  1970s,  and  they  also  prof- 
ited from  low  fixed-rate  mortgages  and 
from  rising  interest  earnings  on  their 
savings.  By  contrast,  most  baby  boom- 
ers not  only  faced  high  home  prices  and 
mortgage  rates  but  also  experienced  low 
wage  growth — limiting  their  ability  to 
accumulate  wealth  and  buy  homes. 

The  result  is  that  baby  boomers  own 
fewer  assets  than  their  parents  did  at 
similar  points  in  their  lives.  Levy  and 
Michel  estimate  that  those  in  the  35-to-44 
age  group  are  little  more  than  half  as 
wealthy  as  their  parents'  generation  was 
and  that  the  gap  is  likely  to  widen  as 
they  approach  retirement  (chart). 

Since  home  equity  is  the  biggest 
source  of  family  wealth,  the  subdued 
outlook  for  the  housing  market  does  not 
bode  well  for  baby  boomers.  At  the 
same  time,  the  increased  life  expectancy 
of  older  Americans  and  their  rising  med- 
ical costs  suggest  that  baby  boomers 
cannot  count  on  substiintial  inheritances 
to  boost  their  wealth. 

All  of  this  implies  that  baby  boomers 
must  save  a  lot  more  and  consume  less 
if  they  are  to  enjoy  their  retirement 
years  in  reasonable  comfort.  Levy  and 
Michel  suggest  that  the  government 
publish  guidelines  on  desirable  savings 
levels  and  create  tax  incentives  to  en- 
courage such  behavior. 


FOREIGN  LOAN  OFFICERS 

HAVE  LOOSER 

PURSE  STRINGS  

American  banks  may  be  tightening 
their  lending,  but  businesses  can 
still  find  some  friendly  loan  officers  at 
foreign-related  banks.  The  Federal  Re- 
serve Board  reports  that  commercial  and 
industrial  loans  by  the  banking  system 
rose  at  a  4.9%  annual  rate  in  November, 
after  declining  in  the  two  prior  months. 
The  catch  is  that  all  of  the  increase  in 
C&I  loans  occurred  at  foreign-related 
banks,  which  boosted  their  U.  S.  lending 
by  $4.2  billion,  or  at  a  38.77'  annual  rate, 
while  C&I  loans  at  domestically  chartered 
institutions  fell. 

The  surge  in  U.  S.  lending  by  such 
banks  is  something  of  a  surprise.  Since 
1984,  foreign  institutions  have  increased 
their  share  of  C&I  loans  from  8%'  to 
20.9%,  with  Japanese  banks  now  ac- 
counting for  more  than  half  such  loans. 
Many  observers  have  been  expecting 
that  the  recent  capital  woes  of  Japanese 
banks  at  home  would  cause  them  to  pull 
in  their  horns  overseas,  but  no  such  pull- 
back  is  yet  apparent  in  the  C&I  numbers. 


WHERE  RETIREES' 
NEST  EGGS  AREN'T 
ABOUT  TO  CRACK 

In  light  of  the  financial  problems 
plaguing  the  business  sector,  a  recent 
report  by  Hewitt  Associates  on  392  of 
the  nation's  largest  industrial  corpora- 
tions with  defined-benefit  pension  plans 
is  highly  reassuring.  The  consulting  firm 
found  that  94'/-  had  pension-fund  assets 
in  1989  that  exceeded  all  employee  vest- 
ed benefits — that  is,  all  future  benefits 
that  they  are  now  obligated  to  pay  their 
employees  upon  retirement.  What's 
more,  917  had  enough  assets  to  cover 
all  accrued  benefits,  including  those  that 
have  not  yet  vested.  And  75%  even  had 
enough  to  cover  all  projected  pension 
benefits  that  their  current  employees 
are  expected  to  earn  during  their  work- 
ing careers. 


DOES  BETTER 
WORKERS'  COMP  MEAN 
LONGER  ABSENCES?  

Do  higher  benefits  significantly  af- 
fect how  long  an  employee  receiv- 
ing workers'  compensation  payments  for 
a  temporary  injury  stays  off  the  job?  In 
the  early  1980s,  both  Kentucky  and 
Michigan  suddenly  raised  the  maximum- 
benefit  amounts  available  under  their 
systems  by  more  than  60%.  Since  pay- 
ments under  workers'  compensation  are 
related  to  what  workers  earned  before 
they  were  hurt,  the  increases  only  bene- 
fited high-earning  individuals.  Thus,  low- 
er-paid, unaffected  workers  provide  a 
natural  "control  group"  against  which  to 
assess  the  impact  of  the  changes  on  the 
recovery  time  of  workers  whose  benefits 
rose  significantly. 

That  impact  was  substantial,  accord- 
ing to  a  recent  National  Bureau  of  Eco- 
nomic Research  working  paper  by  Bruce 
D.  Meyer,  W.  Kip  Viscusi,  and  David  L. 
Durbin.  The  researchers  compared  the 
behavior  of  people  injured  before  the 
benefit  increases  went  into  effect  with 
those  injured  the  year  after.  They  found 
that  time  off  the  job  by  injured  workers 
eligible  for  the  new  higher  benefits  rose 
dramatically,  while  lower-earning  work- 
ers whose  benefits  remained  the  same 
did  not  change  their  behavior. 

The  analysis  suggest  that  each  10% 
rise  in  benefits  (adjusted  for  inflation) 
induces  a  3%  to  4'/f-  increase  in  the  time 
that  injured  workers  take  to  recover  be- 
fore returning  to  work.  li 
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Business  Outloo 


JANUARY  28,  1991  BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


THIS  TIME,  WAR  WILL  TIGHTEN 
THE  RECESSION'S  VISE 


w 


'ar  has  moved  to  center  stage  in  the  economic 
outlook.  The  data  for  December  show  more 
signs  that  the  U.  S.  is  mired  in  recession, 
while  the  good  news  is  that  prospects  for  inflation  are  as 
bright  as  they  have  been  in  years.  But  that  pales  in 
importance  compared  with  the  economic  consequences  of 
war  with  Iraq. 

The  yearend  numbers  show  that  retail  sales  were  as 
bad  as  businesses  had  feared,  that  industrial  production 
continues  to  fall  at  a  rapid  clip,  and  that  an  increasing 
amount  of  capacity  is  standing  idle.  Against  that  back- 
drop, both  producer  and  consumer  prices  of  goods  are 
easing,  but  stubborn  service  inflation  is  holding  up  prog- 
ress in  the  overall  consumer  price  index  (CPI) — for  now. 

All  this  would  usually  provide 
plenty  of  fodder  for  the  finan- 
cial markets,  but  Wall  Street  is 
focusing  all  of  its  attention  on 
the  Persian  Gulf.  Businesses 
and  consumers,  already  shell- 
shocked  by  recession,  now  face 
even  more  uncertainty,  which 
has  thrown  decision-making  into 
gridlock. 

This  much  is  clear:  Unlike 
past  wars,  fighting  in  the  Mid- 
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east  is  bad  for  the  economy.  Oil  prices  will  spike  higher. 
Consumer  and  business  confidence,  already  at  recession 
levels,  will  sink  lower.  The  federal  deficit  will  balloon 
even  faster.  And  spending  decisions  will  remain  on  hold. 
All  of  which  will  deepen  the  recession. 

AFTER  THE     For  the  economy's  sake,  the  shorter  the 
CRISIS,  OIL     war,  the  better.  For  months  now,  politics 
PRICES         rather  than  the  fundamentals  of  supply 
WILL  DROP    2ind  demand  have  controlled  oil  prices, 
and  oil  will  go  even  higher  now  that  war  has  begun.  But 
the  shorter  the  conflict,  the  faster  market  forces  can  pull 
prices  back  down  to  reality. 

Analysts  figure  a  postcrisis  price  of  about  $19  a  bar- 
rel, but  it  could  go  lower.  Global  oil  production  has  more 
than  made  up  for  the  loss  from  Iraq  and  Kuwait,  and  a 
weaker  world  economy  has  depressed  oil  demand.  That, 
plus  the  ongoing  moderation  in  nonenergy  inflation 
(chart),  will  enhance  the  price  outlook  for  1991,  and  it 
will  make  the  Federal  Reserve  Board's  job  a  lot  easier. 

The  longer  the  war  drags  on,  the  harder  it  will  be  for 
the  Fed  to  ease  monetary  policy  at  the  same  rapid  pace 
as  of  late.  Fed  data  show  that  the  banking  system's  total 
reserves — the  raw  material  of  the  money  supply — are 


RETAILERS  FEEL  THE 
RECESSION'S  BLOW 


rising  at  the  fastest  pace  in  more  than  four  years. 

However,  the  financial  markets  fear  that  too  much 
ease  now  could  reignite  inflation  once  the  economy  be- 
gins to  recover  from  recession.  The  Fed's  dilemma:  With- 
out lower  interest  rates  to  help  straining  financial  insti- 
tutions and  spur  demand  for  housing  and  consumer 
goods,  the  recovery  won't  get  off  the  ground. 

The  dismal  performance  of 
retail  sales  in  December  makes 
that  clear.  And  for  the  big  retail 
companies  that  are  already  un- 
der a  death  watch,  there  is  no 
sign  of  a  turnaround.  Sales  fell 
0.4%  in  the  month,  to  $151.1  bil- 
lion. Buying  was  especially 
weak  in  the  holiday  categories, 
despite  heavy  discounting  by 
most  retailers.  Department- 
store  sales  dipped  0.8%  in  De- 
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cember,  and  apparel  stores  posted  a  steep  2%-  drop. 

Since  August,  increased  revenues  at  gasoline  sta- 
tions— the  result  of  higher  prices — accounted  for  all  of 
the  growth  in  retail  sales.  Adjusted  for  price  changes, 
however,  real  sales  finished  the  year  nearly  2%>  below 
December,  1989  (chart).  Many  consumers  couldn't  take 
advantage  of  the  yearend  discounts  because  of  their 
poor  financial  condition. 

And  retail  sales  got  off  to  a  shaky  start  in  1991.  Sales 
of  new  domestically  made  cars  plunged  to  an  annual  rate 
of  5.8  million  in  early  January.  That  lackluster  pace  is 
probably  continuing  in  mid-January  as  Americans  spend 
more  time  watching  war  news  on  the  gulf  than  browsing 
at  car  dealerships.  Weak  car  sales  will  pull  down  overall 
January  retail  sales. 

FOOD  COSTS  If  the  war  ends  quickly,  inflation  is  still 
MAY  RISE  the  best  part  of  the  outlook  for  1991. 
fORA  Inflation  always  declines  after  a  reces- 

WHILE  gjQj^  gg|-g      the  result  of  weak  demand, 

slack  production  capacity,  and  a  slowdown  in  wage 
growth.  The  December  data  show  that  all  three  of  those 
forces  are  already  in  place,  and  they  will  keep  downward 
pressure  on  prices  in  1991. 

Because  of  the  recession,  the  spike  in  oil  prices  after 
the  invasion  of  Kuwait  has  had  no  spillover  effect  on 
prices  elsewhere.  Higher  food  costs  will  be  a  problem  in 
January  and  February  because  of  the  California  freeze 
in  December,  but  those  effects  will  be  temporary. 

In  December,  the  oil  shock  was  beginning  to  reverse 
its  course  in  the  price  indexes.  Consumer  prices  rose  a 
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modest  0.3%  in  December  as  energy  prices  fell.  Exclud- 
ing energy,  prices  increased  0.4% — a  bit  faster  than  ex- 
pected— but  that  gain  seems  suspect  and  isn't  likely  to 
be  sustained.  Clothing  prices,  for  example,  jumped  0.5% 
last  month,  but  retailers  reported  cutting  prices. 

Lower  energy  prices  also 
pushed  producer  prices  for  fin- 
ished goods  down  0.6%-  in  De- 
cember— the  largest  drop  in 
more  than  four  years.  Unfortu- 
nately, a  war  will  result  in  a 
second  oil  shock  that  would 
wind  its  way  through  the  index- 
es in  the  coming  months. 

Still,  the  outlook  for  inflation 
is  bright,  particularly  for  goods 
prices.  The  downward  trend 
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producer  prices  means  that  wholesale  costs  for  retailers 
and  other  businesses  will  continue  to  moderate.  Producer 
prices  rose  5.6%-  last  year — the  fastest  since  1981 — but 
excluding  energy,  they  increased  only  3.2%. 


WEAK 
OUTPUT, 
WEAK 
PRICES 


Ongoing  weakness  in  the  industrial  sec- 
tor will  keep  pressure  off  goods  prices  as 
the  year  unfolds.  Despite  strength  in  ex- 
ports, factories  are  still  feeling  the  reces- 
sion's blow.  Industrial  production  fell  0.6%  in  December, 
following  big  declines  in  both  October  and  November. 
Last  quarter,  output  dropped  at  an  annual  rate  of  8%^ — 
the  sharpest  decline  in  eight  years. 

With  industry  cutting  back,  plants  continued  to  use 
less  of  their  production  capacity  in  December.  Industrial 
operating  rates  fell  to  80.4%  at  yearend,  and  capacity  use 
in  manufacturing  dropped  to  79.3%  (chart).  That's  the 
most  idle  capacity  in  the  factory  sector  in  four  years. 

Autos  led  the  downturn.  Carmakers  cut  production  by 
a  steep  10.5%-  in  December,  on  top  of  an  even  sharper 
21.6%  drop  in  November.  Detroit's  production  schedules 


in  the  first  quarter  call  for  little  change  from  the  fourth- 
quarter  level.  But  the  dismal  sales  pace  so  far  in  Janu- 
ary suggests  even  that  conservative  schedule  could  be 
pared.  That's  one  reason  why  manufacturing  output  will 
remain  stymied  this  quarter. 

SERVICE  Even  service  inflation  is  set  to  slow  in 
INFLATION  1991.  But  the  outlook  here  is  not  as  favor- 
SHOULD  able  as  it  is  for  goods  prices,  since  de- 
EASE  mand  for  some  services  is  less  sensitive 

to  the  business  cycle.  The  problem  areas  are  medical 
care;  some  transportation  services,  such  as  auto  insur- 
ance; education;  and  other  personal  services.  Last  year, 
inflation  in  these  categories  ran  from  8%'  to  14%,  and 
taken  together,  they  account  for  13%  of  the  CPI. 

Still,  some  inflation  progress  in  services  seems  likely. 
Because  the  recession  is  hitting  service  employment 
much  harder  than  in  past  recessions,  service-wage  hikes 
are  already  slowing  down,  and  more  moderation  seems 
likely  as  the  labor  markets  deteriorate  further. 

In  addition,  one  of  the  CPl's  quirkier  components  is 
beginning  to  behave  itself.  A  category  called  owners' 
equivalent  rent,  which  accounts  for  a  huge  20%  of  the 
total  index,  is  an  attempt  to  determine  the  cost  of  own- 
ing a  home.  Last  summer,  the  component  soared  at  an 
annual  rate  of  10%-,  which  was  clearly  at  odds  with  the 
broad  weakness  in  real  estate  markets. 

During  the  past  three  months,  however,  that  part  of 
the  CPI  has  barely  risen,  which  is  more  in  line  with 
reality.  This  truer  reading  of  homeowners'  costs  will 
help  moderate  upcoming  readings  on  service  inflation. 

The  sanguine  outlook  for  inflation  gives  the  Fed  more 
leeway  to  cut  interest  rates  to  help  get  the  economy 
moving  again — and  the  central  bank  will  need  all  the 
room  it  can  get.  Clearly,  war  is  the  focal  point  for  the 
economy  right  now.  But  with  demand  and  production  so 
weak,  the  economy  will  still  be  battling  recession  even 
after  any  fighting  in  the  gulf  is  over. 


THE  WEEK  AHEAD 


FEDERAL  BUDGET 


Wednesday,  Jan.  23,  2  p.m. 
The  federal  government  will  probably 
post  a  deficit  of  about  $20  billion  in  De- 
cember, compared  with  $14.8  billion  last 
December.  The  high  costs  of  Desert 
Shield,  along  with  increasing  interest 
payments  and  the  thrift  bailout,  are 
pushing  up  outlays.  Meanwhile,  the  sag- 
ging economy  is  holding  back  tax  re- 
ceipts, especially  from  the  corporate  sec- 
tor. The  expected  December  shortfall 
would  mean  that  the  U.  S.  government 
racked  up  a  deficit  of  almost  $100  billion 
in  just  the  fir.st  quarter  of  fiscal  1991, 
which  began  in  October.  And  the  num- 
bers are  sure  to  worsen  as  the  recession 
cuts  further  into  tax  payments  as  it  also 


raises  demands  on  entitlement  pro- 
grams. That  means  the  1991  deficit  could 
exceed  $300  billion. 

INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  Jan.  2^,  8:30  a.m. 
New  filings  for  state  unemployment-in- 
surance benefits  likely  increased  to  an 
annual  rate  of  more  than  500,000  for  the 
week  ended  Jan.  12.  Claims  at  the  end  of 
December  stood  at  472,000  because  of 
state  office  closings  for  Christmas.  But 
in  January,  filings  should  jump  higher 
as  the  recession  deepens. 

GROSS  NATIONAL  PRODUCT  

Friday,  Jan.  25,  8:30  a.m. 
Real  gross  national  product  likely  de- 
clined at  an  annual  rate  of  about  3.3%  in 


the  fourth  quarter,  according  to  a  sur- 
vey of  economists  done  by  MMS  Interna- 
tional, a  division  of  McGraw-Hill  Inc. 
Real  GNP  rose  a  meager  1.4%  in  the  third 
period.  Declines  in  consumer  spending 
and  business  investment  caused  much  of 
last  quarter's  decline.  Inventory  accumu- 
lation, improving  net  exports,  and  rising 
government  spending  may  have  offset 
some  of  the  weakness  in  consumer  and 
business  demand.  But  the  expected  de- 
crease in  fourth-quarter  GNP  means  that 
the  National  Bureau  of  Economic  Re- 
search will  soon  formally  declare  that 
the  U.  S.  economy  is  in  recession.  The 
MMS  consensus  also  expects  that  the  ON? 
price  deflator  increased  at  a  4.5'?'  annual 
rate  last  quarter,  up  from  the  3.7%  rate 
of  the  third  quarter. 
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She  loves  her  work  so  much, 
she'll  even  do  yours. 


For  twenty  years,  Helga  has  provided  special 
services  in  our  Senator  Lounge.  So  she's  had 
some  pretty  remarkable  requests  in  her  time. 
Once  she  even  translated,  typed  and  faxed  for  a 
passenger  You  could  say  going  out  of  her  way  is 
just  business  as  usual.  But  she  has  a  drive  to  do 
the  best  job  she  can.  Even  if  it  may  mean  doing 
yours.  You  feel  that  drive  in  everybody  who  works 
for  Lufthansa.  Whether  it's  your  first  time  flying 
with  us  or  your  fiftieth.  We  like  to  think  of  that 
drive  as  a  passion.  A  passion  for  perfection  that 
ensures  you  the  best  flying  experience  possible. 


A  passion  for  perfection? 


Lufthansa 


Lullhansa  is  a  parlicipani  in  the  mileage  programs  of  United,  Delta, 
USAir  and  Continental/Eastern  See  your  Travel  Agent  lor  details 


VftJ^  IMyH  Wk  As  bombs  burst  over  Baghdad,  the  big 
I  HE  WW^Vlm  question  became,  how  long?  26 
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Since  it  became  clear  that  neitl  iiii 
George  Bush  nor  Iraqi  leader  S 
dam  Hussein  would  blink,  the  o 
question  remaining  was:  When?  1  i 
answer  came  as  startled  Iraqis  w 
jolted  awake  in  the  early-morn 
hours  of  Jan.  17.  Suddenly,  irrevocably,  the  sky  c  i 
Baghdad  erupted,  and  the  crowds  racing  for  air-r  it 
shelters  knew  that  the  fateful  reckoning  their  leai 
had  spoken  of  was  at  hand. 
The  Iraqi  capital,  a  teeming  city  of  4  million  ringed 
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imunications  centers,  air  bases,  and  an  oil  refinery, 
;  not  the  first  Iraqi  site  to  feel  the  shattering  force 
var.  According  to  U.  S.  military  officials  in  Riyadh, 
!d  aircraft  launched  a  wide-ranging  assault  on  Iraq 
on  occupied  Kuwait  at  12:50  a.m.  local  time,  when 
^es  of  fighter-bombers  took  off  from  bases  in  central 
di  Arabia  to  bomb  strategic  targets  in  the  Kuwaiti 
9rt  and  deep  inside  Iraq. 

.t  that  moment.  President  Bush's  vow  to  confront 
dam  "sooner  rather  than  later"  was  fulfilled,  and 
'ration  Desert  Shield,  which  began  five  months  ago 


as  a  mission  to  protect  vital  Saudi  oil  fields,  was  trans- 
formed into  Operation  Desert  Storm,  a  massive  effort  to 
crush  Iraq's  military  machine  and  sap  its  will  to  fight. 
The  allied  coalition  had  "no  choice  but  to  drive  Saddam 
from  Kuwait  by  force,"  Bush  told  the  nation  in  a  tele- 
vised address.  "We  will  not  fail." 

While  the  aerial  barrage  pounded  Iraqi  nuclear,  chem- 
ical, and  military  installations,  there  was  no  immediate 
decision  to  send  American  forces  into  a  major  ground 
assault.  Just  hours  before  the  gulf  war  erupted,  a  visi- 
tor found  that  the  infantrymen  who  call  themselves 


OVER  STORY 
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"snuffies,"  a  fatalistic  handle  for  those 
most  likely  to  die  in  battle,  were  ready 
for  the  worst.  "We've  taught  the  men 
what  battle  is  like,"  said  Marine  Captain 
Adrian  Burke.  "It  hits  every  sense.  You 
see  it,  you  hear  it,  you  smell  it.  Probably 
the  worst  is  smelling  it." 

Shortly  after  the  news  broke,  U.  S.  al- 
lies pledged  their  full  support.  German 
Chancellor  Helmut  Kohl  noted:  "All  ef- 
forts to  solve  the  conflict  peacefully 
were  unsuccessful."  Nonetheless,  a  pall 
of  uncertainty  persisted.  Could  a  hastily 
cobbled-together  Western  and  Arab  co- 
alition, which  includes  425,000  U.  S. 
troops,  easily  defeat  Iraq's  battle-har- 
dened forces?  Could  air  power  accom- 
plish what  it  had  never  done  before, 
bombing  an  adversary  into  submission 
without  the  need  to  resort  to  a  bloody 


ground  assault?  Would  a  war  unprece- 
dented in  its  intensity  and  lethal  technol- 
ogy take  five  days  or  five  months? 
Would  it  quickly  turn  into  an  Arab-Is- 
raeli conflict,  as  Saddam  has  vowed, 
thereby  shattering  U.  S.-Arab  unity? 
How  credible  was  Iraq's  threat  to  use 
terrorism  to  bring  the  war  home  to 
Western  civilians?  And  just  what  would 
constitute  "victory"  for  either  side? 

Those  are  just  the  military  questions. 
Observes  Rashid  Khalidi,  a  University  of 
Chicago  historian:  "The  Middle  East  will 
never  be  the  same." 

For  whether  or  not  George  Bush  ever 
intended  his  "line  in  the  sand"  to  redraw 
the  Mideast  map,  the  war  will  dramati- 
cally alter  the  balance  of  power  in  the 
region  (page  39).  Its  outcome  will  define 
whether  the  U.  S.  is  heading  into  a  new 


era  of  collective  security  or  a  world  in 
which  the  U.  S.  plays  its  familiar  role  as 
the  Lone  Ranger,  acting  mainly  in  its 
own  righteousness  to  keep  order  among 
despots  around  the  world. 

The  principle  that  led  Bush  to  commit 
U.  S.  forces  to  the  desert  is  now  being 
tested  in  the  crucible  of  war  (page  38). 
The  President  has  decided  that  neither 
Iraq's  aggression  nor  its  choke  hold  on 
oil — the  price  of  which  immediately 
spiked  $4,  to  about  $36  a  barrel,  in  fu- 
tures trading — can  be  allowed  to  stand. 
For  Saddam  Hussein,  destiny  is  at  hand. 
He  shattered  any  pretense  of  Arab  soli- 
darity by  invading  Kuwait,  his  backer  in 
Baghdad's  eight-year  war  with  Iran. 
Now  he  has  exploded  the  conventional 
wisdom  that  he  is  above  all  a  cunning 
survivor  not  quite  ready  for  martyrdom. 


TRIAL  BY  FIRE  FOR  AMERICA'S 
HIGH-TECH  ARSENAL 

The  Reagan-em  defense  buildup,  despite  its  admitted  extrava- 
gance, has  given  U.  S.  forces  an  awesome  array  of  weapons  to 
hurl  at  Iraq.  From  1981  to  1990,  the  U.  S.  spent  more  than  $2.5 
trillion  on  defense,  almost  $800  billion  on  hardware.  Yet  most  of 
it  hasn 't  been  tested  in  war.  business  weeks  Pentagon  correspon- 
dent, Russell  Mitchell,  looks  at  weapons  the  U.  S.  is  counting  on 


■  NIGHT-VISIOH  SYSTEMS 

Soldiers  and  pilots  are  equipped 
with  various  vision  systems — made 
by  several  contractors — that  use 
infrared  technology.  The  aim?  To 
help  see  in  the  dark.  Infrared 
goggles  have  performed  well  in 
NATO  peacetime  maneuvers,  but 
the  desert  terrain  lacks  the  clear 
landmarks  of  German  forests. 
Soldiers  may  have  trouble 
distinguishmg  between  sand  dunes 
and  the  sky.  On  the  other  hand,  the 
Iraqis  lack  any  night-vision  aids 


■  M-1  ABRAMS 
MAIN  BATTLE  TANK 

ARMY 

Prime  contractor:  General  Dynamics 

Price:  $4.4  million  each 

Total  program  cost:  $20.4  billion 

The  worki's  most  sophisticated 
tank,  but  it's  never  been  battle-test- 
ed. Ability  to  withstand  direct  hits, 
operate  in  sand-choked  environ- 
ment still  open  to  question.  Its  tur- 
bine engine  guzzles  fuel,  so 
smooth-running  supply  lines  are  es- 
sential to  back  up  any  attack.  The 
Soviet-made  Iraq  tanks  are  less  ca- 
pable— but  anayed  in  vast  numbers 


■  HARM  AIR-TO-GROUND 
ANTIRADAR  MISSILE 

AIR  FORCE 

Prime  contractor:  Texas  Instruments 
Price:  $260,000  per  system 
Total  program  cost:  $7. 1  billion 

The  HARM  missik-  locks  in  on  an 
enemy  radar  signal  and  follows  the 
beam  to  the  target.  One  problem  is 


that  the  HARM  can  be  fooled  by 
electronic  countermeasures.  The 
big  question  is  how  adept  Iraq  is  at 
using  such  electronic  trickery 


■  TOMAHAWK  SEA-LAUNCHED 
CRUISE  MISSILE 

NAVY 

Prime  contractor:  General  Dynamics 
Price:  $1 .35  million  per  system 
Total  program  cost:  $9.8  billion 

The  Tomahawk  was  designed  t( 
carry  nuclear  warheads  to  the  S' 
et  Union,  but  the  conventional  v| 
head  packs  a  wallop.  Launched 
from  ships  in  the  gulf  or  the  Red 
Sea,  Tomaliawks  should  be  able' 
knock  out  SCUD  launch  sites  ar| 
other  key  targets  within  Iraq  wi 
out  endangering  U.  S.  pilots 
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By  stumblinf?  into  a  war  ajiaiiisl  a  far 
superior  force,  Saddam  badly  misplayed 
the  diplomatic  equivalent  of  a  full  house. 
A  partial  withdrawal  from  Kuwait  might 
have  split  the  Western  alliance  and  kept 
Bush's  hands  tied  for  crucial  months. 
Saddam  failed  to  convince  most  Arab 
nations  that  his  real  goal  in  attacking 
Kuwait  was  justice  for  Palestinians.  But 
by  opting  for  war,  the  Iraqi  leader  gam- 
bled that  a  noble  showing  against  West- 
ern invaders  would  elevate  his  stature  in 
the  region  and  make  him  a  latter-day 
counterpart  of  nationalist  hero  Gamal 
Abdel  Nasser. 

But  Iraq's  million-man  army  presents 
the  West  with  more  than  military  risks. 
A  war  between  U.  S.-led  infidels  and 
true  believers  would  plunge  Washington 
into  a  Middle  East  sandpit  that  could 
consume  not  only  Bush's  Presidency  but 
also  U.  S.  security  interests  for  decades. 


Says  former  Defense  Secretary  Harold 
Brown:  "Saddam  Hussein  may  have  con- 
cluded that  he  can  win  a  victory  not  as 
an  aggressor,  but  as  a  victim." 
•NIGHTMARE  SCENARIO.'  Why  did  Bush 
move  now?  The  President  believed  that 
he  only  had  a  few  days  to  act  or  risk  the 
collapse  of  his  tenuous  coalition.  If  Bush 
wavered,  he  would  be  confronted  with 
searing  questions  about  his  resolve,  un- 
helpful peace  overtures,  and  deepening 
social  divisions  at  home.  And  Bush  chose 
to  preempt  what  Administration  officials 
called  the  "nightmare  scenario" — a  sym- 
bolic Iraqi  troop  withdrawal  soon  after 
the  United  Nations'  Jan.  15  deadline 
passed.  Such  a  maneuver  might  have 
shattered  the  alliance  and  preserved 
Saddam's  claim  to  have  faced  down  the 
Western  powers. 

Although  reports  from  the  front  were 
sketchy,  the  President  appears  to  have 


made  good  on  another  of  his  promises  to 
Saddam.  The  air  offensive  launched 
against  Iraq  was  massive.  The  Pentagon 
reported  that  U.  S.,  British,  Kuwaiti,  and 
Saudi  warplanes  made  "hundreds"  of 
sorties.  The  U.  S.  may  also  have 
launched  cruise  missiles  into  the  skies 
against  Iraqi  air  defenses.  The  Pentagon 
claimed  that  no  Iraqi  warplanes  took  to 
the  air  to  challenge  the  allied  assault. 
Neither  did  Iraq  immediately  launch  a 
counterattack  on  Israel,  which  Iraq  had 
warned  would  be  its  first  target  in  a 
war. 

Now  that  the  Pentagon  has  opened 
phase  one  of  the  operation,  some  key 
tests  of  U.  S.  military  strategy  loom. 
U.  S.  war  planners  are  counting  on  inten- 
sive bombing  and  missile  attacks  to 
knock  out  the  Iraqi  air  force,  missile 
sites,  and  command-and-control  facilities. 
In  the  most  upbeat  Pentagon  scenario. 


■  AH-64  APACHE  ATTACK 
HELICOPTER  ARMY 
Prime  contractor:  McDonnell  Douglas 
Price:  $11.7  million  each 
Total  program  cost:  $1 1 .8  billion 

Antitank  gunship  bristling  with  can- 
nons, rockets,  and  laser-guided  mis- 
siles. Failure  rate  in  combat  uncer- 
tain. Composite-material  rotors 
degrade  in  sandstorms;  soldiers 
wrap  the  blades  when  not  in  use 


M-2  BRADLEY  FIGHTING 
VEHICLE  ARMY 
Prime  contractor:  FMC 
Price:  $1.17  million  each 
Total  program  cost:  $12.6  billion 

This  tracked  vehicle  supports  the 
infanti'y  with  a  25mm  automatic 
cannon  and  several  smaller  guns. 
Desert  troops  may  want  something 
heavier  than  its  aluminum  skin 
when  artillery  shells  start  falling 


■  F-117A  STEALTH  FIGHTER 

AIR  FORCE 

Prime  contractor:  Lockheed 
Price:  $118.64  million  each* 
Total  program  cost:  $7  billion* 

Fighter  is  a  misnomer — the  top-se- 
cret F-117A  is  really  a  medium- 
range  bomber.  The  Air  Force  gave 
up  some  maneuverability  to  get  the 
radar-evading  qualities  that  make 
the  F-117A  likely  to  lead  an  air  at- 
tack. Two  F-117As  were  used  in 
F'anama  but  played  only  a  minor 
role.  Flying  against  Soviet-made 
Iraqi  radar  will  provide  the  first  real 
test  of  Stealth  technology 


/ 


■  PHOENIX  AIR-TO-AIR  MISSILE 

NAVY 

Prime  contractor:  Hughes  Aircraft 
Price:  $770,000  per  launch  system 
Total  program  cost:  $3. 1  billion 

The  key  weapon  on  the  F-14  fighter 
jet  to  defend  against  enemy  aircraft 
and  missiles.  Iraq  faced  the  Phoenix 
in  the  Iran-Iraq  war;  the  Shah 
bought  lots  of  them  before  his  over- 
throw in  1979.  Major  upgrade  in 
mid-1980s  should  increase  its  abili- 
ty to  penetrate  electronic  defenses 


*Rough  estimates;  actual  costs 
are  classified 
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the  air  war  could  force  a  swift  capitula- 
tion by  Saddam  and  prevent  massive 
U.  S.  casualties  likely  to  be  suffered  in  a 
ground  assault  on  550,000  dug-in  Iraqi 
troops. 

But  even  some  Pentagon  planners 
doubt  that  massive  air})0wer  will  be  able 
to  deliver  the  quick,  devastating  blow 
that  Bush  has  promised.  And  when  the 
pictures  start  coming  back  showing  the 
grisly  agonies  of  war,  the  risk  is  that 
repeated  bombings  will  sicken  Ameri- 
cans who  have  no  quarrel  with  the  Iraqi 
people,  only  with  their 
leader.  "You  can't  use 
air  power  accurately, 
it's  a  blunderbuss," 
says  Mideast  expert 
Khalidi.  "There  will  be 
great  revulsion  over  the 
damage  done  to  Iraqi  ci- 
vilians." 

Now  that  the  war  has 
moved  from  the  j)lan- 
ning  stage  to  actual 
combat,  the  depth  of 
Arab  support  for  the  co- 
alition will  receive  a 
stern  test.  U.  S.  officials 
concede  that,  all  along, 
Egypt  banked  on  a 
brief  war  that  won't  re- 
quire its  30,000  troops 
to  fight.  And  on  the  eve 
of  conflict,  Syria  balked 
at  committing  its  20,000 
troops  to  battle,  even 
though  the  U.  S. 
thought  it  had  sealed 
Syrian  support  by  looking  the  other 
way  as  Damascus  solidified  its 
hold  on  Lebanon  in  December. 
NEW  DILEMMAS.  Success  in  the 
field  will  not  end  the  second-order 
problems  triggered  by  U.  S.  inter- 
vention. The  Administration  seems 
to  have  seriously  underestimated 
the  difficulty  of  using  war  to  shape 
a  new  power  balance  in  the  Mideast. 
Brutal  as  he  is,  Saddam  has  for  most 
of  his  secular  reign  stood  as  the  Arab 
bulwark  against  the  Islamic  extremism 
of  Iran  as  well  as  calculating  regional 
designs  of  Syria.  War  may  put  the  U.  S. 
in  the  impossible  position  of  seeking  to 
destroy  Iraq's  military  might — but  not 
to  the  extent  that  defeat  would  open  a 
power  vacuum  that  Syria  and  Iran  might 
move  to  fill.  Admits  one  Administration 
Mideast  specialist:  "No  one  has  really 
thought  through  our  objectives  for  a 
post-crisis  Iraq." 

But  a  surviving  Iraqi  military  would 
pose  another  set  of  dilemmas.  It  might 
require  the  U.  S.  to  maintain  a  presence 
in  the  region  that  would  inflame  funda- 
mentalist passions  against  the  West.  "It 
is  difficult  to  conceive  of  a  Middle  East 


as  a  stable  region  where  Americans  will 
be  safe,"  warns  Senate  Armed  Services 
Committee  Chairman  Sam  Nunn  (D  Ga.). 

Saddam,  if  he  survives  the  war,  may 
be  chastened  but  no  less  menacing  to 
U.  S.  interests.  Containing  a  post-war 
Iraq  could  sorely  test  Washington's  will 
and  diplomatic  {)rowess.  For  example, 
the  Administration  is  deeply  divided  on  a 
strategy  to  choke  off  future  Iraqi  ef- 
forts to  build  nuclear  weapons.  In  De- 
cember, some  officials  pushed  for  a  for- 
mal   U.  N.    resolution    to  pressure 


countries  to  crack  down  on  the  shipment 
of  nuclear  weapons  materials  to  Iraq. 
But  the  Administration  has  backed  off 
that  approach,  in  part  because  interna- 
tional sanctions  would  invite  similar  calls 
for  restraining  sales  to  Israel. 

The  President  is  banking  that  Sad- 
dam's speedy  defeat  will  affirm  the  rule 
of  law  as  a  cornerstone  of  a  new  world 
order.  Future  Third  World  tyrants,  with 
easy  access  to  missile  and  nuclear  tech- 
nology, won't  dare  follow  Saddam's 
path.  And  in  arranging  a  broad  coalition 


to  stop  Saddam,  the  President  has  al- 
ready reinvigorated  the  United  Nations 
and  established  precedents  for  interna- 
tional consultation  and  cooperation. 

For  the  Pentagon,  the  confrontation 
with  Iraq  has  already  had  a  decisive  ef- 
fect: It  has  stanched  the  downhill  slide 
of  defense  budgets  triggered  by  the  col- 
lapse of  the  Soviet  military  threat. 
Based  on  the  Pentagon's  1990  budget 
projections,  U.  S.  forces  would  have  been 
hard-pressed  to  mount  a  Desert  Storm- 
sized  operation  by  1994.  But  to  win  big- 
ger budgets  in  the  fu- 
ture, the  armed  services 
must  prove  with  Opera- 
tion Desert  Storm  that 
the  nearly  $800  billion 
spent  in  the  Reagan-era 
defense  buildup  has 
been  worth  it  (page  28). 
ACID  TEST.  The  war  in 
the  Persian  Gulf  may 
also  cast  a  long  shadow 
over  American  society. 
Once  it's  over,  and  the 
cost  in  human  life  has 
been  tallied,  no  one 
knows  how  much  appe- 
tite Americans  will  have 
for  further  big-stick  in- 
tervention. The  result 
could  be  a  burst  of  iso- 
lationism not  seen  in 
the  U.  S.  since  the  days 
before  World  War  II. 
The  niggardliness  of  al- 
lies such  as  Japan  and 
Germany  to  back  an  ef- 
fort may  make  Desert  Storm  the 
last  gasp  of  the  U.  S.  as  the  global 
cop.  "After  this  experience  Con- 
gress and  the  American  people 
will  insist  that  we  don't  have  such 
disproportionate  American  involve- 
ment in  any  foreign  operation,"  ob- 
serves former  State  Dept.  official 
Helmut  Sonnenfeldt. 
Now,  with  bombs  and  bullets  fly- 
ing in  the  Middle  East,  such  theoreti- 
cal concerns  seem  oddly  distant.  For 
George  Bush,  the  acid  test  of  his  Presi- 
dency has  begun.  As  he  told  the  nation: 
"Tonight,  the  battle  has  been  joined." 
And  for  all  the  "snuffies,"  the  soldiers 
out  on  the  front  lines,  who  never  really 
cared  whether  America's  desert  adven- 
ture was  rooted  in  realpolitik  or  such 
lofty  concepts  as  the  call  for  a  new 
world  order,  all  questions  have  been  si- 
lenced by  a  much  simpler  matter:  surviv- 
ing the  war. 

By  Bill  Javettki  in  Washington,  ivith 
John  Rossant  in  Riyadh,  S.  Lynne  Walker 
in  Dhahran,  Gail  Schares  in  Bonn,  Stanley 
Reed  in  New  York,  and  Douglas  Harbrecht, 
Paula  Dwyer,  and  Amy  Boms  in 
Washington 
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FOR  RIYADH,  A  FORCED  MARCH  IHTO  THE  REAL  WORLD 


Flying  into  the 
desert  expanses 
of  Saudi  Arabia 
from  elsewhere  in 
the  Mideast  used 
to  bring  a  com- 
forting sense  of 
quiet  relief.  The 
world  beyond  Saudi  borders  was  unset- 
tled and  fearsome,  from  the  unspeak- 
able bloodshed  of  Beirut  and  the  in- 
transigence of  the  Israelis  to  the 
poverty  of  Egypt  and  the  chaos  of 
Iran.  But  inside  was  a  country  that  had 
never  known  war,  a  land  of  great 
wealth  and  vast  undertakings.  True, 
there  were  no  public  de- 
bates, no  cinemas,  no 
nightclubs,  and  no  alco- 
hol in  this  Islamic  mon- 
archy. But  neither  was 
there  violence.  Just  the 
way  the  careful,  conser- 
vative Saudis  liked  it. 

Now  it's  all  changed. 
Millions  of  Saudi  men 
and  women  are  realiz- 
ing that  the  dangerous 
world  can  no  longer  be 
kept  at  bay.  Many  Sau- 
dis in  Riyadh  see  the 
failure  of  U.  S. -Iraqi 
talks  in  Geneva  as  the 
grim  turning  point. 
That,  say  several  Sau- 
dis, was  the  moment 
they  knew  the  clash 
would  ultimately  come. 
As  one  Saudi  official  in 
Riyadh  explains  it:  "Up 
until  the  moment  James  Baker  walked 
out  of  the  meeting  with  Tariq  Aziz  in 
Switzerland,  no  one  believed  we'd  actu- 
ally be  at  war." 

SUNDRIES  OF  FEAR.  Walking  down  Air- 
port Road  in  the  city  center,  I  can  see 
the  change  for  myself.  Gleaming  fast- 
food  outlets  and  marble-clad  govern- 
ment buildings  create  the  look  of  a 
street  in  an  up-to-date  U.  S.  city.  Then 
a  convoy  of  camouflaged  armored  per- 
sonnel carriers  appears,  rumbling 
down  the  wide  avenue,  each  with  a 
manned  antitank  machine  gun  pointing 
straight  ahead.  In  that  instant,  the 
cityscape  ceases  to  evoke  Houston.  It 
seems  more  like  Beirut.  Looking  clos- 
er, I  see  that  key  government  installa- 
tions have  sandbagged  machine  gun 
emplacements  and  concrete  blocks  at 
their  entrances. 

The  nearby  SACO  hardware  store  is 
thronged  with  a  crowd  of  insistent  Sau- 
dis shopping  for  the  sundries  of  fear: 


batteries,  fire  extinguishers,  Coleman 
halogen  spotlights,  and  boxes  of  tape 
for  crisscrossing  on  windows  to  pre- 
vent shattering  glass.  One  superhot 
item:  U.  S.-made  plastic  weatherstrip- 
ping,  which  may  offer  some  protection 
against  chemical  attack  if  the  Iraqis  hit 
Riyadh  with  their  upgraded,  Soviet- 
made  SCUD  missiles.  "Weatherstripping 
is  our  biggest  seller,"  says  Romeo 
Pagba,  a  Filipino  salesman  who  would 
like  to  flee  the  country  but  says  he 
needs  the  income  to  send  back  home. 

The  sense  that  the  kingdom  is  no 
longer  inviolate  runs  deeper  still.  The 
arrival  of  oil  wealth — a  torrent  since 


The  sense  that  the  Saudi 

kingdom  is  no  longer 
inviolate  runs  deep,  as  war 
jitters  disrupt  everyday  life 


the  1970s — made  it  easy  to  leave  wars 
and  hardship  to  others.  Despite  billions 
spent  on  sophisticated  weapons  sys- 
tems at  home,  the  Saudis  did  little  to 
expand  their  own  armed  forces.  In- 
stead, they  preferred  to  attempt  to  buy 
the  friendship  of  stronger  neighbors. 
Riyadh  was  Saddam  Hussein's  biggest 
benefactor  during  Iraq's  eight-year 
war  with  Iran.  Besides,  the  ruling  Al- 
Saud  family  figured,  a  large  military 
would  be  a  threat  to  their  ability  to 
maintain  sway  over  the  nation.  But 
now,  the  peaceable  kingdom  has  no 


choice  but  to  build  itself  a  large  stand- 
ing army. 

Against  this  background,  Saudi  soci- 
ety is  beginning  to  polarize  in  troubling 
ways.  Liberal  Saudis,  many  educated 
at  American  universities,  find  them- 
selves ill  at  ease  with  the  increasingly 
strident  Islamic  fundamentalism  per- 
meating all  levels  of  society.  And  un- 
like the  case  in  many  other  cultures, 
it's  the  young,  now  largely  educated  in 
new  universities  at  home,  who  are  of- 
ten the  most  intolerant  and  conserva- 
tive. One  young  Saudi  woman  who 
took  part  in  a  peaceful  demonstration 
in  Riyadh  last  November  to  protest  a 
long-standing  ban  on 
women  drivers  expect- 
ed to  be  hailed  as  a 
hero  by  her  fellow  stu- 
dents at  the  King  Saud 
University.  Instead,  she 
says,  she  was  ostra- 
cized. 

VITAL  SIGNS.  Yet  as  a 

Westerner,  I  can't  help 
but  see  Saudi  Arabia's 
more  open  conflicts  as 
signs  of  health.  The 
gulf  crisis '  has  enliv- 
ened the  once  docile 
and  heavily  censored 
Saudi  press  in  ways  un- 
imaginable not  very 
long  ago.  Ten  years 
ago,  when  I  first  visit- 
ed, private  political  de- 
bate among  Saudis  was 
rare,  and  in  front  of 
foreigners  it  was  alto- 
gether unheard  of.  Now  I  find  myself 
amid  rough-and-tumble  arguments 
among  the  Saudis  about  the  sort  of 
future  they  would  like  to  see  for  their 
country. 

Whatever  the  outcome  of  the  war, 
Saudi  Arabia's  calm  has  been  shat- 
tered. In  the  days  before  the  Jan.  16 
outbreak  of  hostilities,  the  government 
began  a  mass  distribution  of  gas 
masks.  At  a  somber  dinner  party  in 
Riyadh,  a  television  in  the  corner 
beams  a  civil-defense  demonstration  of 
how  to  remove  mustard  gas  from  one's 
skin.  A  dining  companion  complains 
that  her  Yugoslavian-made  gas  mask 
has  only  a  Serbo-Croatian  instruction 
manual.  "Things  are  really  not  going 
to  be  the  same,"  says  a  middle-aged 
Saudi  at  the  table.  For  better  or  worse, 
the  harsh  and  uncertain  realities  of  the 
modern  Mideast  have  at  last  invaded 
Saudi  Arabia. 

By  John  Rossant  in  Riyadh 


:OVER  STORY 


BUSINESS  WEEK/JANUARY  28,  1991  31 


SPECIAL  REPORT  I 


THE  TOLL  THAT  WAR 

COULD  TAKE  ON  THE  ECONOMY 


Defense  outlays  from  a  prolonged  conflict  won't  offset  the  drag  of  oil  jitters  and  deferred  orders 


Now  that  there's 
war  in  the  Persian 
Gulf,  let  it  be  a 
quick  one. 

In  boardrooms,  in 
office  corridors,  and 
on  trading  floors, 
as  hope  for  a  nego- 
tiated settlement  gave  way  to  the  cer- 
tainty that  fighting  would  begin,  the  de- 
sire for  a  speedy  resolution  to  the  crisis 
dominated.  And  not  merely  to  limit 
bloodshed:  A  prolonged  confrontation 
between  the  U.  S.-led  alliance  and  Iraq, 
many  believe,  would  only  further  dam- 
age an  already  fragile  U.  S.  economy 
and  jittery  financial  markets.  "If  the 
war  drags  on,  there'll  be  a  loss  of  self- 
confidence  and  a  growth  in  uncertainty," 
warns  Neal  M.  Soss,  chief  economist  at 
First  Boston  Corp.  "That'll  hammer  in- 
vestment, housing  starts,  and  orders  for 
capital  equipment." 

Nor  would  trouble  stop  at  U.  S. 
shores.  European  and  Asian  economies 
would  be  rattled  by  the  higher  oil  prices 
and  volatile  markets  that  are  likely  to 
accompany  drawn-out  hostilities.  "A  pro- 
tracted conflict  will  bring  Europe  right 
into  recession,"  says  Eric  Taze-Bernard, 
senior  economist  at  Banque  Indosuez  in 
Paris.  Britain  is  already  in  recession,  and 
Continental  economies  are  weakening. 
FRAYED  NERVES.  War,  the  textbooks 
teach,  has  a  positive  economic  side  ef- 
fect. One  Sidewinder  missile  alone  costs 
the  Pentagon  about  $50,000,  and  fighter 
pilots  won't  land  with  the  missiles  still 
attached  to  their  jets.  Thus,  even  unused 
Sidewinders  are  jettisoned  before  land- 
ing. The  cost  of  weapons  such  as  these 
adds  up  in  a  hurry,  and  as  spending  for 
ordnance  and  equipment  zooms,  military 
contractors  hire  more  workers,  and 
workers  spend  more  income.  It  hap- 
pened in  World  War  II,  and  it  happened 
in  Vietnam:  Defense  dollars  pumped  up 
the  U.  S.  economy. 

But  today,  many  economists  are  con- 
vinced that  if  war  in  the  gulf  lasts  more 
than  a  month  or  so,  worries  over  oil 
supplies  and  the  Mideast  balance  of  pow- 
er will  create  a  strong  downward  pull  on 
the  economy  that  will  not  soon  be  offset 
by  the  stimulus  of  increasing  defense 


outlays.  As  Soss  puts  it:  "There  won't  be 
much  willingness  to  take  risks  when  the 
future  is  so  unknowable." 

Uncertainty  and  semiparalysis  were 
already  setting  in  before  the  Jan.  16  at- 
tack by  U.  S.-led  forces  against  Iraq. 
Around  the  globe,  nerves  were  fraying 
as  people  braced  for  war. 
Corporate  treasurers  in  the 
U.  S.,  already  spooked  by 
problems  in  the  banking  sys- 
tem, were  double-  and  triple- 
checking  the  creditworth- 
iness of  the  banks  where 
they  keep  funds  on  deposit. 
Meanwhile,  investors  were 
shifting  assets  into  the  safe- 
ty of  U.  S.  Treasuries,  driv- 
ing yields  on  three-month 
bills  down  to  6.23%  from  7% 
a  month  ago.  French  con- 
sumers stampeded  super- 
markets, especially  in  the 
south  of  France,  following  a 
retired  general's  absurd  pro- 
nouncement on  television 
that  Iraqi  missiles  could 
reach  Nice.  And  in  Japan,  in- 
vestors started  dumping 
stocks  on  the  morning  of 
Jan.  16,  pushing  the  Nikkei 
average  down  771  points  on 
the  day,  or  3%. 

The  most  visible  pullback 
was  in  travel  to  and  from 
the  Mideast.  U.  S.  business- 
es advised  their  employees 
to  curtail  travel  to  the  re- 
gion, and  Pan  American 
World  Airways  Inc.,  Trans 
World  Airlines  Inc.,  as  well 
as  several  foreign  carriers 
canceled  service  to  such  cit- 
ies as  Tel  Aviv,  Cairo,  Ath- 
ens, Istanbul,  and  Karachi. 

Other  than  restricting 
travel  and  reviewing  antiter- 
rorist  measures,  most  execu 
fives  admitted  that  they 
were  at  a  loss  as  to  how  to 
proceed  at  this  point.  "We 
don't  have  any  real  idea 
what  would  happen  to  our 
business"  in  the  event  of 
war,  said  Allan  D.  Gilmour, 


president  of  Ford  Motor  Co.'s  Automo- 
tive Group,  just  before  the  clash  began. 
"We  are  going  to  have  to  manage  the 
Mideast  situation  on  a  very,  very  short- 
term  basis." 

A  speedy  resolution  would  vaporize 
the  uncertainty  that  hangs  in  the  air  and 


THREE  OUTCOMES  FOR 
THE  U.S.  ECONOMY 

QUICK  WAR 


UNEMPIOYMENT 
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allow  businesses  and  consumers  to  get 
on  with  things.  Assuming  that  U.  S. 
armed  forces  prevail  with  little  or  no 
damage  to  oil  production  and  distribu- 
tion facilities  in  the  region,  consumer 
and  business  confidence  would  start  ris- 
ing, oil  prices  would  drop  back,  and  long- 
term  interest  rates  would  decline. 

"Although  no  set  of  events  in  the  gulf 
could  forestall  another  decline  in  real 
gross  national  product  during  the  cur- 
rent quarter,  a  short  conflict  in  the  gulf 
. .  .  would  set  the  stage  for  a  rebound  in 
economic  activity  by  this  summer,"  says 
an  economic  report  from  Regional  Finan- 
cial Associates  in  West  Chester,  Pa. 
Economists  at  DRl/ McGraw-Hill  go  a 
good  deal  further.  In  their  optimistic  sce- 
nario, the  economy  would  squeak  by 
with  growth  in  the  first  quarter  of  0.5% 
at  an  annual  rate,  climbing  to  an  annual 
rate  of  5.5%  by  the  final  quarter  of  1991 


(charts).  Cheaper  credit  and  a  sharp  re- 
covery in  confidence  would  provide  a 
powerful  kick  to  the  economy,  according 
to  this  analysis. 

More  prolonged  hostilities  would  pro- 
duce a  very  different  outcome.  Consum- 
er confidence,  which  by  the  Conference 
Board's  measure  fell  40%  from  last  July 
to  December,  would  remain  poor  or 
worsen.  Oil  prices  would  spike  and  be- 
come more  volatile.  And  an  uncertainty 
premium  would  be  built  into  long-term 
rates,  deterring  investment.  Even  if  the 
Federal  Reserve  Board  were  to  ease  ag- 
gressively, the  impact  likely  would  be 
felt  only  in  short-term  rates.  That 
wouldn't  provide  the  lift  the  economy 
would  need.  "If  consumer  psychology  is 
deteriorating,  lower  short-term  rates 
won't  be  stimulative  at  all,"  says  Wil- 
liam V.  Sullivan  Jr.,  an  economist  at 
Dean  Witter  Reynolds  Inc. 


Many  businesses  already  are  cringing 
at  the  thought  of  an  extended  confronta- 
tion. Detroit  executives,  who  have  hun- 
kered down  and  slashed  output,  nonethe- 
less have  been  determined  to  protect 
their  new-product  programs.  Still,  if  the 
pessimistic  scenario  unfolds,  they'll  have 
to  scramble.  In  this  war,  "dealer  and 
customer  orders  will  fall  very  fast,"  pre- 
dicts Philip  E.  Benton  Jr.,  Ford's  presi- 
dent. And  a  prolonged  conflict  that 
keeps  sales  volume  down  would  mean 
"we  cut  everything." 

Capital  investment  has  already  begun 
to  slow,  and  economists  at  DRI  had  been 
figuring  it  would  be  off  this  year  by 
nearly  in  real  terms.  A  long  war 
could  result  in  a  far  sharper  contraction. 
Those  companies  planning  to  spend  were 
already  postponing  orders  in  early  Janu- 
ary. Oil-field  services  company  Dresser 
Industries  Inc.  in  Dallas  reports  that 
"hundreds  of  millions"  of  dollars 
worth  of  orders  have  been  de- 
ferred, says  spokesman  Herbert 
M.  Ryan. 

DISAPPOINTED.  The  conflict  is 
certain  to  worsen  the  woes  of 
companies  and  regions  already  in 
trouble.  New  England  business- 
es are  using  the  gulf  crisis  as 
one  of  many  reasons  for  cuts. 
Wang  Laboratories  Inc.  cited  the 
threat  of  war  in  its  Jan.  11  notice 
of  500  layoffs,  while  Town  & 
Country  Corp.,  a  Chelsea  (Mass.) 
jewelry  maker,  also  pointed  a  fin- 
ger at  the  gulf  in  explaining  its 
poor  performance.  For  now, 
these  businesses  may  be  reach- 
ing for  handy  explanations.  Over 
time,  though,  prolonged  conflict 
will  indeed  be  a  culprit. 

Even  some  companies  looking 
for  a  silver  lining  in  the  crisis 
may  be  disappointed  whether  it 
drags  on  or  not.  Hungry  for 
news,  U.  S.  viewers  are  tuning  in 
major  networks  and  Cable  News 
Network  Inc.  in  droves.  But  the 
only  likely  payoff  is  in  prestige: 
CBS  says  it  will  air  no  advertising 
during  the  "initial  stages"  of 
coverage  of  hostilities,  while  CNN 
will  halt  ads  for  the  first  24 
hours  of  coverage.  ABC  Inc.  is 
promising  advertisers  it  won't 
run  commercials  immediately  be- 
fore or  after  images  of  fighting. 
All  told,  the  networks  stand  to 
lose  $8  million  a  day  in  ad  reve- 
nue if  they  opt  for  round-the- 
clock  coverage.  In  economic 
terms,  war  threatens  to  create 
more  losers  than  winners. 

By  Karen  Pennar  in  New  York, 
with  Blanca  Riemer  in  Paris,  Da- 
vid Woodruff  in  Detroit,  Mark 
Landler  in  New  York,  and  bureau 
reports 
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Commentary/by  Amy  Borrus  and  Robert  Neff 


WHY  SHIRKING  THE  BURDEN  ISN'T  IN  JAPAN'S  BEST  INTERESTS 


Almost  a  year 
ago,  at  a  Palm 
Springs  summit 
with  Japanese 
Prime  Minister 
Toshiki  Kaifu, 
President  Bush 
hailed  a  new 
"global  partnership"  between  the  two 
countries.  The  Americans  believed  that 
Japanese  economic  clout  and  political 
influence  could  be  enlisted  to  help  build 
a  U.  S.-designed  world  order.  In  return, 
Washington  gave  tacit  assurance  that 
it  would  cool  U.  S.-Japanese  economic 
frictions. 

Now,  the  hoped-for  partnership 
could  become  a  casualty 
of  the  war  in  the  Persian 
Gulf.  It  may  well  fall  vic- 
tim to  Japan's  mistaken  per- 
ception that  it  is  not  in 
its  national  interest  to  be 
seriously  engaged  in  the 
conflict. 

NO  PRESENCE.  To  show  its 

good  faith,  Tokyo  need  not 
commit  troops.  The  Japanese 
have  reason  to  fear  the  mili- 
tarism that  led  the  nation  to 
disaster  once.  But  Japan's 
absence  even  as  a  noncom- 
batant  is  galling.  It  has 
squandered  opportunities  to 
do  far  more  than  just  haul 
out  its  checkbook.  One  ex- 
ample: Although  Japan  is 
the  biggest  donor  of  aid  to  the  500,000 
refugees  in  the  gulf,  many  of  them 
Asians,  it  lacks  a  recognized,  physical 
presence.  "They  should  have  had  cans 
of  food  labeled  'made  in  Japan'  handed 
out  by  Japanese,  and  Japanese  doctors 
in  tents  flying  the  Japanese  flag,"  says 
Edward  J.  Lincoln  of  the  Brookings 
Institution  in  Washington.  Instead, 
Foreign  Minister  Taro  Nakayama,  dur- 
ing a  Jan.  14  visit  to  Washington,  made 
a  last-minute  offer  to  "consider"  rais- 
ing Japan's  $4  billion  financial  contri- 
bution to  the  gulf  effort. 

Ceitainly,  Japan  has  some  cause  for 
believing  that  the  gulf  conflict  lies  out- 
side its  narrowly  defined  national  inter- 
est. Since  the  1973  oil  shock,  Japan, 
unlike  the  U.  S.,  has  sharply  reduced 
its  dependence  on  oil  by  pursuing  'a 
long-term  energy  pohcy,  with  nuclear 
power  and  energy  efficiency  at  its 
core.  In  addition,  Japan  can  afford 


higher  oil  prices  more  easily  than  the 
U.  S.  In  cold,  marketplace  terms,  it's  of 
little  importance  to  Tokyo  who  controls 
the  oil  supply.  "Experiences  tell  us  that 
whoever  controls  oil  will  be  prepared  to 
sell  it,"  says  Masamichi  Hanabusa,  To- 
kyo's consul  general  in  New  York. 
"We  are  prepared  to  pay." 

But  oil-price  spikes  are  one  thing — a 
falling-out  with  its  major  ally  is  quite 
another.  And  make  no  mistake,  rela- 
tions between  Tokyo  and  Washington 
are  strained.  Making  the  atmosphere 
even  frostier  is  U.S.  dismay  at  Japan's 
stance  in  the  Uruguay  Round  of  the 
GATT  talks.  After  sitting  on  its  hands 
during  most  of  the  talks,  Japan  was 


Business  as  usual  in  the 
Ginza:  'People  here  . . . 
see  the  world  through 
an  economic  window' 


the  first  to  reject  a  last-minute  compro- 
mise on  agriculture.  The  talks  col- 
lapsed in  December  and  have  only  a 
shm  chance  of  revival.  "I  am  disap- 
pointed by  [Japan's]  lack  of  energy  and 
leadership,"  says  U.  S.  Trade  Repre- 
sentative Carla  Hills. 

That  dismay,  spilling  over  into  bilat- 
eral U.  S.-Japanese  relations,  is  likely 
to  damage  Japan's  long-term  interests. 
Politically,  Washington  acknowledges 
Japan's  steadfast  support  in  the  gulf. 
"They  never  undercut  us  in  Baghdad, 


unlike  the  French,"  says  an  Adminis- 
tration source.  But  in  trade  disputes, 
"it's  going  to  be  very  difficult  for  us  to 
protect  them"  from  American  critics,  a 
U.  S.  official  says. 

A  new,  more  negative  tone  has  al- 
ready crept  into  the  Structural  Impedi- 
ments Initiative  to  open  up  Japan's 
market.  And  resentment  over  Japan's 
bystander  role  in  the  gulf  could  in- 
flame disputes  over  everything  from 
financial  services  to  satellites.  Detroit's 
auto  makers  and  unions  invoked  those 
hard  feelings  in  their  recent  call  for 
tighter  quotas  on  Japanese  cars. 

To  be  sure,  the  notion  of  an  across- 
the-board  partnership  with  Japan  was 
naive  in  the  first  place.  From 
the  U.  S.  standpoint,  the  con- 
cept made  strategic  sense: 
Washington  reasoned  that 
the  Japanese  would  inevita- 
bly seek  a  global  political 
role  to  match  their  economic 
might.  One  U.  S.  official 
went  so  far  as  to  argue  that 
Japan  could  become  "our 
Britain  in  Asia." 
NO  PARTNERS.  But  after  45 
years  under  the  U.  S.  securi- 
ty umbrella,  few  Japanese 
seem  willing  to  take  the 
risks  of  world  leadership. 
"People  here  don't  want  a 
global  partnership,"  says 
Yoshiji  Nogami,  head  of  the 
Japan  Institute  of  Interna- 
tional Affairs,  a  Tokyo  think  tank. 
"They  see  the  world  through  an  eco- 
nomic window  and  will  do  so  even 
more  in  the  post-cold-war  world." 

No  one  knows  just  how  far  the  shift 
in  U.  S.  attitudes  toward  Japan  will  go. 
But  the  greater  the  cost  in  American 
money  and  lives,  the  more  U.  S.-Japa- 
nese  relations  will  suffer.  "Wait  until 
we  start  counting  the  deaths,  how 
many  Egyptians,  how  many  Ameri- 
cans, how  many  Saudis,  how  many 
British,"  says  Senate  Minority  Leader 
Robert  J.  Dole  (R-Kan.).  "This  is  the 
real  burden-sharing." 

Secretary  of  State  James  Baker  calls 
Japan's  involvement  in  the  gulf,  or  lack 
of  it,  a  "benchmark  issue."  Although 
Japan's  short-term  economic  interests 
aren't  on  the  line  in  the  gulf,  its  long- 
term  ties  with  the  U.  S. — and  any  pros- 
pect of  global  partnership — most  defi- 
nitely are. 
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IS  IT  FINALLY  TIME 

TO  CALL  UP  THE  OIL  RESERVES? 

Freeing  government  stockpiles  may  be  the  only  way  to  avert  panic 


Facing  the  stark 
fact  of  armed  con- 
flict, oil-industry 
soothsayers  look 
out  at  brimming 
storage  tanks  from 
Rotterdam  to  Gal- 
veston Bay  and  are 
confident  the  world  can  keep  itself  sup- 
plied with  crude.  But  whatever  the  reali- 
ties of  supply,  governments  will  need  to 
take  extraordinary  steps  to  prevent  pan- 
ic in  the  market. 

The  key  for  policymakers,  say  many 
oil-company  executives  and  analysts,  is 
to  ease  the  uncertainties  that  could  with- 
in days  send  prices  soaring  past  $60  a 
barrel.  That's  why  they  deem  it  essential 
that  President  Bush  open  the  spigot  on 
the  nation's  586  million-barrel  Strategic 
Petroleum  Reserve  (SPR)  now  that  hostil- 
ities have  broken  out.  "It's  got  to  be  the 
same  breath,  the  same  sentence,"  says 
Adam  E.  Sieminski,  an  economist  with 
the  Washington  Analysis  Corp. 
RATES  SOAR.  What's  most  likely  to  give 
oil  traders  fits  is  a  drop  in  supplies  from 
Saudi  Arabia,  which  since  Aug.  2  has 
hiked  production  from  about  5.5  million 
to  8.5  million  barrels  a  day  to  make  up 
for  75%  of  lost  Iraqi  and  Kuwaiti  ex- 
ports. To  curb  that  output,  the  Iraqis 
don't  have  to  penetrate  Patriot  missile 
defenses  ringing  Saudi  oil  facilities. 
Worker  evacuations  alone  could  force 
the  closing  of  a  string  of  large  fields  in 
the  gulf  and  on  Saudi  Arabia's  east 
coast,  taking  some  2  million  barrels  a 
day  off  the  market.  Moreover,  as 
insurance  rates  skyrocket,  tank- 
ers could  refuse  to  sally  into  the 
area — driving  the  short-term  fall- 
off  to  3.5  million  barrels,  says 
Carlo  Andrea  Bollino,  chief  econ- 
omist for  ENI,  the  giant  Italian 
state  oil  company. 

That's  why  tapping  the  strate- 
gic reserve  is  essential.  But  even 
that  might  not  be  enough.  The 
industry  is  concerned  about  the 
Jones  Act,  which  says  that  only 
U.  S.-flag  ships  may  carry  cargo 
between  American  ports.  If  the 
SPR  were  opened,  scores  of  ships 
would  be  needed  to  ferry  crude 
from  Texas  and  Louisiana  salt 
caverns  to  eastern  markets.  But 
only  five  U.  S.  tankers  are  avail- 


able (table).  No  one  doubts  waivers 
would  be  granted  to  foreign  tankers. 
However,  notes  Michael  C.  Lynch,  of  the 
Washington  International  Energy 
Group;  "The  government  has  a  long  his- 
tory of  screwing  around.  By  the  time  the 
waivers  are  granted  it  may  be  too  late." 

Such  worries  arise  just  as  supply  fun- 
damentals were  looking  up.  The  Paris- 
based  International  Energy  Agency  (lEA) 
now  puts  OPEC  crude 
output  at  a  seven- 
month  high  of  23.5 
million  barrels  a  day. 
The  agency  says  the 
industrialized  world  is 
sitting  on  stocks  of  3.6 
billion  barrels,  the 
largest  early-January 
total  in  nine  years. 
And  it  puts  unsold  oil, 
mainly  at  sea  in  Saudi 
and  Iranian  hands,  at 
close  to  100  million 
barrels,  more  than 
double  typical  levels. 

While  building 
stocks,  the  Saudis  are 
also  readying  a  shuttle  system  to  take 
crude  from  Persian  Gulf  terminals  to 
tankers  in  the  Strait  of  Hormuz,  beyond 
Iraq's  reach.  And  Samarec,  the  Saudi 
crude-oil  and  refined-products  marketing 
group,  has  hired  five  tankers  to  store 
fuel  for  military  needs — in  case  refiner- 
ies within  Iraq's  missile  range  are  hit. 

Even  the  loss  of  those  refineries, 
which  handle  700,000  barrels  a  day, 


Tonnage  avoilobie  for  charter 


DATA;  LLOYD'S  SHIPPING  INDEX,  ^MRiTlME 
ADMINISTRATION.  NATIONAL  PETROLEUM  COUNQL 


"Excluding  U.S 


won't  greatly  affect  world  product  sup- 
plies, says  a  new  National  Petroleum 
Council  (NPC)  report.  The  report  says  the 
world's  refining  capacity  surplus  of  14.9 
million  barrels  a  day  is  an  ample  cushion 
even  if  several  refineries  are  taken  out. 
DAUNTING  TARIFF.  That's  cold  comfort,  if 
tankers  can't  or  won't  pick  up  Saudi  oil. 
Philippe  Chennaux,  in  the  Paris  office  of 
British  insurance  broker  Sedgwick 
James,  says  gulf-bound  tankers  now 
face  a  daunting  tariff  of  2.5%  of  their 
value  per  voyage,  on  top  of  the  normal 
annual  war-risk  premium  of  .025%^ — rais- 
ing typical  insurance  costs  by  $750,000. 
Now  that  shooting  has  started,  he  says, 
"the  risk  could  become  uninsurable"  un- 
til the  U.  S.  establishes  clear  air  superi- 
ority. On  Jan.  18,  the  new  tariff  will  be 
extended  to  vessels  navigating  the  Suez 
canal,  so  even  a  Saudi  shuttle  system 
may  not  be  enough  for  some  owners. 

Facing  a  sea  of 
unknowables,  oil  com- 
panies are  likely  to 
hold  onto  stocks — 
tightening  markets 
and  driving  prices 
up — until  government 
reserves  are  released. 
As  war  neared,  the 
U.  S.  and  other  coun- 
tries reversed  an  earli- 
er decision  not  to  tap 
their  caches  until  an 
actual  shortfall  oc- 
curs. The  lEA,  whose 
members  include  the 
U.  S.  and  20  other  in- 
dustrialized nations, 
this  month  said  it  would  release  2  million 
barrels  a  day  to  calm  markets  after  war 
broke  out.  Some  1.1  million  barrels  of 
this  will  come  from  the  SPR,  reports 
Piatt's  Oilgram  News. 

A  nightmare  would  have  the  war  last- 
ing more  than  six  months,  with  some  6 
million  barrels  of  daily  production  lost 
and  prices  climbing  past  $80  a  barrel, 
notes  ENi's  Bollino.  But  the  world  proba- 
bly won't  have  to  hold  its  breath 
for  long.  "I  do  not  see  myself 
how  that  war  at  the  outside  can 
last  more  than  a  month,"  says 
former  Reagan  Administration 
Assistant  Defense  Secretary 
Lawrence  J.  Korb,  a  Brookings 
Institution  senior  fellow.  Ana- 
lysts see  prices  dropping  quickly 
when  war  ends,  then  leveling  out 
at  $20  to  $25  a  barrel,  in  part 
depending  on  damage  to  Kuwaiti 
facilities.  Depending,  too,  on  the 
toll  taken  on  the  world's  psyche 
by  lingering  questions  about 
Middle  East  stability. 

By  Robert  Buderi  in  New  York, 
ivith  Blanca  Riemer  in  Paris,  John 
Rossant  in  Riyadh,  and  bureau 
reports 
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THE  LITTLE  THINGS 

THAT  ARE  IN  SHORT  SUPPLY 


The  Pentagon  has  plenty  of  tanks,  but  fatigues,  boots,  and  field  rations  are  back-ordered 


With  72  years  of  ex- 
perience supplying 
the  U.  S.  Army, 
Camel  Manufactur- 
ing Co.  of  Knox- 
ville,  Tenn.,  thought 
it  could  easily  deliv- 
er 81,835  antichemi- 
cal  suits  on  time  for  Operation  Desert 
Storm.  But  Camel  didn't  count  on  fastid- 
ious government  inspectors.  They  took 
up  to  120  days  to  approve  Camel's  mate- 
rials, putting  the  company  a  month  be- 
hind. "They  hound  us  constantly  because 
they  need  this  equipment  in  the  field," 
says  frustrated  apparel  manager  Chris 
Arnold,  who  has  run  the  plant  around 
the  clock  since  late  August  and  demand- 
ed 16  hours  of  overtime  per  week  from 
each  employee.  "But  they're  the  reason 
for  the  delay." 

Uncle  Sam  Wants  You:  Those  are 
nerve-wracking  words  for  businesses 
across  the  country.  Companies  are  patri- 
otically rushing  to  supply  Operation  De- 
sert Storm,  but  huge  orders,  tight  time- 
tables, shipping  problems,  and  uncertain 
plans  mean  that  doing  their  duty  can  be 
a  managerial  nightmare.  Much  more  im- 
portant, delays  mean  that  much  of  the 
vital  but  mundane  materiel  of  war  re- 
mains in  short  supply.  After  decades  of 
contracting  for  multimillion-dollar  de- 
fense systems,  the  Defense  Dept.  may 
be  going  into  battle  short  on  such  inex- 
pensive items  as  $16.60  battle  fatigues, 
desert  boots,  and  germ-warfare  drugs. 
Even  before  the  massive  U.  S.  attack  on 
Iraq,  business  executives  and  defense 
experts  nationwide  were  raising  serious 
concerns  about  key  supplies. 
COME  AS  YOU  ARE.  For  years,  generals 
prepared  to  fight  in  Europe  against  tech- 
nologically advanced  Soviet  troops.  Now, 
America  and  its  allies  are  waging  war 
against  an  army  equipped  with  compara- 
tively crude  equipment.  Crude  but 
dreadful:  Saddam  Hussein  is  willing  to 
employ  armaments  of  terror  such  as 
chemical  weapons  and  nerve  gas,  threats 
against  which  U.  S.  troops  are  poorly 
outfitted.  "All  wars  are  come-as-you-are. 
You  go  into  it  with  what  you've  got," 
remarks  Gordon  Adams,  director  of  the 
defense  Budget  Project,  a  research  or- 


ganization in  Washington.  "We're  not  as 
well-supplied  as  we  should  be." 

Big-ticket  items  are  not  the  problem. 
With  nearly  six  months  gone  since  Sad- 
dam invaded  Kuwait  on  Aug.  2,  the  Pen- 
tagon has  moved  plenty  of  Bradley 
fighting  vehicles.  Apache  helicopters. 
Ml  tanks,  and  F-16  fighter  jets  onto  the 
sands   of  Saudi   Arabia.   But  despite 


clothing,  and  medical  equipment,  has 
streamlined  the  procurement  process,  ac- 
celerated existing  contracts,  and  scoured 
the  country  for  new  suppliers.  This  has 
led  to  major  new  contracts,  ranging 
from  $44.6  million  of  prepackaged  ra- 
tions from  Geo.  A.  Hormel  &  Co.  of 
Austin,  Minn.,  to  $210,658  of  lip  balm 
dispensers,  to  a  $100  million  parka  order 


WHAT  THE  MILITARY 
STILL  NEEDS 


1 .3  million  bought  for  $1 02  million; 
3.5  million  more  needed 


■  CHURNING  OUT  20MM  ROUNDS  AT  OLIN  FOR  Tl  'S 


spending  more  than  $2  billion  on  war 
procurement,  the  military  is  still  trying 
to  make  up  shortfalls  of  supplies  run- 
ning the  gamut  from  the  stuff  of  life — 
field  rations — to  the  accoutrements  of 
death — body  bags. 

Where  there  are  shortages.  Pentagon 
procurement  agents  are  left  to  fill  them. 
The  Defense  Personnel  Support  Center, 
which  contracts  with  suppliers  of  food, 


now  being  discussed  with  apparel  mak- 
ers and  W.  L.  Gore  &  Associates,  pro- 
ducers of  Gore-Tex  fabric. 

Sometimes,  the  government  has  sim- 
ply abandoned  its  laborious  procurement 
rules.  When  soldiers  complained  that 
sand  leaked  through  their  Army-issue 
boots,  the  steel  shanks  of  which  burned 
their  feet,  the  military  switched  specs, 
bypassed  the  lengthy  bidding  process, 
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and  signed  up  two  new  boot  suppliers, 
Wellco  F]nter{)rises  Inc.  of  Waynesville, 
N.  C,  and  Belleville  Shoe  Manufacturing 
Co.  of  Belleville,  111. — without  even 
reaching  a  firm  price.  "We  told  them, 
'Make  the  boots,  we'll  work  out  a  price 
later,'  "  said  Frank  Johnson,  a  procure- 
ment center  spokesman. 
MIXED  BLESSING.  But  Uncle  Sam  can't 
always  move  so  (}uickly.  In  consequence, 
rumors  of  shortages  of  vital  equipment 
run  wild  in  the  desert.  Take  "troop  loca- 
tors," pager  devices  that  enable  the 
Army  to  pinpoint  the  location  of  soldiers 
in  the  field.  They  can  be  essential  in 
locating  lost  or  injured  troops.  In  De- 
cember, Trimble  Navigation  Ltd.  of  Sun- 
nyvale, Calif.,  got  an  order  for  2,300  de- 
vices. But  forces  in  the  gulf  feared  the 
Army  had  run  short,  and  several  sol- 
diers' families  wrote  Trimble,  hoping  to 
get  the  $4,000  devices  and  ship  them  to 
loved  ones  in  Saudi  Arabia.  The  compa- 
ny, however,  is  too  busy  with  the  Penta- 


Calif.,  agreed  on  Jan.  4  to  make  10,000 
body  bags.  Less  than  a  week  later,  the 
Pentagon  doubled  the  order.  Wrangler, 
which  had  not  supplied  the  armed  forces 
for  more  than  20  years,  suddenly  is  fill- 
ing an  order  for  1  million  pairs  of  trou- 
sers, and  Uncle  Sam  has  an  option  for  a 
million  more. 

Experienced  defense  suppliers  know 
that  such  challenges  come  with  the  terri- 
tory. "Anytime  they  ask  for  help,  we 
jump  through  hoops,"  says  Wilbur  H. 
Gantz,  president  of  Baxter  International, 
a  major  medical  supplier. 

Depending  on  Desert  Storm-related 
production,  however,  can  be  dicey.  Con- 
tracts can  be  canceled  at  any  time.  Na- 
tional Apparel  Inc.  of  Montgomery,  Ala., 
produces  10,000  chemical-resistant  suits 
a  week,  making  it  the  procurement 
agency's  largest  supplier.  By  adding 
workers,  extending  hours,  and  buying 
extra  equipment.  National  will  soon  turn 
out  16,000  per  week.  But  that's  the  limit. 


S  ANTIMISSILE  DEFENSE  SYSTEM.  VACATIONS  HAVE  BEEN  CANCELED  IN  CASE  DEMAND  SOARS 


gon  order  to  help.  "There  just  aren't 
enough  to  go  around,"  says  Michael  N. 
Fisher,  director  of  corporate  marketing. 

Companies  tapped  by  the  Defense 
Dept.  receive  a  mixed  blessing.  In  the 
midst  of  a  recession,  the  extra  business 
is  a  lift.  But  it's  a  patriotic  pain  in  the 
planning  book  because  of  the  boom-bust 
nature  of  the  defense  budget.  Central 
Valley  Professional  Services  of  Modesto, 


"Without  a  long-term  commitment,  I 
can't  up  my  delivery  schedule  any  more 
than  that,"  says  June  M.  Collier,  the 
company's  chief  executive. 

Other  companies,  in  their  rush  to  do 
business,  have  overcommitted.  Sac  & 
Fox  Industries  Ltd.  of  Oklahoma  City 
fell  short  on  delivering  460,000  anti- 
chemical-warfare  suits.  Still  others  sim- 
ply can't  come  to  terms.  Armour  Phar- 


maceutical Co.  of  Blue  Bell,  Pa.,  couldn't 
resolve  a  price  dispute  over  an  antihcpa- 
titis  drug,  so  the  U.  S.  took  the  unusual 
step  of  turning  to  an  Italian  supplier. 

Delivering  items  made  in  Cincinnati  or 
Minneapolis  to  Saudi  Arabia  is  no  mean 
feat,  either.  To  do  it,  the  militan,'  has 
already  booked  anything  that  floats — 
from  shipping  companies  such  as  Sea- 
Land  Service  Inc.  and  American  Presi- 
dent Cos.  in  addition  to  planes  from  the 
likes  of  Federal  Express. 
WELCOME  RELIEF.  More  planes  are  avail- 
able as  needed.  With  the  first  shots,  the 
Military  Air  Lift  Command  was  set  to  go 
to  the  second  phase  of  its  Civilian  Re- 
serve Air  Fleet  program  and  begin  com- 
mandeering more  commercial  airliners. 
For  an  airline  industry  facing  overcapac- 
ity— particularly  with  terrorism  fears 
discouraging  European  travel — the  pro- 
gram could  be  welcome  relief.  The  gov- 
ernment, for  instance,  will  pay  to  lease 
seven  Pan  American  World  Airways  Inc. 
747s  on  top  of  the  three  it  already  has — 
planes  that  had  been  flying  Pan  Am's 
Atlantic  routes  at  a  loss.  "The  CRAF  pro- 
gram is  a  nice  source  of  cheap  revenue," 
declares  Dillon,  Read  &  Co.  analyst  Ray- 
mond E.  Neidl. 

Cynical  as  it  may  sound,  the  war  ef- 
fort is  a  windfall  for  some  companies 
and  communities.  In  Lima,  Ohio,  which 
just  last  spring  was  fretting  over  the 
likely  cancellation  of  General  Dynamics 
Corp.'s  Ml  tank  program,  boom  times 
are  back.  "We  here  in  grassroots  Ameri- 
ca saw  all  along  that  the  world  was  too 
chaotic  to  do  without  the  tank,"  remarks 
William  L.  Bassitt,  president  of  the  Lima 
Area  Chamber  of  Commerce.  Most  ma- 
jor suppliers,  though,  are  guarding 
against  becoming  overly  confident.  Am- 
munition maker  Olin  Corp.  of  Stamford, 
Conn.,  had  pared  its  work  force  147c  be- 
fore Iraq's  invasion  of  Kuwait.  Angelo 
A.  Catani,  president  of  Olin's  Ordnance 
Div.,  has  put  employees  on  alert  and 
canceled  vacations  in  case  demand  soars. 
But  Catani  says  that  he'll  continue  cut- 
ting employment  if  the  war  doesn't  last. 

Some  small  Companies,  though,  wel- 
come the  chance  to  savor  the  mixed  plea- 
sures of  a  war  economy.  Take  Cookson 
Co.  of  Gastonia,  N.  C.  On  Dec.  28,  tiny 
Cookson  got  an  order  for  140  roll-up 
doors  for  helicopter  maintenance  hang- 
ers. Working  through  New  Year's, 
Cookson  delivered  on  Jan.  5 — two  days 
early.  In  a  come-as-you-are  war,  such 
nimble  work  is  essential.  "We  don't  have 
a  quick-reaction,  'dial-9ir  tv^^e  of  mili- 
tary," complains  Robert  D.  Paulson,  a 
McKinsey  &  Co.  analyst.  Maybe  not.  But 
for  the  Pentagon,  companies  like  Cook- 
son are  the  next-best  thing. 

By  David  Greising  in  Chicago,  with  Wa- 
lecia  Konrad  in  Atlanta,  Joseph  Weber  in 
Philadelphia,  Robert  D.  Hof  in  San  Fran- 
cisco, and  bureau  reports 
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'NO  CONCESSIONS. 
NO  COMPROMISES' 


What  shaped  Bush's  iron  resolve  in  his  face-off  with  Saddam 


Look  around  the 
White  House,  and 
you'll  find  the  con- 
scious or  uncon- 
scious symbols  of  a 
Presidency.  Harry  S 
Truman  had  his 
"The  Buck  Stops 
Here"  sign,  a  billboard  for  toughness. 
Ronald  Reagan  had  his  Frederic  Rem- 
ington art,  a  testament  to  the  cowboy 
ethic.  And  George  Bush  has  his  "March- 
ing Orders."  The  rules  hang,  framed,  in 
White  House  offices,  a  patrician  code  of 
honor  steeped  in  preppy  banality:  "Think 
big.  Be  frank.  Fight  hard  for  your  posi- 


payoff  in  vanquishing  an  evil  that 
threatens  his  vision  of  an  orderly  post- 
cold-war  era.  "It's  black  vs.  white,  right 
vs.  wrong,"  Bush  told  a  group  of  college 
students  recently.  "No  concessions.  No 
compromises." 

How  did  Bush,  so  ready  to  compro- 
mise in  domestic  disputes,  adopt  so  un- 
yielding a  line  toward  Saddam?  First, 
Bush  has  long  been  an  admirer  of  Theo- 
dore Roosevelt,  the  model  of  the  swag- 
gering warrior-politician.  And  Bush's 
own  view  of  combat  was  shaped  by  his 
distinguished  service  in  World  War  H,  a 
struggle  between  good  and  evil. 

Like  most  of  his  contemporaries.  Bush 


■  BUSH  IS  A  LONGTIME  ADMIRER  OF  TEDDY  ROOSEVELT,  THE  MODEL  WARRIOR-POLITICIAN 


tion."  But  "when  I  make  the  call,"  the 
Bush  code  proclaims,  "we  move  the 
team." 

With  the  decision  to  commit  massive 
U.  S.  forces  to  the  battle  to  drive  Iraq 
out  of  Kuwait,  Bush  has  made  the  call 
that  will  make  or  break  his  Presidency. 
That  choice  is  "an  extraordinary  judg- 
ment that  will  shake  the  bedrock  of 
America,"  says  Representative  Jim 
Leach  (R-Iowa),  a  Bush  friend.  "The 
risks  are  very  great." 

But  Bush,  whose  moral  framework 
was  shaped  on  the  gentlemanly  playing 
fields  of  Andover  and  Yale,  sees  a  great 


has  a  horror  of  appeasement,  which  easi- 
ly leads  him  to  make  the  exaggerated 
comparison  of  Saddam  to  Hitler.  Many  a 
lawmaker  has  returned  from  a  recent 
visit  with  Bush  astounded  at  his  insis- 
tence on  telling  stories  of  Iraqi  atrocities 
in  Kuwait — tales  the  politicians  thought 
were  best  used  to  mobilize  a  wary  public 
into  hating  Saddam. 

Bush  may  be  haunted  by  the  ghost  of 
Munich,  but  much  of  the  American  pub- 
lic is  obsessed  with  the  specter  of  Viet- 
nam. President  Reagan  redefined  the 
Southeast  Asian  conflict  as  a  "noble 
cause."  But  his  main  foreign  interven- 


tions— the  set-piece  invasion  of  Grenada 
and  the  bombing  of  Libya — were  low- 
risk,  largely  symbolic  projections  of 
force.  No  opponent  such  as  Saddam  of- 
fered Reagan  an  opportunity  for  large- 
scale  military  action.  And  the  fear  that 
Soviet  countermoves  could  spark  World 
War  III  checked  Reagan's  efforts  to 
eradicate  the  Vietnam  syndrome — a  con- 
straint Bush  doesn't  feel. 

Reagan  left  the  complexities  of  for- 
eign policy  mainly  to  his  experts.  But 
Bush — a  former  congressman,  diplomat, 
and  Central  Intelligence  Agency  chief — 
has  made  it  clear  that  he's  running  the 
show  in  the  gulf.  "In  the  area  of  foreign 
policy,  George  Bush  knows  more  than 
his  advisers,"  says  Stephen  Hess  of  the 
Brookings  Institution.  Indeed,  the  Presi- 
dent spent  the  weeks  leading  up  to  the 
final  showdown  in  national  security 
briefings,  poring  over  intelligence  data, 
studying  battle  plans,  and  consulting 
world  leaders  nonstop. 
TIGHT  CIRCLE.  As  gregarious  as  Bush  is 
on  the  domestic  front,  he  has  kept  his 
gulf  decision-making  within  a  tight 
group.  The  inner  circle  consists  of  Secre- 
tary of  State  James  A.  Baker  III,  Secre- 
tary of  Defense  Richard  B.  Cheney,  Na- 
tional Security  Adviser  Brent  Scowcroft, 
and  General  Colin  L.  Powell,  chairman 
of  the  Joint  Chiefs  of  Staff. 

The  group  is  often  joined  by  Scow- 
croft's  deputy,  Robert  M.  Gates,  who 
has  emerged  as  liaison  between  the 
President  and  the  CIA.  Gates  speaks 
with  former  Presidents  Reagan  and  Nix- 
on, tapping  their  foreign-policy  experi- 
ence. And  despite  frequent  criticism  that 
the  Administration  has  given  no  thought 
to  what  happens  after  the  U.  S.  crushes 
Iraq  on  the  battlefield.  Bush  has  been 
consulting  with  experts  on  plans  for  a 
postwar  Middle  East. 

For  a  man  who  came  to  office  tarred 
by  opponents  as  a  wimp.  Bush  has 
shown  remarkable  audacity.  He  commit- 
ted massive  U.  S.  forces  to  action  with 
virtually  no  political  consultation.  He  left 
Saddam,  who  is  driven  by  Arab  notions 
of  honor,  with  a  choice  between  uncondi- 
tional surrender  and  bloody  conflict.  And 
he  maneuvered  a  divided  Congress  into 
giving  him  a  blank  check  for  war. 

To  George  Bush,  the  man  who  lives  by 
the  patrician  code,  it  all  seems  crystal 
clear:  Aggression  must  not  stand,  Ku- 
wait must  be  liberated,  and  the  U.  S. 
must  be  prepared  to  pay  the  price  in 
blood.  That  helps  explain  why  warrior- 
politician  Bush  has  taken  the  most  fate- 
ful gamble  since  John  F.  Kennedy 
stared  down  Nikita  Khrushchev  in  the 
1962  Cuban  missile  crisis — and  has  done 
so  without  a  hint  of  doubt. 

By  Douglas  Harbrechi,  with  Paula 
Dvryer,  in  Washington 
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Commentary/ by  John  Rossant  and  Stanley  Reed 


IT'S  NONE  TOO  SOON  TO  START  PLANNING  THE  PEACE 


Saddam  Hussein, 
whether  he  sur- 
vives the  gulf  cri- 
sis or  goes  down 
in  flames,  will 
haunt  the  U.  S. 
and  its  allies  in 
the  months  and 
years  ahead.  Few  Americans  see  the 
Iraqi  leader  as  anything  but  a  thug. 
But  millions  in  the  Middle  East  accept 
his  claim  to  be  an  Arab  Robin  Hood — a 
champion  of  the  Palestinians,  Islam, 
and  the  Arab  poor.  In  just  a  few 
months,  Saddam's  bellicose  stand 
against  the  U.  S.  over  Kuwait  has  revi- 
talized the  Palestinian  uprising  in  the 
West  Bank  and  Gaza. 
And  he  has  spurred  on 
an  Islamic  fundamen- 
talist movement  that  is 
growing  ever  stronger 
in  Jordan,  the  gulf,  and 
North  Africa. 

So  the  U.  S.  ought  to 
be  planning  the  peace 
with  as  much  attention 
as  it  has  been  devoting 
to  preparations  for  war. 
Otherwise,  the  effort  to 
oust  the  Iraqis  from 
Kuwait  could  backfire, 
further  radicalizing  the 
region,  unleashing  a 
tide  of  anti-Am-erican- 
ism,  and  threatening 
the  Saudi  and  gulf  re- 
gimes that  the  U.  S. 
forces  are  trying  to  protect.  "To  con- 
tain the  damage  that's  likely  to  be 
done  to  our  position  in  the  area,  we  are 
going  to  have  to  turn  quickly  to  a  dif- 
ferent agenda  in  the  Middle  East," 
says  William  B.  Quandt  of  the  Brook- 
ings Institution,  speaking  about  the  af- 
termath of  the  crisis. 
HAVE-NOTS.  The  U.  S.  could  preempt 
much  ill  will  by  announcing  a  new  ini- 
tiative— after  Kuwait  is  liberated  and 
free  of  any  "linkage" — to  tackle  the 
Arab-Israeli  dispute.  Although  Saddam 
certainly  did  not  invade  Kuwait  to  free 
Palestinians,  he  has  convinced  many 
Arabs  that  there  is  no  reason  to  pull 
out  of  Kuwait  unless  Israel  ends  its 
occupation  of  Palestinian  lands.  Even 
Arab  friends  of  the  U.  S.  accuse  Wash- 
ington of  applying  a  double  standard 
by  allowing  23  years  of  Israeli  occupa- 
tion of  the  West  Bank  and  Gaza — al- 
though that  occupation  came  only  after 
Arab  threats  led  to  war  in  1967. 


Washington  should  also  try  to  come 
down  on  the  side  of  the  have-nots.  Sad- 
dam has  struck  a  rich  vein  of  resent- 
ment by  portraying  the  Kuwaiti  and 
Saudi  royal  families  as  profligates.  A 
U.  S.-backed  regional  development  ef- 
fort financed  by  the  wealthy  oil  pro- 
ducers might  curb  some  of  the  bitter- 
ness felt  toward  rich  Arabs. 

To  a  surprising  degree,  both  the  Pal- 
estinian problem  and  economic  dispari- 
ties feed  the  fires  of  militant  Islam, 
which  thrives  on  anti-Israeli  feeling 
and  resentment  over  social  injustice. 
Saddam  has  cleverly  posed  as  a  defend- 
er of  Islam  against  infidel  invaders, 
leading  many  of  the  Islamic  preachers 


Flag-burning  in  Jordan:  The 
U.S.  hasn't  had  much  to  say 
about  its  postcrisis  plans  for 
defusing  Arab  anger 


in  the  region  to  give  him  their  whole- 
hearted support.  The  increasingly  in- 
fluential fundamentalists  showed  their 
strength  again  last  month  when  five 
were  appointed  to  the  Cabinet  of  once 
pro-Western  Jordan. 

Until  now,  the  U.  S.  Administration, 
which  is  preoccupied  with  getting  Iraq 
out  of  Kuwait,  hasn't  had  much  to  say 
about  its  postcrisis  plans.  "There 
seems  to  be  little  consideration  of 
the  key  issues,  meaning  the  conse- 
quences over  the  longer  run,"  says 
A.  Richard  Norton,  a  senior  fellow  at 


the  International  Peace  Academy  in 
New  York. 

The  Europeans  have  been  more 
forthcoming.  With  solid  backing  from 
France  and  Spain,  Italian  Foreign  Min- 
ister Gianni  De  Michelis  is  launching  a 
Conference  for  Security  &  Cooperation 
in  the  Mediterranean  that  will  consider 
problems  ranging  from  economic  devel- 
opment to  regional  disarmament.  He 
expects  to  convene  a  35-nation  prepara- 
tory meeting  later  this  year.  "The  in- 
stability of  the  Middle  East,"  says  De 
Michelis,  is  making  Europe  "less  se- 
cure on  our  southern  flank." 

The  Europeans  feel  more  urgency 
than  the  Americans  about  dealing  with 
Arab  and  Islamic  radi- 
calism. North  African 
countries  such  as  Mo- 
rocco, Tunisia,  and  Al- 
geria, which  are  home 
to  a  total  of  60  million 
Muslims,  are  right  on 
Europe's  doorstep,  and 
tensions  are  escalating. 
Just  last  month,  bloody 
riots  that  left  33  dead 
rocked  the  Moroccan 
city  of  Fez. 

BIG  MISTAKE?  The  Euro- 
peans, who  are  more 
vulnerable  to  terrorism 
than  Americans,  also 
want  to  cool  off  the 
growing  friction  be- 
tween their  own  far 
rightists  and  the  mil- 
lions of  North  African  and  Turkish 
immigrants  living  in  the  European 
Community. 

Regrettably,  no  one  seems  to  be  giv- 
ing much  thought  to  Iraq's  future  af- 
ter the  crisis.  But  punishing  Iraq  se- 
verely could  be  a  big  mistake.  Heavy 
loss  of  Arab  life  will  weigh  against  the 
U.  S.  in  the  region.  And  a  leaderless, 
devastated  Iraq  could  spawn  an  un- 
healthy resurgence  of  Iran,  the  other 
big  gulf  power.  On  the  other  hand,  if 
Saddam  survives,  as  many  experts  pre- 
dict he  will,  Washington  will  eventually 
have  to  come  to  terms  with  him  as  well 
as  with  Teheran. 

In  any  event,  the  U.  S.  is  not  go- 
ing to  be  able  to  disengage  quickly 
from  the  Middle  East.  Large  numbers 
of  American  troops  will  have  to  stay 
on  to  help  restore  regional  security. 
They  may  be  needed  again  unless  the 
fundamental  problems  of  the  area  are 
addressed. 
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SOVIET  UNION  I 


BACK  TO  IRON  FISTS 
AND  BRAZEN  LIES 

GORBACHEV  APPEARS  TO  BE  BENDING  TO  THE  FORCES  OF  REACTION  IN  MOSCOW 


It  is  Jan.  14,  the  morn- 
ing after  Soviet  shock 
troops  attacked  Lithua- 
nian demonstrators  in 
Vilnius,  killing  14  and 
wounding  more  than 
230.  Giant  concrete 
barricades  fortify  the 


blocks  and  iron 
parliament  building  of  Lithua- 
nia, the  first  republic  to  declare 
its  independence  from  the  Sovi- 
et Union.  Gasoline  fumes  waft 
through  the  corridors  where 
members  of  the  fledgling  Lith- 
uanian Defense  Force  are  pre- 
paring Molotov  cocktails.  Doz- 
ens of  LDF  guards,  some 
carrying  hunting  rifles,  hunker 
down  for  an  expected  attack  by 
the  Red  Army.  From  his  office, 
Lithuania's  mild-mannered 
president,  Vytautas  Landsber- 
gis,  says  tensely:  "The  aggres- 
sion in  Lithuania  shows  that 
the  military  forces  hope  for  a 
coup  d'etat  across  the  Soviet 
Union." 

The  crackdown  on  Lithuania 
has  shocked  the  world.  For  six 
years,  the  West  has  lionized 
Soviet  President  Mikhail  Gor- 
bachev for  ushering  in  an  era 
of  free  speech,  radical  reform, 
and  visions  of  a  progressive 
and  peaceful  Soviet  Union. 
Now,  he  suddenly  seems  to  be 
retreating  to  the  old  Soviet 
leadership  style  of  the  iron  fist 
and  the  brazen  lie.  He  claims 
he  had  no  control  over  the 
troops  who  carried  out  the  at- 
tack in  Vilnius.  And  on  Jan.  16, 
he  topped  off  a  week  of  press 
repression  by  proposing  that 
the  Soviet  legislature  repudi- 
ate, at  least  temporarily,  his 
policy  of  glasnost,  or  openness. 
That  same  day,  Soviet  shock 
troops  shot  and  killed  a  man  in 
Riga,  the  capital  of  Lithuania's 
neighbor,  Latvia. 


It  is  unlikely  that  Gorbachev  will  be 
toppled  from  the  Soviet  leadership  in  the 
near  term.  But  he  appears  to  be  acqui- 
escing to  forces  of  reaction  led  by  the 
Army,  the  KGB,  and  Communist  Party 
bureaucrats  bent  on  turning  back  the 
clock.  The  right-wingers,  anxious  to  pre- 
serve their  own  power  bases,  want  noth- 


ing less  than  a  return  to  authoritarian- 
ism. They  are  betting  that  the  Soviet 
people,  yearning  for  an  end  to  economic 
chaos,  will  welcome  a  reversion  to  the 
old  ways  of  wielding  power. 

In  the  past,  Gorbachev  seem.ed  to 
maintain  a  steady  course  for  reform, 
even  though  he  occasionally  feinted  to 


A  VICTIM  IN  VILNIUS  the  attack  on  Lithuania 

MAY  BE  PART  OF  A  WELL-PLANNED  SERIES  OF  CRACKDOWNS 
AGAINST  THE  SOVIET  UNION'S  SEPARATIST  MOVEMENTS 
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the  left  or  right.  But  last  autumn,  with 
powerful  centrifugal  forces  threatening 
to  spin  the  country  apart,  Gorbachev  ap- 
parently was  confronted  with  an  ultima- 
tum from  the  right:  Heed  the  traditional 
Soviet  power  structure  or  be  forced  out. 
He  dropped  a  comprehensive  plan  for 
radical  reform,  sought  stronger  execu- 
tive power  for  himself,  and  replaced  lib- 
eral ministers  with  hard-liners  who 
backed  central  authority.  Then,  accord- 
ing to  Lithuanian  Defense  Minister  Au- 
drius  Butkevicius,  the  Army,  KGB,  and 
police  perfected  plans  at  the  national  lev- 
el for  a  rolling  series  of  crackdowns  on 
the  country's  separatist  movements. 

The  Lithuanian  action  has  caught 
Washington  off  guard.  The  Bush  Admin- 
istration is  treading  softly  because  it 
doesn't  want  to  lose  crucial  Soviet  sup- 
port for  its  coalition  against  Saddam 
Hussein.  To  signal  his  displeasure,  Bush 
may  postpone  next  month's  planned 
summit  in  Moscow.  But  that  would  dash 
a  chance  to  sign  an  arms  agreement  call- 
ing for  much  deeper  cuts  in  the  Soviet 
nuclear  arsenal.  Washington  wants  the 


fHERE  THE  CRACKDOWN 
QUID  COME  NEXT 

ITHUANIA         POPULATION:  3.7  million 

80%  Lithuanian 
>viet  troops  storm  TV  tower  Jan,  1  3, 
ling  1 4.  A  Moscow-sponsored  notional  salvation 
)vernment  is  installed 

ATVIA  POPULATION:  2  7  million 

54%  Latvian     33%  Russian 
jidiers  seized  police  building  in  Riga. 
pro-Moscow  government  is  forming 
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Dops  arriving 

lOLDAVIA         POPULATION:  4  3  million 
■■■■■■^^w         64%  Moldavian 
lusual  troop  maneuvers  reported 

EORGIA  POPULATION:  5.4  million 

69%  Georgian 
viet  troops  killed  20  in  Tbilisi  in  1989;  relations 
th  Moscow  tense.  Now  troops  expected  again  soon 
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o-independence  military  units  are  already 
1  potrol 

USSIA  POPULATION:  147  million 

orbachev  rival  Boris  Yeltsin  elected  President 
the  Russian  Republic  in  1990.  He  talks  openly 
)out  calling  for  a  separate  Russian  Army.  Soviet 
jops  could  eventually  march  on  Moscow 


Boris  Yeltsin  is  threatening 
to  organize  his  own  army  to 
defend  the  Russian  Republic 
against  Kremlin  troops 


arms  pact  concluded  before  Gorbachev's 
hold  on  power  becomes  even  more  tenu- 
ous. "It's  rather  coldblooded,"  says  Jack 
Mendelsohn  of  the  Arms  Control  Assn. 
"But  at  some  point  the  question  be- 
comes whether  50  Baits  are  as  important 
to  the  U.  S.  national  interest  as  50,000 
Soviet  nuclear  warheads.  I  think  no." 

As  recriminations  flew  over  the  Lithu- 
anian killings,  the  Kremlin  signaled  it 
wanted  to  keep  up  the  velvet-glove  ap- 
proach in  its  diplomacy  with  Washing- 
ton. To  replace  Foreign  Minister  Eduard 
A.  Shevardnadze,  who  resigned  in  De- 
cember after  warning  of  a  coming  dicta- 
torship, Gorbachev  chose  Alexander 
Bessmertnykh,  a  well-regarded  career 


diplomat  who  is  now  Soviet  ambassador 
to  the  U.  S.  Nonetheless,  the  warm  rela- 
tions between  Washington  and  Moscow 
are  headed  for  a  sudden  chill,  leaving  in 
doubt  the  degree  of  future  cooperation 
between  the  superjiowers. 

At  home,  there's  no  doubt  that  the 
strong  arm  is  the  order  of  the  day.  Al- 
ready, troops  are  massing  in  Estonia  and 
in  Latvia,  where  nationalists  are  erect- 
ing street  barricades.  Paratroopers  and 
specially  trained  "black  beret"  shock 
troops  stand  ready  to  move  into  the  se- 
cessionist strongholds  of  Georgia  and 
the  western  Ukraine.  Members  of  pro- 
Moscow  groups  are  already  busy  justify- 
ing the  strong-arm  measures.  "There  is 
a  vacuum  of  power.  What's  going  on 
now  is  typical  civil  war,"  says  Juozas 
Jarmalavicius,  the  mouthpiece  for  the 
Committee  of  National  Salvation,  the 
Kremlin  puppet  that  now  claims  to  be 
Lithuania's  legitimate  government. 

Even  more  ominously,  Russian  Repub- 
lic President  Boris  N.  Yeltsin  is  threat- 
ening to  organize  his  own  army  to  de- 
fend the  republic  against  Kremlin 
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SAVING  THE  SOVIET  EMPIRE? 

Special  Soviet  troops 
are  moving  into 
seven  regions  in  the 
west,  ostensibly  to 
round  up  draft 
dodgers.  But  their 
goal  is  cleaHy  to 
crack  down  on  the 
most  restive  republics 
and  impose 
governments  friendly 
to  Moscow.  Of  the 
Soviet  Union's  1 5 
republics,  almost  all  have  declared  sovereignty  or 
independence  to  date.  It  appears  that  Gorbachev 
is  being  outmaneuvered  by  hard-line  chiefs  in 
the  military  and  KGB  who  are  willing  to  risk  all 
to  keep  the  Soviet  Union  together 
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troops.  He  has  issued  emotional  appeals 
to  Russians  serving  in  the  Red  Army  to 
refuse  to  participate  in  crackdowns.  And 
on  Jan.  13,  Yeltsin  signed  "nonaggres- 
sion"  pacts  with  the  three  Baltic  states 
that  include  promises  of  military  aid. 

Yeltsin  could  hobble  any  attempt  to 
reimpose  authoritarian  rule.  But  even 
the  Russian  Republic's  opposition  may 
be  crushed.  Any  army  Yeltsin  puts  to- 
gether will  have  to  stand  its  ground 
against  the  professional  troops  at  the 
command  of  the  national  police,  the  KGB, 
and  the  Defense  Ministry.  Moreover, 
Yeltsin's  political  position  appears  to 
have  weakened.  Several  of  the  bright 
young  economists  on  his  staff  who  had 
engineered  radical  economic  reform 
plans  have  quit,  saying  that  Yeltsin  has 
actually  done  little  to  institute  reform.  If 
that  trend  continues,  Yeltsin's  populist 
appeal  is  bound  to  be  undermined. 

The  events  in  Lithuania  seem  like  a 
chapter  out  of  the  1950s.  And  they  fore- 
shadow how  the  military  and  KGB  are 
likely  to  suppress  independence  move- 
ments throughout  the  country.  Last  Feb- 
ruary, a  new  Lithuanian  parliament  was 
picked  in  the  first  democratic  elections  in 
50  years.  In  March,  the  legislature  de- 
clared independence.  Gorbachev  immedi- 
ately demanded  that  it  rescind  its  action. 
At  first,  the  Kremlin  tried  milder  forms 
of  coercion,  such  as  imposing  an  11-week 
embargo  of  oil  and  natural-gas  supplies 
and  sending  armored  military  vehicles 
racing  through  the  streets 

Meanwhile,  the  KGB  played  the  resent- 
ments of  residents  of  Russian  or  Polish 
descent  against  the  new  government. 
With  KGB  help,  pressure  groups  were 
formed.  One  such  is  Yedinstvo  (Unity), 
made  up  mostly  of  Russian  nationalist 
workers.  It  collaborated  with  some  Com- 
munist Party  officials,  who  had  been 
voted  out  of  office,  to  stage  demonstra- 
tions against  the  new  government. 
SHOCK  TROOPS.  By  autumn,  the  turning 
point  had  arrived.  Gorbachev's  back  was 
against  the  wall:  A  record  harvest  lay 
rotting  in  the  fields  while  the  once-pris- 
tine Soviet  credit  rating 
with  foreign  bankers 
had  fallen  to  Third 
World  levels.  In  Decem- 
ber, Gorbachev  replaced 
his  moderate  minister 
of  internal  affairs,  who 
controls  the  national  po- 
lice, with  Boris  Pugo,  a 
hard-line  former  KGB  chief  of  Latvia,  and 
a  deputy,  Boris  Gromov,  the  last  Soviet 
commander  in  Afghanistan. 

In  early  January,  Lithuanian  officials 
learned  that  900  special  troops  had 
joined  the  Saverny  Gorodok  military  gar- 
rison in  Vilnius.  They  were  the  troops 
used  to  quell  the  violent  civil  pogroms  in 


Baku  last  year  and  who  shot,  gassed,  or 
bludgeoned  to  death  20  Georgian  protes- 
tors in  Tbilisi  in  April,  1989,  says  Lithua- 
nian Defense  Minister  Butkevicius.  An- 
other tip-off  to  Kremlin  intentions  was 
the  arrival  in  the  republic  of  Soviet  De- 
fense Minister  Dmitri  Yazov  on  an  unof- 
ficial visit  on  Jan.  11-12,  just  before  Sovi- 
et troops  launched  their  sweep. 
Meanwhile,  in  Moscow,  the 


Gorbachev  government  contin- 
ued its  steps  to  muzzle  the 
press.  Already,  in  December,  the  govern- 
ment had  pulled  the  plug  on  Vzglyad,  an 
enormously  popular  television  program 
that  broadcasts  political  satire  and  pub- 
lic affairs  programs  nationwide. 

Even  more  signs  of  conservative  re- 
trenchment are  coming  in  the  national 
Supreme  Soviet.  On  Jan.  14,  it  approved 


Valentin  Pavlov,  a  former  Finance  Min- 
ister, to  replace  Nikolai  I.  Ryzhkov  as 
Prime  Minister.  The  appointment  of  Pav- 
lov, a  cautious  bureaucrat,  underscores 
the  Kremlin's  rejection  of  dramatic,  radi- 
cal steps  to  ease  shortages  of  consumer 
goods  and  food  by  raising  prices  and  to 
modernize  industry  and  agriculture  by 
selling  off  factories  and 
farms. 

Pavlov  also  has  op- 
posed reform,  measures 
favored  by  radical  econ- 
omists, such  as  using 
privatization  of  state 
property  as  a  means  of 
soaking  up  some  300 
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billion  in  unused  rubles  that  are  spur- 
ring inflation.  Just  after  his  appoint- 
ment, his  comments  had  a  familiar,  old- 
line  ring.  He  urged  increasing  science 
and  technical  progress,  social  welfare, 
and  self-accountability. 

Still,  Gorbachev's  turn  to  the  right 
may  not  spell  the  end  for  Western  in- 
vestment in  the  Soviet  Union,  especially 
those  such  as  big  oil  projects  that  ensure 
a  flow  of  badly  needed  hard  currency 
(page  43).  "The  first  priority  of  a  busi- 
nessman is  political  stability.  We  need 
stronger  governments  to  ensure  that 
stability,"  says  Yuri  Blokhin,  chairman 
of  the  nationwide  right-wing  group 
Soyuz  that  wants  Gorbachev  to  impose 
emergency  rule  in  key  areas. 
TOUGH  MOVES.  In  like  fashion,  Lithua- 
nia's Committee  for  National  Salvation 
is  proposing  drastic  measures  to  keep 
the  economy  under  control.  It  demands 
tough  measures  against  black  marke- 
teers. The  committee  claims  it  would 
move  to  a  market  economy  later. 

Gorbachev  is  still  pushing  to  get  a 
new  union  treaty  signed  by  next  April  or 
May.  But  force  of  arms  may  not  produce 
a  more  stable  situation  over  the  long 
term.  Since  the  Lithuanian  crackdown, 
the  Ukraine,  Moldavia,  and  Russia  have 
denounced  the  Soviet  leader's  pressure 
tactics.  Those  republics  are  already  balk- 
ing at  signing  the  treaty  because  it 
draws  too  much  power  to  the  center. 
Now  the  resistance  is  bound  to  increase. 
As  one  Western  diplomat  says:  "Sure, 
Gorbachev  can  get  a  treaty  with  the  re- 
publics, but  what  kind  of  a  treaty  will  it 
be  if  he's  put  a  gun  to  their  heads?" 

Only  a  short  time  ago,  Gorbachev  con- 
sidered Lithuania  and  the  other  Baltic 
states  as  potential  showcases  for  peres- 
troika.  But  on  a  cold  winter's  night  in 
Vilnius,  those  hopes,  along  with  the  Lith- 
uanian protestors,  were  slain  by  Gorba- 
chev's troops. 

By  Rose  Brady  in  Vilnius,  Rosemarie 
Boyle  in  Moscow,  and  Peter  Galuszka  in 
New  York,  unth  Bill  Javetski  in  Washing- 
ton and  Richard  A.  Melcher  in  London 
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INVESTORS  ARE  SHAKEN 
—BUT  NOBODY'S  PACKING 


The  large,  untapped  Soviet  market  remains  alluring 


Last  summer,  John  J. 
Goossens  thought  he 
^^^^^1^^   had  the  deal  of  a  life- 

^^fw^r     time:  the  first  contract 

^t^M  to  supply  digital  phone 
i^^^^  switches  to  the  Soviet 
Union.  But  no  sooner 
was  the  ink  dry  than  souring  relations 
between  the  central  authorities  and  local 
governments  sent  Goossens,  CEO  of  Bel- 
gium's Alcatel  Bell,  back  to  the  Soviet 
Union  to  get  financial  guarantees.  On 
his  latest  trip,  Goossens  had 
no  hint  of  any  unrest — until 
he  returned  home  on  Jan.  12, 
the  eve  of  the  bloody  crack- 
down in  Lithuania. 

Shaken,  Goossens  hopes  his 
deals  are  intact.  "Is  this  the 
first  movement  of  the  pendu- 
lum back  to  where  the  coun- 
try was  a  few  years  ago?"  he 
asks.  "As  every  week  goes 
by,  our  perception  changes." 

The  Soviet  government's  re- 
pression in  the  Baltics  is 
putting  the  already  cautious 
international  business  commu- 
nity on  alert.  But  unlike  the 
aftermath  of  China's  crack- 
down in  Tiananmen  Square, 
foreign  business  is  not  likely 
to  shun  the  Soviets,  unless 
the  situation  deteriorates  fur- 
ther. Nor  are  foreign  govern- 
ments likely  to  sever  econom- 
ic links.  There  are  some  3,000 
joint  ventures  in  the  Soviet 
Union,  some  of  them  mega- 
deals  (table).  Now,  many  of 
these  companies  are  thinking  twice 
about  starting  new  projects. 
WHO'S  IN  CHARGE?  As  Goossens  discov- 
ered, the  Baltic  crackdown  came  as  the 
Soviet  economy  is  descending  into  chaos, 
making  business  dealings  chaotic,  too. 
Billions  in  debts  due  Western  banks  and 
companies  are  going  unpaid,  new  deals 
that  require  hard-currency  commitments 
by  the  Soviets  are  being  delayed,  and 
confusion  reigns  about  which  officials 
can  make  decisions.  Now,  many  execu- 
tives are  worried  about  whether  Presi- 
dent Mikhail  Gorbachev's  reform.s  will 
remain  on  track.  The  uncertainty  sug- 
gests that  the  Soviets  may  move  far 
more  slowly  to  a  market  economy  than 
seemed  likely  just  a  few  months  back. 


So  far,  no  major  company  has  headed 
for  the  exits.  Barring  further  bloodshed 
or  Gorbachev's  overthrow,  the  allure  of 
an  untapped  market  of  280  million  peo- 
ple still  outweighs  the  risks.  A  Fiat  exec- 
utive, for  example,  says  the  company's 
$5.5  billion  project  to  build  900,000  cars  a 
year  600  miles  east  of  Moscow  will  go 
ahead  "whether  the  leaders  are  from  the 
right,  center,  or  left  of  the  Soviet  politi- 
cal spectrum." 

Some  Western  investors  even  argue 


will  open  two  hotels  in  the  next  year  to 
add  to  the  Moscow  hotel  it  opened  in 
1990.  The  company  gets  its  fees  under  a 
management  contract.  Similarly,  Radis- 
son  Hotels  International  Inc.  is  still  plan- 
ning a  gala  July  4  opening  of  a  430-room 
Moscow  hotel,  the  first  with  U.  S.  man- 
agement in  the  Soviet  Union. 
OTHER  WORRIES.  In  some  countries,  nota- 
bly Germany,  the  political  imperative  of 
propping  up  the  Soviet  Union  is  easing 
business  concerns.  "We're  loyal  to  our 
government,  and  our  government  says 
it's  0.  K.  to  keep  working  with  the  Sovi- 
ets," says  Hans-Georg  Kloos  of  Daimler 
Benz,  which  has  a  joint  venture  to  build 
a  bus  factory  near  Moscow.  Over  the 
past  two  years,  Germany  has  extended 
$20  billion  in  commercial  credits  to  the 
Soviets,  and  with  350,000  Soviet  soldiers 
in  the  eastern  part  of  the  country,  politi- 
cians promise  not  to  cut  back. 

Still,  German  banks,  which  stopped 
lending  money  to  the  Soviets  last  year 


THE  BIG  DEALS 
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AMERICAN  TRADE 
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Chevron,  Johnson  & 
Johnson,  RJR  Nabisco, 
Eastman  Kodak,  and 
Archer  Daniels  Midland 

$10  billion  plan  to  pro- 
duce oil,  food,  ciga- 
rettes, film,  and  other 
products 
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complex  in  Western 
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AMERICAN  MEDICAL 
CONSORTIUM 

Pfizer,  Hewlett-Pack- 
ard, Colgate  Polmolive 

$2  billion  plan  to  pro- 
vide medical  equip- 
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goods 

that  a  mild  crackdown  could  be  helpful. 
Their  reasoning:  The  breakdown  of  cen- 
tralized authority  has  left  a  decision- 
making vacuum.  With  officials  at  every 
level  homing  in  on  deals.  Westerners 
find  negotiating  is  like  trying  to  run  in 
quicksand.  "Very  little  business  is  being 
concluded,"  says  Geoff  H.  Blackburn, 
the  CEO  of  Britain's  Courtaulds  Central 
Trading,  which  has  textile  and  trading 
projects  in  the  Soviet  Union.  "A  return 
to  the  centralized  system  in  the  short 
term  would  make  negotiations  simpler." 

The  most  optimistic  companies  are  in 
the  service  sector  or  light  manufactur- 
ing", where  investments  tend  to  be  mod- 
est and  the  payback  quick.  With  less 
than  $10  million  invested,  France's  Accor 


after  their  previous  unsecured  credits 
fell  into  arrears,  are  refusing  to  lend 
any  more  money  without  100%  govern- 
ment backing.  And  several,  including 
Deutsche  Bank,  are  making  loss  provi- 
sions for  half  of  their  Soviet  loans  and 
are  downgrading  the  Soviet  Union's 
once-stellar  credit  rating. 

With  the  Soviet  leadership  so  unsta- 
ble, many  companies  are  hanging  back. 
Caution  is  the  rule  at  Honeywell  Europe, 
which  has  signed  two  deals  with  the  So- 
viets. "In  the  current  situation,  we  are 
going  step  by  step,"  says  Jean-Pierre 
Rosso,  CEO  of  Honeywell  Europe.  "We 
are  not  pursuing  big  projects."  The  Bal- 
tic crisis  has  also  prompted  six  major 
Japanese  trading  houses  to  postpone 
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plans  to  finance  a  $1  billion  aid  package 
to  the  Soviet  Union.  The  Japanese  would 
have  bartered  food,  medicine,  and  other 
essentials  for  crude  oil. 

Many  executives  worry  that  the  reac- 
tionary forces  behind  the  Baltic  clamp- 
down  could  presage  bigger  trouble 
ahead.  A  European  oil  executive  notes 
that  those  in  the  KGB  and  Soviet  army 
leading  the  charge  in  Lithuania  "take 


the  view  that  Western  investment  was  a 
mistake  from  the  beginning.  We're  con- 
cerned that  this  group  is  becoming  more 
vocal."  After  struggling  to  conclude 
deals  with  local  authorities,  many  for- 
eign investors,  in  particular  oil  compa- 
nies, may  find  themselves  back  at  the 
negotiating  table  if  the'  hard-liners  gain 
the  upper  hand. 

"By  spring,  maybe  the  situation  will 


be  clearer,"  says  a  British  executive. 
"Psychologically,  the  Russians  start  do- 
ing things  in  the  spring.  It's  like  a  bear 
coming  out  of  hibernation."  Until  then, 
approaching  the  bear  is  a  game  only  for 
the  brave. 

By  Mark  Mar-ejnont  in  London,  with  Igor 
Reichlin  in  Bonn,  Jonathan  Kapstein  in 
Brussels,  James  E.  Ellis  in  Chicago,  and 
bureau  reports 


'THE  TANKS  HESITATED, 
THEN  LURCHED  FORWARD . . 


As  the  troops  and 
ML  tanks  of  the  Red 

•^^^^^^^^    Army  cracked  down 
^^fw^^r  budding 
^B^l^^      Lithuanian  state, 

^^^^^  BUSINESS  WEEK  MOS- 

COW Bureau  Manag- 
er Rose  Brady  witnessed  some  of  the 
most  terrifying  moments.  Her  report: 

When  the  special  paratroop  squads 
first  arrived  in  Vilnius,  the  air 
was  filled  with  a  calm  defiance. 
People  rallied  outside  Parlia- 
ment and  kept  a  close  watch  on 
key  buildings  around  town.  But 
the  fluttering  flags  and  nation- 
al songs  made  the  air  festive. 

Around  2  a.m.  on  Sunday, 
Jan.  13,  that  ended  abruptly. 
From  my  hotel,  the  first  thing 
I  heard  was  an  explosion. 
Then,  shooting  began.  Soon,  I 
was  hearing  reports  that  tanks 
had  rolled  to  the  capital's  TV 
tower  atop  a  hill  in  the  north- 
ern section  of  the  city. 

Racing  there  by  car,  I  found 
a  scene  of  chaos:  billowing 
smoke,  the  roar  and  clanking 
of  tanks,  everywhere  the  crack 
of  gunfire.  Lithuanians,  beside 
themselves  in  furious  dismay, 
screamed  curses.  Above  me, 
lined  up  across  the  hilltop  and 
in  the  yard  of  a  nearby  apartment 
block,  I  saw  hundreds  of  protesters 
stand  and  shout  "Fascist!"  at  the  Sovi- 
et soldiers  and  "Lietuva"  (Lithuania)  in 
lament  of  their  imperiled  republic. 
INTIMIDATION.  I  didn't  see  the  troops  do 
their  worst  damage.  But  as  I  stood  on 
a  road  to  the  TV  tower,  the  scene  was 
brutal  enough.  Two  tanks,  belching  an 
irritating  smoke,  kept  shifting  position 
and  swin.'{]ng  their  cannons  in  a  sort  of 
mad  intimidation.  Not  far  away,  I  saw 
where  three  tanks  had  plowed  over  a 
barricade  of  p^i  .'^.enger  cars.  The  tanks 
kept  their  guns  "  rained  on  the  protest- 


ers, yet  the  protesters  held  their 
ground.  Vitaus  Bodoskas,  his  hair 
soaked  with  water  the  soldiers  sprayed 
at  the  crowd,  couldn't  believe  what 
he'd  seen:  "We  didn't  do  anything  that 
they  should  come  to  us  with  tanks." 

I  met  a  43-year-old  lawyer,  Teresa 
Kosloskine,  who  saw  the  tanks  first 
arrive.  She  told  me  that  she  saw  young 
students  lying  down  in  the  tanks'  path. 
Several  hundred  other  protesters. 


LAST  LIGHT  A  VIGIL  AT 
PARLIAMENT  IN  VILNIUS 


standing  hand  in  hand,  backed  them 
up.  At  first,  she  said,  the  tanks  hesitat- 
ed. Then,  without  notice,  they  lurched 
forward,  knocked  people  down,  and  ran 
over  some  of  those  lying  prone. 

Soon  enough,  I  saw  the  result  of  the 
violence:  The  bodies  of  two  boys, 
wrapped  in  sheets,  were  on  the  ground 
next  to  some  ambulances.  They  had 
been  shot  in  the  yard  of  an  apartment 
building.  One,  I  was  told,  was  just  15. 
Jolita  Maslunita,  a  slender  23-year-old 
woman,  was  sure  Moscow  had  made 
Vilnius'  TV  tower  its  first  target  be- 
cause "it  is  our  only  connection  with 


the  world."  She  added:  "We  are  not 
afraid,  even  now. . . .  We  must  have  our 
own  free  Lithuania,  even  though  we 
could  all  be  wounded." 

The  soldiers  handily  occupied  the 
tower,  taking  just  five  or  six  minutes 
for  the  task.  Yet  for  about  two  more 
hours,  the  gunfire  continued.  One  man 
told  me  many  of  the  dead  and  injured 
had  not  been  attended  to  for  up  to  two 
hours.  "All  these  people  killed  or 
wounded,"  he  said.  "I  can't  be- 
lieve the  army  can  take  such 
actions." 

LAST  BROADCAST.  To  a  foreign- 
er, too,  it  was  all  hard  to  be- 
lieve. Spotlights  flashed  crazi- 
ly.  Loudspeakers  blared  a 
speech  by  an  unidentified  offi- 
cial, who  urged  people  to  go 
home.  But  the  crowd  around 
me  just  kept  yelling  slogans, 
especially,  pitiably,  "Freedom 
for  Lithuania."  We  also  heard 
the  last  broadcast  by  Radio  Vil- 
nius: an  appeal  to  the  world  for 
help.  Then,  the  radio  went 
dead.  Suddenly,  I  found  myself 
wondering,  is  this  the  way  a 
civil  war  begins? 

After  6  a.m.,  a  light  snow 
began  to  fall.  I  walked  down 
the  hill  with  Romas  Chiskavi- 
cius,  a  major  in  Lithuania's 
highway  police.  "I  have  never 


seen  such  an  awful  scene  in  my  life  or 
in  the  movies,"  he  said.  "I  fully  believe 
it  is  possible  many  of  our  people  will  be 
put  into  prison." 

I  hurried  back  to  Freedom  Square, 
outside  Parliament.  As  dawn  broke, 
more  than  200,000  tense  Lithuanians 
waited  for  the  tanks  to  roll  into  the 
square.  They  never  came.  They  had  de- 
livered their  ugly  message  on  the  hill.  I 
spoke  with  a  husky  worker  with  red 
hair.  "It  will  be  the  same  for  Moscow 
residents,"  he  predicted.  "This  is  just 
the  first  step  for  a  total  crackdown  in 
the  Soviet  Union." 
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Sharp  Is  The  No.1  Fax  In  America. 
Shouldn't  Sharp  Be  Your  No.1  Consideration? 


FO-6000 


CCJ1991  Sharp  Electronics  Corporation 


Today,  new  business  needs  demand  new 
thinking  about  fax  technology.  Sharp 
Thinking.  It's  why  of  over  70  brands, 
Sharp  has  sold  more  fax  machines  than 
any  other  company  in  America. 

Sharp  Thinking  made  the  world's 
first  desktop  foil  color  fax  a  reality.  And 
created  affordable  plain  paper  laser  fax 

machines  that  produce  documents 

of  unsurpassed  quality.  That 
W  same  innovative  thinking  is  built 
'   into  every  Sharp  fax. 

With  more  Sharp  fax  machines  in 
use  across  the  count^,  you're  more 
likely  to  connect  to  a  Sharp  fax.  In 
most  cases  that  gets  you  faster  brans- 
mission  speeds  and  saves  you  money  on 
telephone  line  charges.  Don't  be  fooled 
by  competitive  claims.  When  you're 
thinking  fax,  you  would  be  smart  to 
think  Sharp. 

To  learn  more  about  the  number 
one  selling  line  of  fax  machines,  call 
1-800-BE-SHARP 

FRO/vi  SHARP  MIND^ 
COME  SHARP  PRODUCTS  " 


BANKING  SYSTEMS  •CAlCUtATORS  •  COlORSCANNf  RS  •  COMPUTERS  •COPIERS  •  ELECTRONIC  CASH  REGISTERS  &  TYPEWRlTERS-t'[EaRONlC>ORGANlZERS '  FACSiMli^  USKj>:RINTERS 


The  1990  World  Champion  wishes  t( 


Weaving  an  unprecedented  string  of  15  wins  in 
17  races  from  1989  through  1990,  Mercedes 
Benz  has  claimed  the  World  Sports  Prototype 
Championship  for  a  second  consecutive  year. 

Powering  the  victorious  duo  of  Cll  "Silver 
Arrows"  was  a  five-liter  V-8  that  blended 
seven  hundred  thundering  horsepower 
with  the  reliability  of  a 
Mercedes-Benz.  Out- 
racing — and  outlast- 


ing— the  fastest  competition  the  automotive 
world  could  muster. 

Credit  the  Mercedes  racing  team,  the  driv- 
ers and  the  engineers  for  a  job  superbly  done. 
Then  credit  the  Mercedes-Benz  500SL  for 
donating  its  five-liter  V-8  to  the  cause.  From 
its  rugged  lightweight  hypereutectic 
aluminum  block  to 
its  free-breathing 
32-valve  cylinder 
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hank  the  car  that  made  it  all  possible. 


head,  the  500SL's  V-8  provided  an  ideal  basis 
for  a  modern,  world-class  racing  powerplant. 

That  same  basic  V-8  design  is  still  potent 
but  considerably  tamer  in  500SL  form.  As 
placid  as  a  millpond.  All  but  inaudible  at 
normal  speeds.  Indeed,  it  is  an  engine  so 
thoroughly  civilized  that  it  normally  goes  all 
but  unnoticed. 

So  perhaps  the  500SL  V-8  should  return 
the  compliment  above.  And  thank  the  1990 


World  Champion  for  making  it  famous. 

For  more  information  on  Mercedes-Benz 
engineering  leadership,  call  1-800-468-4001 
any  time.  Or  visit  your  authorized  Mercedes- 
Benz  dealer. 


ENGINEERED  LIKE  NO  OTHER 
CAR  IN  THE  WORLD 


EDITED  BY  HARRIS  COLLINGWOOD 

AT&T'S  WAY  AROUND 
THE  NCR  BUSY  SIGNAL 


►  AT&T  is  closing  in  on  NCR, 
the  Dayton-based  computer 
maker  that's  the  target  of 
AT&T's  $6.1  billion  tender  of- 
fer. The  phone  giant  an- 
nounced on  Jan.  16  that  it  had 
received  tenders  for  about 
70%  of  NCR's  shares  and  ex- 
tended the  tender  deadline  by 
a  month,  to  Feb._  15. 

The  solid  majority  is  mainly 
symbolic,  though,  since  for 
the  moment,  NCR's  anti- 
takeover defenses  make  an 
acquisition  prohibitively  ex- 
pensive. But  shareholders 
could  dismantle  those  de- 
fenses in  a  special  session, 
and  AT&T  says  it  now  has 
enough  votes  to  demand  such 
a  meeting.  If  AT&T  can  muster 
the  support  of  80%  of  NCR's 
shares,  it  can  vote  out  NCR's 
current  directors  and  replace 
them  with  its  own  slate.  They 
would  then  rescind  the  anti- 
takeover defenses  and  con- 
summate the  deal. 


TAKING  BULL'S  ZENITH 
DATA  BY  THE  HORNS 


►  Enrico  Pesatori,  a  21-year 
Olivetti  veteran,  has  landed 
the  president  and  CEO  slots  at 
Groupe  Bull's  personal  com- 
puter unit.  Zenith  Data  Sys- 
tems. Pesatori,  50,  says  he 
wants  to  revive  ZDS's  lagging 
domestic  sales  to  business 
customers  by  expanding  its 
product  line  with  a  notebook 
computer  and  a  sophisticated 
desktop  designed  to  power 
networks  of  PCs.  "It's  going 
to  be  a  challenging  assign- 
ment," he  says.  An  Italian, 
Pesatori  has  worked  in  the 
U.  S.  before — including  a  stint 
as  president  of  Olivetti's 
North  American  unit. 


ULTIMATUM  AT 
IHlDAIlYMeWS 


►  Management  may  finally  be 
ready  to  concede  defeat  in  the 
labor  showdown  at  Tribune 
Co.'s  New  York  Daily  News. 


On  Jan.  16,  Tribune  an- 
nounced that  it  would  perma- 
nently close  or  sell  the  News 
unless  "the  long-term  viability 
and  profitability  of  the  news- 
paper can  be  assured."  That 
seems  unlikely,  given  the 
sometimes  violent  three- 
month  walkout  and  the  pa- 
per's shrunken  circulation  and 
ad  pages. 

Shuttering  the  News  would 
be  painful  for  Tribune.  It  al- 
ready expects  red  ink  from 
the  paper  to  cause  a  1990 
fourth-quarter  net  loss  at  the 
parent  company,  compared 
with  year-earlier  net  income 
of  $6'7.6  million.  A  shutdown 
or  sale  could  cost  up  to  $100 
million  or  more.  But  after 
$200  million  in  Daily  News 
losses  in  the  past  decade,  Tri- 
bune seems  ready  to  give  up. 


CHARLES  ZWICK:  OUT 
AT  SOUTHEAST  BAHK 


►  Charles  Zwick,  64,  the  em- 
battled chairman  and  CEO  of 
Southeast  Bank,  resigned 
from  those  posts  on  Jan.  15. 
The  $14.5  billion  Florida  bank 
lost  $167  million  through  Sept. 
30,  mostly  from  its  souring 
real  estate  loan  portfolio. 
Many  shareholders  blamed 
Zwick's  management  style 
and  late  entry  into  Florida's 
retail  market  for  the  bank's 
poor  performance. 

Douglas  Ebert,  45,  who 
joined  the  bank  in  July  as 
chief  operating  officer,  takes 
over  as  chairman,  president. 


HEY  STAN,  WANNA  BUY  A  TIME-SHARE  CONDO? 


Next  time  you  get  an  unwanted 
phone  call  at  work  from  a  stock- 
broker or  a  headhunter,  blame 
Stan  Grubman.  For  the  past 
three  years,  he's  been  selling  in- 
ternal corporate  directories  at 
$125  a  pop  through  Corporate 
Contacts  in  Silver  Spring,  Md. 
The  private  phone  books  list  the 
direct  numbers  and  job  titles  of 
everyone  in  a  company's  mana- 
gerial ranks  from  the  CEO  on 
down.  Grubman  often  gets  them  from  temporary  workers,  who 
collect  $50  for  every  directory  they  pass  along  to  him. 

His  library,  he  says,  now  boasts  directories  for  some  600  of 
the  nation's  largest  corporations,  including  General  Motors, 
Johnson  &  Johnson,  and  Motorola.  Is  this  entirely  on  the  up- 
and-up?  "There's  a  difference  between  what  a  company  doesn't 
like  and  what  is  illegal,"  Grubman  claims.  "It  could  be  looked 
at  as  a  gray  area,  but  no  one  has  sued  us  yet."  You — or  your 
lawyers — can  reach  him  at  301  587-1819. 


and  CEO.  Ebert  says  he  is  still 
"defining  a  strategic  direc- 
tion" for  Southeast — not  an 
easy  task. 


DICEY  LOANS  AMBUSH 
WELLS  FARGO'S  STOCK 


►  The  earnings  drop  Wells 
Fargo  announced  on  Jan.  15 
was  hardly  a  disaster — profits 
declined  to  $156.7  million  from 
$158.5  million  a  year  ago.  But 
investors  hammered  the  stock 
down  2V2  points,  to  49%.  The 
reason  for  their  alarm:  an  18% 
uptick  in  Wells's  problem  loan 
portfolio,  as  well  as  concern 
over  accounting  changes  for 
$2  billion  in  real  estate  loans. 


Those  numbers  don't  look 
so  bad,  compared  with  the  big 
losses  suffered  at  many  mon- 
ey-center banks,  but  they  con- 
tradict Wells's  oft-repeated 
assertion  that  rigorous  under- 
writing would  allow  it  to  ride 
out  downturns  in  real  estate 
and  highly  leveraged  transac- 
tions (HLTs).  The  yearend 
numbers  show  that  troubled 
HLT  loans  alone  rose  140%,  to 
$356  million. 


EASTERN  MAY  RUN  OUT 
OF  FUEL  SOON 


►  Beleaguered  Eastern  Air 
Lines  may  be  on  its  last 
wings.  The  bankrupt  Miami 
carrier  was  kept  alive  in  De- 
cember, despite  creditors' 
pleas  for  liquidation,  when 
U.  S.  Bankruptcy  Judge  Bur- 
ton Lifland  allowed  court-ap- 
pointed trustee  Martin  Shu- 
grue  to  use  an  additional  $135 
million  in  escrow  funds  to  fly 
through  March.  But  Eastern 
has  been  burning  up  cash  at 
such  a  clip — more  than  $2  mil- 
lion a  day — that  it  may  run 
out  soon. 

Shugrue  has  been  scram- 
bling to  sell  assets  and  has 
said  two  airlines  are  interest- 
ed in  investing  in  the  carrier. 
But  unless  he  finds  a  buyer 
fast.  Eastern  may  have  to 
park  its  planes  for  good.  H 
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Slow  pay  is  lite  slow  death. 
1  starts  with  my  customers  taking 
their  sweet  time,  then  pretty  soon 


Fm  borrowing  money  to  pay  my  bilk. 

That's  vhf  I'm  so  fussy  about 
credit  information,  vhf  I  demand 
alotfromD&B. 

"I  want  cash  flowing  to  the 
bank,  not  from  it!' 


Improve  your  cash  flow  with  D&fi. 

Credit  information  isn't  just  for 
checking  new  accounts.  It  can  also  help 
you  with  business  you  already  have. 

In  fact,  a  lot  oi  companies  use 
Dun  &  Bradstreet  information  on  a  reg- 
ular basis,  to  improve  their  cash  flow. 
We  help  them  spot  changes  in  customers' 
payment  patterns,  so  they  can  avoid  pay- 
ment problems.  And  they've  got  bottom- 
line  results  to  prove  it's  worth  it. 

Dun  &  Bradstreet  Information  Services 

I  acofnpairyof 

I  The  Dun&'Bfsdstrcct  CocporaHon 


months  ago.  A  customer's  fortunes 
can  change  very  quickly  Which 
means  yours  can,  too. 

To  learn  more  about  how  Dun  & 
Bradstreet  can  help  you,  call  us  at 
1-800-234-DUNS. 


D&B  Key  Alert,  for  example,  keeps 
you  up-to-date  by  reporting  changes  in 
Paydex  scores,  liens,  lawsuits,  andother 
financial  indicators  as  they  occur. 

Or,  if  you  sense  an  account  is  at 
risk,  a  Duns  Financial  Prohle,  a  Paydex 
Analysis  or  a  Credit  Advisory  Report 
can  give  you  in-depth  perspectives  to 
help  you  resolve  problems  more  easily 
and  earlier. 

In  times  like  these,  you  can't  ahvays 
depend  on  a  credit  report  you  read  six    The  fine  art  of  managing  risk. 


Dun  &  Bradstreet 


e 


ARCHITECTS  I 


HE  CHANGED  THE  SKYLINE. 
NOW,  HE'S  CHANGING  

Hot  architect  Bill  Pedersen  is  branching  out  from  skyscrapers  and  developing  a  risky  new  style 


If  William  Pedersen 
felt  like  showing 
off,  he  could  take 
you  on  his  own  special 
tour  of  Manhattan: 
Within  a  10-block  radius 
of  the  architect's  mid- 
town  office  are  a  num- 
ber of  notable  buildings 
he  designed.  Among 
them:  a  34-story  tower 
on  57th  and  Lexington 
with  a  curious  concave 
facade  and  a  new  50- 
story  giant  squeezed  in 
behind  the  landmark 
Rizzoli  building  on  Fifth 
Avenue.  But,  truth  be 
told,  he's  not  terribly  in- 
terested in  them  any- 
more. Says  Pedersen: 
"The  only  buildings 
that  are  really  impor- 
tant are  the  ones  you're 
working  on,  the  ones 
you're  excited  about." 

Besides,  looking  back 
is  depressing  for  archi- 
tects these  days.  The 
1980s  were  boom  years 
for  the  profession,  and 
no  firm  shot  up  faster 
than  Pedersen's.  In  that 
decade,  Kohn  Pedersen  Fox  Associates 
grew  from  infancy  to  vie  with  the  likes 
of  Philip  Johnson,  Cesar  Pelli,  and  Kevin 
Roche  in  the  fiercely  competitive  busi- 
ness of  building  skyscrapers.  But  the 
recession  has  hit  hard.  The  building  of 
commercial  structures,  which  comprise 
the  bulk  of  Kl  '-'s  business,  has  slowed 
to  a  crawl  and  is  unlikely  to  pick  up 
for  perhaps  five  years,  figures  partner 
Eugene  Kohn.  Already,  25%  of  KPF's 
projects  have  been  j,ut  on  hold,  and  oth- 
ers could  follow.  After  grossing  around 
$30  million  in  both  1989  and  1990,  KPF  is 
bracing  for  a  $5  million  drop. 

So  Pedersen,  the  firm's  53-year-old 
lead  architect,  is  shifting  gears — push- 
ing to  expand  the  range  of  structures 
the  firm  designs  and  to  win  more  work 
overseas.  Pedersen  himself  has  been 


PEDERSEN:  THE  IMPORTANT  BUILDINGS  "ARE  THE  ONES  YOU'RE  WORKING  ON 


through  something  of  an  artistic  upheav- 
al as  well.  In  the  mid-1980s,  he  won  re- 
nown as  a  beacon  of  the  so-called  post- 
modernist movement,  which  featured 
classically  inspired  towers  that  recall  the 
skyscrapers  of  the  1920s.  But  with  that 
style  becoming  passe,  the  former  I.  M. 
Pei  disciple  is  off  on  a  new  tack. 
QUIRKY.  The  DG  Bank  Tower  going  up  in 
Frankfurt,  Germany,  is  a  prime  exam- 
ple. Vastly  different  from  Pedersen's 
symmetrical  stone  and  glass  towers,  it 
juxtaposes  facades  of  granite  and  mar- 
ble with  a  tower  of  steel  and  green 
glass.  It  looks  like  two  or  three  build- 
ings stuck  together  and  is  as  quirky  as 
Pedersen's  earlier  buildings  are  regular. 
Rockefeller  Plaza  West,  now  rising  in 
New  York,  shares  a  similar  spirit,  with  a 
giant  glittering  piece  of  glass  on  one 


side  that  mimics  Times 
Square's  neon  signs  to 
the  south. 

Traditionalists  may 
not  care  for  the  nevv^ 
style.  "Our  buildings 
aren't  as  'nice'  as  they 
used  to  be,"  concedes 
Pedersen.  But  the 
change  is  turning  some 
critics  into  admirers. 
"In  my  personal  view, 
post-modernism  is  not 
losing  popularity  fast 
enough,"  says  George 
M.  White,  in  charge  of 
architecture  at  the  na- 
tion's Capitol  and  a  sup- 
porter of  Pedersen's 
winning  design  in  last 
year's  competition  to 
build  the  new  World 
Bank  headquarters. 

Pedersen  says  a  1986 
trip  to  India  prompted 
his  change.  There  for 
three  weeks,  he  reflect- 
ed on  his  career. 
Daughter  Kia  recalls 
his  fascination  with  a 
Hindu  idea:  "We  talked 
about  how  in  the  first 
25  years  of  your  life 
you  are  someone  being  taken  care  of," 
she  says.  "From  25  to  50,  you're  caretak- 
ers. After  50,  you  wander." 

The  shift  in  approach  has  "completely 
transformed  the  spirit  of  this  office," 
Pedersen  says.  But  spirit  will  only  get 
you  so  far  in  a  recession.  With  this  in 
mind,  KPF  is  looking  outside  the  U.  S. 
The  firm  was  already  far  along  with  its 
Canary  Wharf  buildings  and  Goldman 
Sachs  U.  K.  headquarters  in  London 
when,  last  spring,  it  opened  a  30-person 
office  there.  The  intent  was  to  provide  a 
better  base  from  which  to  seek  work  on 
the  Continent,  where  it  had  little.  The 
firm  has  since  won  commissions  in  Glas- 
gow and  Hamburg.  Japan  is  also  fast 
becoming  a  hot  market  for  American  ar- 
chitects, and  KPF  has  lined  up  three  jobs 
there  in  the  past  four  months. 
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Meanwhile,  Pedersen  is  turninfr  to  in- 
stitutional and  residential  work  as  well. 
He  recently  finished  his  first  residential 
job — a  house  in  Vermont  for  retired 
Goldman  Sachs  partner  William  Stutt. 
Proving  that  he  could  design  something 
other  than  a  commercial  tower  helped 
him  win  new  commissions  for  the  New- 
port Harbor  Art  Museum  and  a  Univer- 
sity of  Pennsylvania  student  center. 
DESIGNER  GENES.  Pedersen  undoubtedly 
has  architecture  in  his  blood.  His  grand- 
father, a  St.  Paul  (Minn.)  land  surveyor, 
began  designing  and  building  houses  on 
spec.  After  World  War  U,  he  and  Peder- 
sen's  father  put  together  a  catalog  of 
simple  plans  for  sub- 
urban houses,  which 
they  sent  to  lumber 
dealers.  Returning 
servicemen  building 
their  own  homes 
could  order  blue- 
prints for  $15. 

A  graduate  of  the 
University  of  Minne- 
sota, Pedersen  got  a 
master's  degree  in 
architecture  from 
Massachusetts  Insti- 
tute of  Technology. 
His  big  break  came 
at  28,  when  he  cap- 
tured the  coveted 
Rome  Prize  in  Archi- 
tecture. The  prize 
was  two  years  of 
study  in  Italy,  but 
the  competition  also 
brought  a  job  offer 
from  I.  M.  Pei,  a  ju- 
ror for  the  contest. 
Pedersen  spent  five 
years  under  Pei, 
three  working  on  an 
addition  to  the  Na- 
tional Gallery.  But 
the  master's  firm 
hand  left  little  room 
for  the  ambitious  ar- 
chitect to  develop  independently.  He  left 
to  join  John  Carl  Warnecke,  and  in  1976 
joined  ex- Warnecke  architects  Kohn  and 
Sheldon  Fox  to  form  KPF. 

Kohn  sells,  Pedersen  designs,  and  Fox 
manages  the  finances.  "I  decided  that 
Bill  was  the  best  designer  I  knew,"  says 
Kohn.  "I  felt  Bill  should  be  the  lead 
designer;  I  would  act  in  a  coordinating 
and  critiquing  way."  Kohn  is  widely  rec- 
ognized as  one  of  the  most  aggressive 
salesmen  in  the  business  and  is  credited 
with  getting  KPF  in  the  door  with  many 
clients  when  the  firm  was  young. 

Pedersen  is  extremely  articulate  but 
soft-spoken,  with  a  delivery  that  ranges 
from  dreamy  to  quietly  intense.  In  a  pro- 
fession rife  with  powerful  egos  and  hot 
tempers,  he  is  known  for  never  letting 
either  run  out  of  control.  Says  Ming  Wu, 


a  former  Kl'K  associate  partner:  "No 
matter  how  taxing  things  might  become, 
[Bill  sees  that  as]  all  the  more  reason  to 
keep  one's  head." 

Yet  Pedersen  loves  competition.  He 
played  varsity  hockey  in  college  and,  un- 
til a  recent  shoulder  injury,  was  a  star 
on  KPF's  Softball  team,  batting  it  to  five 
straight  years  of  architects'  league 
championships.  Music  is  another  passion. 
He  plays  the  piano,  and  his  wife  and  two 
daughters  all  play  instruments.  Daugh- 
ter Kia,  now  at  the  Yale  school  of  archi- 
tecture, remembers  her  father  as  so  ea- 
ger for  her  to  excel  at  the  cello  that  he 
practiced  along  with  her  every  day. 


Pedersen  first  became  identified  with 
post-modernism  after  Procter  4  Gamble 
Co.'s  Cincinnati  headquarters  went  up  in 
1985.  Designed  in  1982,  the  twin  octago- 
nal towers  with  pyramidal  roofs  are  best 
described  as  abstracted  classicist.  The 
style  set  the  course  for  Pedersen  and 
KPF's  other  designers  for  the  next  six 
years.  One  example  followed  another  as 
the  firm  lined  up  heavyweight  corporate 
clients,  including  ABC  and  Shearson  Leh- 
man Brothers,  and  developers  .JMB  Real- 
ty Corp.  and  Olympia  &  York.  Some  ri- 
vals called  Pedersen's  works  "designer- 
label  buildings." 

Some  of  the  griping  was  valid.  Peder- 


FITTING  IN:  ROCKEFELLER  PLAZA  WEST 


WINNING  DESIGN:  WORLD  BANK  HEADQUARTERS 


FRESH  OFF  THE  DRAFTING  TABLE 

Some  Pedersen  projects  in  design  or  construction: 

NEW  YORK  Rockefeller  Plaza  West,  1.2  million  sq.  ft.  

WASHIMCTOM  World  Bonk  headquarters,  2  million  sq.  ft.  

MONTREAL  1.2  million  sq.  ft.  of  office  space 

LONDON  Two  office  buildings  at  Canary  Wharf,  totaling  1.3  mil- 
lion sq.  ft.  Also,  Goldman  Sachs  U.K.  headquarters 

GLASGOW  Broomielaw  Development,  1.2  million  sq.  ft. 

FRANKFURT  DG  Bank  Tower,  850,000  sq.  ft.  

HAMBURG  1  million  sq.  ft.  of  office  and  hotel  space 

NAGOYA,  JAPAN  5  million  sq.  ft.  mixed-use  project 

TOKYO  Corporate  headquarters  building  outside  Tokyo;  office 
and  retail  space  in  Tokyo,  clients  as  yet  unannounced 

DATA:  KOHN  PEDERSEN  fOX  ASSOOATES 


The  central  tenet  of  Pedersen's  design 
philosophy,  and  a  main  idea  behind  post- 
modernism, is  the  idea  of  "context."  Un- 
like many  so-called  modern  buildings, 
which  stand  as  stark  abstractions  in  pub- 
lic spaces,  Pedersen  intends  his  build- 
ings to  "relate"  to  the  city  around  them. 

That  principle  informs  all  his  struc- 
tures, whether  identified  as  post-modern 
or  not.  One  of  Pedersen's  earliest  works, 
333  Wacker  Drive  in  Chicago,  is  set  on  a 
triangular  site  at  a  bend  in  the  Chicago 
River  and  is  said  to  be  in  a  modern  style. 
Yet  it  clearly  responds  to  its  surround- 
ings— and  in  a  starkly  different  way  on 
each  side  of  the  property.  On  the  city 
side,  the  36-story  building  fits  into  the 
street  grid  .with  a  stepped  entry  and  for- 
mal facade.  But  the  river  side  presents  a 
stunning  convex  wall  of  green  glass. 


sen  concedes  that  many  of  his  buildings 
became  too  "scenographic" — too  encum- 
bered with  design  flourishes.  But  there 
was  also  an  element  of  jealousy.  An  ex- 
tremely young  firm  by  architectural 
standards,  KPF  snapped  up  job  after  job. 
It  went  from  a  handful  of  architects  in 
1976  to  over  215  in  1990. 

Fortunately  for  KPF,  the  firm  antici- 
pated the  current  slowdown  two  years 
ago.  Instead  of  staffing  up  for  new  pro- 
jects, it  started  using  freelance  archi- 
tects on  a  job-by-job  basis.  Still,  it  had  to 
lay  off  10  people  last  year,  and  more 
could  follow  if  the  economy  worsens. 
That  puts  a  lot  of  pressure  on  Pedersen 
and  his  new  designs.  "I'm  nervously  op- 
timistic," he  says.  These  days,  that's 
about  the  best  an  architect  can  expect. 

By  Andrea  Rothman  in  New  York 
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t  ;  'ss  OF  THUNDER  AND  TME  HUNT  FOR  RED  OCTOBER  WERE  COSTLY  INDEED 


PARAMOUNT'S 
BIG-BUDGET  FIUWS 

Film 

DA  YS  OF  THUNDER  ~ 
THE  GODFATHER  PART  III 

ANOTHER  48  HOURS  

THE  HUNT  FORRED  OCTOBER 

ESTIMATED  INDUSTRY  AVERAGE* 

*Shearson  Lehman  Brothers  Inc. 

DATA;  BW 


MOVIES  I 


A  SLASHER  IS  LOOSE 
ON  PARAMOUNT'S  LOT 


The  studio  is  hacking  production  costs — and  terrifying  the  talent 


In  the  biggest  hit  film  of  1990,  a  dead 
man  comes  back  from  the  nether- 
world to  save  his  wife  from  her  im- 
pending demise.  Ghost,  made  with  a  rel- 
atively modest  budget  of  $23  million,  has 
already  taken  in  more  than  $400  million 
at  the  box  office.  But  even  as  Patrick 
Swayze  and  Demi  Moore  were  packing 
them  in.  Paramount  Pictures  Corp.,  the 
Hollywood  studio  that  released  the  film, 
was  struggling  to  return  from  a  Hades 
of  its  own  making. 

The  sad  truth  is  that  soaring  produc- 
tion costs  have  turned  even  some  box- 
office  hits  into  money-losers.  Sure,  every 
Hollywood  studio  has  felt  the  pinch  of 
rising  costs.  But  Paramount  has  become 
the  first  to  take  a  stand  against  high- 
priced  action  films  and  pampered  actors. 
"They've  made  it  very  clear,"  says  Rob- 
ert Rehme,  co-producer  of  Fligh  t  of  the 
Intruder,  wliich  Paramount  released  on 
Jan.  11.  "Thev  are  not  going  to  tolerate 
funny  numbers  any  longer." 
THUNDERSTRUCK.  Paramount  has  seen 
its  share  of  tliose.  Last  year  alone,  the 
studio  had  to  write  down  the  losses  on  5 
of  the  15  films  it  i-eleased.  Among  them 
was  Day.s  of  Th  /nnler,  one  of  the  sum- 
mer's biggest  hiis,  with  $82  million  in 
ticket  sales.  Paramount  got  about  half 
of  the  box-office  take.  But  the  Tom 
Cruise  movie  about  car  racing  cost  the 
studio  a  staggering  $58  million  to  make. 
The  write-downs  also  included  The  Two 
Jakes  and  Crazy  People,  lower  budget 
films  that  flopped. 


Paramount's  big-budget  parade  includ- 
ed the  $55  million  it  spent  to  make  The 
Godfather  Part  III,  $88  million  for  An- 
other 48  Honrs,  and  $35  million  for  The 
Hunt  for  Red  October.  Overall,  Para- 
mount had  a  strong  year  at  the  box  of- 
fice, finishing  a  close  second  to  industry 
leader  Walt  Disney  Co.  But  the  costs  cut 
operating  earnings  for  the  studio,  a  unit 
of  Paramount  Communications  Inc.,  by 
at  least  $30  million,  estimates  analyst 
Raymond  Katz  of  Shearson  Lehman 
Brothers  Inc. 

The  film  unit's  spending  spree  helped 
drag  down  profits  for  its  parent.  For  the 
year  ended  Oct.  31,  the  entertainment 
group,  which  includes  TV  operations  and 
accounts  for  69'/  of  overall  income,  saw 
operating  profits  droj)  by  16'/,  to  $212.5 
million,  on  $2.4  billion  in  revenues.  "No- 
where in  the  industry  is  it  more  evident 
than  at  Paramount  that  costs  have  got- 
ten out  of  control,"  says  Katz. 

Katz  figures  that  the  average  Para- 
mount film  cost  $30  million  to  make,  well 
above  the  $27  million  average  at  other 
studios  in  1990  (tiible).  To  help  rectify 
the  problem.  Paramount  shook  up  man- 
agement last  summer.  Studio  Chairman 


'People  pay  their  $7.50  to  get 
an  emotional  response,  not  to 
see  a  lot  of  special  effects' 


Frank  Mancuso  fired  production  chief 
Sidney  Ganis,  who  had  held  the  job  for 
three  years  after  heading  up  marketing. 
In  his  place.  Paramount  brought  back 
39-year-old  David  Kirkpatrick,  a  long- 
time film  executive  who  has  done  tours 
at  independent  producer  Weintraub  En- 
tertainment Group  and  at  Disney. 

Hired  initially  by  Paramount  in  1976, 
Kirkpatrick  worked  at  the  studio  during 
the  days  when  it  was  run  by  Barry 
Diller  and  Michael  D.  Eisner.  Known  as 
Hollywood's  cheapest  studio  at  the  time. 
Paramount  relied  on  tightly  focused  sto- 
ry lines  and  ruthlessly  trimmed  budgets 
to  keep  its  film  costs  well  below  the 
industry  average.  In  1984,  Diller  left  to 
run  Twentieth  Century-Fox  Film  Corp., 
and  P^isner  became  Disney's  chairman. 
SHOVING  MATCH.  Kirkpatrick's  early 
training  certainly  qualifies  him  for  rein- 
ing in  Paramount's  costs.  Unlike  Ganis, 
an  easygoing  and  well-liked  man,  he  also 
brings  a  tougher  demeanor  to  the  task. 
It's  Hollywood  scuttlebutt,  for  instance, 
that  a  few  years  back  he  and  Jerry 
Weintraub  got  into  a  shoving  match 
over  the  editing  of  Troop  Beverly  Hills, 
a  1988  Weintraub  Entertainment  film 
that  bombed.  Neither  executive  would 
discuss  the  incident,  but  not  long  after- 
ward Kirkpatrick  left  for  Disney,  where 
he  oversaw  production  of  such  films  as 
Pretty  Woman. 

The  clamps  were  tightened  at  Para- 
mount not  long  after  Kirkpatrick  was 
hired.  In  November,  he  bought  out  the 
contract  of  Top  Gun  and  Days  of  Thun- 
der producers  Don  Simpson  and  Jerry 
Bruckheimer,  a  hugely  lucrative,  five- 
year  deal  signed  a  year  earlier.  None  of 
the  parties  will  comment,  but  the  part- 
ing came  not  long  after  Paramount  took 
a  $7  million  write-down  for  Days  of 
Thunder.  While  Paramount  swallowed 
the  loss,  Simpson  and  Bruckheimer 
walked  away  with  more  than  $10  million. 

Mending  Paramount's  free-spending 
ways  will  require  a  lot  more  than  cut- 


52  BUSINESS  WEEK/JANUARY  2«,  1991 


ENTERTAINMENT 


MEGAHIT  AND  TWO  MISSES  low-budget  ghost  was  a  $400  million  winner,  the  two  JAKES  AND  CRAZY  PEOPLE  FLOPPED 


ting  loose  two  producers,  however.  The 
studio  is  loaded  with  high-priced  talent. 
The  most  expensive  is  undoubtedly  co- 
median Eddie  Murphy,  who  was  paid  an 
estimated  $12  million  to  make  this  sum- 
mer's big-budget  action  film,  Another  Jf8 
Hours.  That  helped  boost  the  costs  of 
the  film  to  $38  million,  enough  to  slash 
profits  even  though  it  grossed  an  im- 
pressive $80.6  million  at  the  box  office. 
MURPHY'S  MILLIONS.  Then  there  are  the 
perks:  To  make  Coming  to  America, 
the  studio  picked  up  the  $1  million  tab 
for  the  bodyguards,  personal  trainer, 
and  other  members  of  Eddie  Murphy's 
entourage.  Worse  yet,  Murphy  com- 
plains he  is  underpaid  and  is  seeking 
closer  to  $18  million  a  film,  say  Holly- 
wood sources.  Paramount  expects  to  an- 


nounce a  new  Murphy  film  soon.  But  to 
keep  costs  to  the  low  $30  million  range, 
the  29-year-old  comedian  won't  be  crash- 
ing cars  or  shooting  'em  up. 

Dealing  with  the  likes  of  an  Eddie 
Murphy  underscores  the  paradox  Para- 
mount faces.  It  still  intends  to  do  big- 
budget  films  with  flashy  stars.  But 
Kirkpatrick  is  under  orders  to  spend  no 
more  than  the  $420  million  that  Para- 
mount spent  in  1990,  while  increasing 
the  number  of  films  to  20  from  15.  Proj- 
ects being  developed  will  be  halved  from 
250,  saving  $30  million.  Paramount  will 
pass  on  projects  with  several  expensive 
stars  and  won't  do  sequels.  Says  Kirk- 
patrick: "We  all  believe  in  the  power 
of  the  story.  People  pay  their  $7.50  to 
get  an  emotional  response,  not  necessar- 


ily to  see  a  lot  of  special  effects." 

Paramount's  tighter  fist  has  already 
lost  it  at  least  one  film.  Richard  and  Lili 
Zanuck,  who  came  to  Paramount  after 
producing  the  1989  blockbuster  Driving 
Miss  Daisy,  took  their  new  project  to  a 
rival  that  agreed  to  nearly  double  the 
measly  $10  million  budget  Paramount 
was  offering. 

In  the  end,  however,  a  management 
shakeup  isn't  going  to  solve  all  of  Para- 
mount's problems.  The  studio  could  still 
fall  prey  to  its  search  for  box-office 
gold — particularly  since  some  rivals  are 
willing  to  pay  ever-higher  prices  for  tal- 
ent and  scripts.  But  even  if  Paramount 
can  simply  flatten  out  the  growth  of  its 
film  budgets,  it  will  be  quite  a  coup. 

By  Ronald  Grover  in  Los  Angeles 


WHAT  WILL  MARTY  DAVIS  DO  WITH  ALL  THAT  CASH? 


artin  S.  Davis  is  getting  a  bit 
.cranky  about  all  the  specula- 
Ition.  For  over  a  year  now,  the 
chief  executive  officer  of  Paramount 
Communications  Inc.  has  been  sitting 
on  about  $1.6  billion  in  cash — and  Wall 
Street  can't  wait  for  him  to  make  a  big 
acquisition  or,  better  yet,  sell  out  to 
the  Japanese.  The  rumor  of  the  month? 
That  Davis  has  been  shopping  the  com- 
pany— a  notion  that  the  prickly  63- 
year-old  finds  ludicrous.  "We're  not 
looking  to  get  bought  out,"  he  snaps. 

Davis  has  spent  several  years  un- 
loading assets  to  transform  Paramount 
from  an  unwieldy  conglomerate  to  a 
pure  publishing  and  entertainment 
company.  Ever  since  selling  the  compa- 
ny's financial  services  arm  and  making 
an  aborted  $200-a-share  bid  for  Time 
Inc.  in  1989,  Davis  has  been  on  the 
prowl.  Before  MCA  Inc.  was  picked  off 
by  Matsushita  Electric  Industrial  Co., 
Davis  had  talked  on  and  off  for  years 


about  a  merger.  The 
stumbling  blocks  at  the 
time:  price  and  manage- 
ment control.  Sources 
say  he  also  explored 
deals  with  Six  Flags, 
Bertelsmann  Music 
Group,  and  cable  giant 
Tele-Communications. 
BLOODIED.  The  cash 
puts  Davis  in  an  envi- 
able position.  Even  be- 
fore the  recession  hit, 
media  and  entertain- 
ment companies  took  a 
nasty  beating.  Many  of 
the  stocks  are  off  by 
50%  over  the  last 
year — and  so  are  asset 
valuations.  "Values  could  get  even  bet- 
ter," says  analyst  Emanuel  Gerard  of 
Gerard  Klauer  Mattison  &  Co. 

A  lot  of  folks  figure  Davis  also  has 
other  reasons  for  hoarding  his  dough. 


DAVIS:  ON  THE  PROWL 


The  Federal  Comimuni- 
cations  Commission 
may  scrap  the  rules 
that  keep  TV  networks 
from  owning  financial 
stakes  in  programming 
and,  by  extension, 
keeps  them  from  merg- 
ing with  Hollywood  pro- 
ducers. Davis  would 
love  to  get  hold  of  a 
huge  distribution  net- 
work for  Paramount 
films  and  TV  shows.  The 
company  made  an  at- 
tempt a  few  years  ago, 
along  with  MCA,  to  cob- 
ble together  a  network 
of  its  own  but  couldn't 
sign  up  enough  independent  stations. 
Of  course,  once  the  networks  are  up 
for  grabs,  he  will  have  plenty  of  rivals. 
But  that  $1.6  billion  will  certainly  help. 

By  Susan  Duffy  in  New  York 
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ARLINGTON  ELEMENTART:  MORE  AUTONOMT  ALLOWED  IT  TO  ALTER  THE  TEACHER-STUDENT  RATIO 


LETTING  TEACHERS 
CALL  THE  SHOTS 


Kentucky's  experiment  gives  them  more  clout  and  new  incentives 


When  a  sweeping  school  reform 
law  kicked  in  across  Kentucky 
last  fall,  the  attention-grabber 
was  the  nearly  $500  million  a  year  the 
state  coughed  up  mostly  for  schools  in 
poor  neighborhoods.  But  a  more  far- 
reaching — and  controversial — aspect  of 
the  law  involves  a  new  role  for  teachers 
that  could  change  the  face  of  education 
in  the  state.  Starting  in  1995,  Ken- 
tucky will  use  an  innovative  incen- 
tive-pay system,  keyed  to  how  well 
each  school's  students  perform,  to 
spur  teachers  to  produce  better  re- 
sults. This  will  make  the  state  a 
testing  ground  for  the  most  radical 
attempt  to  improve  schools  that  has 
come  along  in  decades. 

The  experiment  grew  out  of  a  cri- 
sis that  occurred  in  1989,  when  Ken- 
tucky's Supreme  Court  ruled  that  it 
was  unconstitutional  for  schools  in 
poor  neighborhoods  to  receive  less 
funding  than  those  in  wealthy  dis- 
tricts. The  windfall  for  poor  schools 
followed.  And  after  scouring  the  na- 
tion for  ideas,  state  legislators  over- 
hauled virtually  the  entire  educa- 
tional system  in  an  effort  to  combat 
nepotism  and  the  state's  low  stu- 
dent achievement  ratings.  The  in- 
centive-pay plan  emerged  as  the  key 
element  in  the  package.  "A  lot  of 
people  will  be  watching  to  see  how 


this  approach  works,"  says  Keith  Gei- 
ger,  president  of  the  National  Education 
Assn.  (NEA),  whose  Kentucky  affiliate  is 
the  state's  largest  teachers'  union. 

The  new  law  involves  a  dramatic  shift 
of  power  to  teachers.  It  requires  every 
school  to  form  a  teacher-dominated  gov- 
erning council  that  can  override  a  wide 
range  of  state  and  union  rules.  For  in- 


KENTUCKY'S  FORMULA 
FOR  IHHPROVEP  SCHOOLS 

COUNCILS  Each  school  wiil  be  run  bv  a  council  of 
three  teachers,  two  parents,  and  the  principal 

STANDARDS  By  1992,  the  state  will  define  the 
key  measures  of  student  success,  such  as  grades, 
attendance,  and  dropout  rate 

RATING  In  the  1994-95  school  year,  each  school 
will  be  rated  by  its  percentage  increase  of  success- 
ful students  vs.  previous  years 

REWARDS  After  the  ratings  are  completed, 
teachers  in  the  most-improved  schools  will  get 
bonuses  of  up  to  15%  a  year 

SANCTIONS  Schools  whose  success  rates  fall  by 
5%  or  more  will  be  taken  over  by  the  state.  Its  stu- 
dents can  transfer  if  the  decline  continues 


stance,  a  council  can  alter  class  size,  re- 
arrange or  extend  the  school  day,  and 
decide  what  new  staff  to  hire.  The  as- 
sumption is  the  same  one  that  is  moti- 
vating Industrial  America  to  push  deci- 
sion-making down  to  the  factory  floor: 
Those  closest  to  a  problem  know  best 
how  to  solve  it.  In  Kentucky,  this  rele- 
gates school  boards  and  principals,  who 
will  be  outnumbered  on  the  councils,  to 
advisory  roles,  though  the  extent  to 
which  this  happens  will  depend  on  how 
forcefully  teachers  assert  themselves. 
SELF-PACING.  The  reformers  hope  that 
empowered  teachers  will  come  up  with 
better  ideas  in  every  area  of  education, 
from  curriculum  to  teaching  methods. 
Indeed,  although  some  schools  fear  the 
accompanying  responsibility,  others  al- 
ready are  tossing  aside  the  rules  to  solve 
problems.  One  example:  Arlington  Ele- 
mentary School  in  Lexington.  Shortly  be- 
fore school  began  last  year,  Arlington 
found  that  there  were  too  few  students 
to  fill  the  expected  three  classes  in  the 
fourth  grade  and  three  in  the  fifth.  As  a 
result,  Arlington  had  to  transfer  a  teach- 
er to  another  school.  Usually,  it  then 
would  have  been  left  with  two  classes  in 
each  grade  and  would  have  formed  a 
fifth  class  consisting  of  fourth-  and 
fifth-graders. 

Instead,  Arlington's  teachers  decided 
to  have  three  smaller  classes,  plus  two 
larger  ones  in  each  grade.  Then  they 
called  on  Arlington's  two  special-educa- 
tion instructors,  who  teach  mostly  slow 
learners  rather  than  severely  disabled 
students.  One  special-ed  teacher  com- 
bined her  seven  students  with  a  fourth- 
grade  class.  The  other  did  the  same  with 
a  fifth-grade  one.  This  let  Arlington 
avoid  a  split  class.  And  with  two 
teachers  in  the  larger  classes,  the 
student-teacher  ratio  in  both  grades 
is  23  instead  of  28.  The  special-ed 
students  haven't  been  hurt,  since 
the  school  uses  self-paced  teaching 
methods,  which  let  students  work  at 
their  own  speed.  "We  have  the  pow- 
er now  to  change  the  things  that 
stymie  us  from  doing  our  jobs," 
says  Tim  Dedman,  a  fifth-grade 
teacher  at  Arlington. 

The  incentive  for  teachers  to  take 
a  bigger  role  is  money.  Many  school 
districts  in  recent  years  have  adopt- 
ed merit-pay  systems,  which  give 
bonuses  to  individual  teachers  who 
perform  well.  By  contrast,  Ken- 
tucky's plan  provides  a  bonus  to  the 
entire  staff  if  its  school  improves — 
and  to  no  one  if  it  doesn't.  The  goal 
is  to  prompt  teachers  to  work  as  a 
team,  somewhat  like  the  production 
teams  common  in  factories. 

Because  these  changes  are  such  a 
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lililc  country  by  the  sea.  F'amous  for  its  charming  land- 
scapes, wooden  shoes  and  cheese. 

Our  international  business  customers,  however, 
know  that  there's  another  side  to  the  Netherlands.  They're 
familiar  with  us  as  the  Gateway  to  Europe.  As  the  tradition- 
al center  of  trade  and  distribution. 

Information  is  one  of  the  most  important  "goods 
and  services"  being  exchanged  today.  And  PTT  Telecom 
Netherlands  is  one  of  the  leading  international  infor- 
mation  carriers. 

We  offer  internationally  oriented  business  cus-  ' 
tomers  a  complete  range  of  voice,  text,  data  and  video 
communications  services.  From  basic  transmission  facil- 
ities and  leased  lines  to  extensive  European  networks 
and  professional  round-the-clock  network  management. 
From  convenient  value-added  services  to  sophisticated 
satellite  and  mobile  facilities,  services  and  equipment. 

Advanced  technology  and  a  high-quality  infra- 
structure provide  a  solid  basis  for  fast,  reliable  telecom-  j 
munications.  Backed  up  by  a  number  of  traditional  values 
for  which  we  Dutch  are  also  famous.  Values  such  as  a  j 
flexible,  customer  oriented  approach.  And  a  pragmatic, 
down-to-earth  attitude. 

Together,  these  qualities  make  it  possible  for  us  to 
offer  our  internationally  operating  customers  comprehen- 
sive solutions  to  their  business  communications  needs. 
Solutions  which  are  not  only  efficient,  but  surprisingly  j 
cost-effective  as  well. 

At  PTT  Telecom  Netherlands,  our  core  business 
is  national  and  international  telecommunications.  We 
would  be  pleased  to  discuss  what  we  can  do  to  help  your 
company  meet  its  communications  needs.  Now  and  in 
the  future.  Leaving  you  free  to  concentrate  on  your  own 
core  business. 

For  more  information,  simply  contact  our  Interna- 
tional Sales  and  Consultancy  Depart-  ibii  ii iii  j  l j  -l    .  ^_ 


ment  by  calling  +31  70  343  37  85. 


P 


Visit  us  at  Communication  Networks, 
Washington,  Booth  87. 
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MERGERS  I 


A  BOOBY  PRIZE  FOR 
PANHANPIE? 

Texas  Eastern  has  more  liabilities  than  Panhandle  thought 


radical  departure,  Kentucky  plans  to 
phase  them  in  gradually.  By  1992,  a 
state-appointed  committee  will  define  the 
attributes  of  a  "successful"  student  (ta- 
ble, page  54).  Over  the  next  two  years, 
teacher  bonuses  will  be  awarded  based 
on  each  school's  percentage  gain  in  suc- 
cessful students.  To  be  fair  to  weak 
schools,  the  ratings  will  judge  each 
school  against  how  many  such  students 
it  had  to  begin  with,  instead  of  against 
an  absolute  standard.  To  ensure  that 
teachers  at  good  schools  aren't  penalized 
because  they  start  with  a  high  propor- 
tion of  successful  students,  the  gain  in 
performance  needed  to  qualify  for  a  bo- 
nus will  be  smaller  as  schools  approach 
a  1007f'  success  rate. 
FLEXIBLE  BONUS.  Kentucky  teachers 
won't  see  their  first  incentive  check  until 
the  1994-95  school  year.  But  if  their 
school  hits  the  top  performance  scale  as 
laid  out  in  the  law,  the  payoff  could  be 
big — up  to  157f  a  year,  which  may  have 
to  be  funded  by  new  tax  money. 

Teachers  have  one  more  incentive  to 
perform  well:  punishment  if  they  don't. 
Schools  whose  success  rates  fall  by  59^ 
or  more  will  be  run  by  state-assigned 
teachers.  If  the  decline  continues,  par- 
ents could  move  their  kids  to  other 
schools.  If  they  do,  staff  may  be  cut. 
Eventually,  a  bad  school  could  be  shut 
and  its  teachers  transferred  or  fired. 

Such  strategies  have  divided  education 
experts  around  the  country.  Advocates 
such  as  Albert  Shanker,  president  of  the 
American  Federation  of  Teachers,  argue 
that  schools  could  benefit  from  the  disci- 
pline of  the  marketplace.  That's  almost 
heresy  coming  from  a  trade  unionist.  In 
fact,  the  Kentucky  law  undermines  vari- 
ous provisions  of  traditional  union  con- 
tracts, including  salary  scales,  seniority 
provisions,  and  layoff  protections. 

That,  among  other  things,  has  made 
the  rival  NE.A.  lukewarm  about  incen- 
tives. The  Kentucky  Education  Assn., 
the  nea's  affiliate,  went  along  after 
much  debate  and  lobbying  to  soften 
some  of  the  new  law's  provisions.  But 
KEA  leaders  say  that  some  rank-and-file 
teachers  fear  the  change  involved.  Oth- 
ers don't  see  teaching  as  a  profession 
that  lends  itself  to  incentives — the  same 
objection  many  teachers  have  to  merit 
pay.  "It's  crazy  to  run  schools  like  you 
do  a  business,"  says  NEA  President  Gei- 
ger.  "In  that  kind  of  system,  you  always 
build  in  winners  and  losers,  and  you 
can't  do  that  with  children." 

It  will  be  several  years  before  Ken- 
tucky's plan  can  be  judged  objectively. 
But  this  much  already  is  clear:  With 
U.  S.  global  competitiveness  at  stake,  al- 
most any  experiment  seems  worth  try- 
ing to  improve  the  education  of  Ameri- 
ca's kids. 

By  Aaron  Bernstein  in  New  York,  with 
Patrick  Howinyton  in  Louisville 
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The  mood  was  decidedly  upbeat  dur- 
ing Panhandle  Eastern  Corp.'s  an- 
nual meeting  at  Houston's  posh 
Ritz-Carlton  Hotel  last  April.  Executives 
reported  on  the  progress  of  Panhandle's 
$8.2  billion  acquisition  of  Texas  Eastern 
Corp.,  a  rival  natural-gas  pipeline  compa- 
ny. That  day,  the  1989  merger  seemed 
like  a  sure  winner.  Panhandle's  new  CEO, 
Philip  Burguieres,  spoke  buoyantly  of 


the  future:  "We  have  a  brand  new  corpo- 
ration, a  new  decade,  and  a  new  environ- 
ment in  the  natural-gas  industry." 

You  won't  hear  such  visionary  talk  at 
Panhandle  these  days.  Deregulation  and 
collapsing  natural-gas  prices  have 
sparked  a  competitive  free-for-all  among 
pipeline  operators.  And  Panhandle's 
earnings  are  under  pressure  just  as  it's 
trying  to  cope  with  a  $2.8  billion  debt 


load,  much  of  which  came  from  the  Tex- 
as Eastern  deal.  Worse,  a  slew  of  envi- 
ronmental problems  have  surfaced  at 
Texas  Eastern  that  ultimately  could  cost 
Panhandle  a  staggering  $1  billion  to 
clean  up. 

Combined,  these  pressures  prompted 
Panhandle  to  slash  its  cherished  divi- 
dend by  60%  in  July.  That  news  sent  the 
company  stock  into  a  free-fall  from 
which  it  hasn't  recovered.  In  the  past 
year,  Panhandle's  stock  lost  62%  of  its 
market  value  and  now  trades  at  about 
11.  Investors  were  hit  with  yet  another 
bombshell  in  November,  when  Bur- 
guieres  resigned  abruptly,  citing  health 
problems,  after  only  11  months  on  the 
job. 

Into  the  breach  stepped  former  Texas 
Eastern  CEO  Dennis  R.  Hendrix.  An  old 
hand  at  the  pipeline  business,  Hendrix, 
50,  is  a  taciturn,  no-nonsense  executive 
who  isn't  afraid  to  cut  through  bureau- 
cratic layers  or  sell  off  prized  assets. 
Before  joining  Texas  Eastern  in  1985,  he 
built  rival  Texas  Gas  Resources  Corp. 
into  a  lucrative  player.  He  was  named 
chairman  and  chief  executive  at 
Panhandle  in  November.  Ironi- 
cally, Hendrix  lost  out  to  Bur- 
guieres  for  the  top  job  when 
longtime  Panhandle  Chairman 
Robert  D.  Hunsucker  stepped 
down  in  January,  1990.  Hun- 
sucker purged  executives  from 
Texas  Eastern.  Now,  Hendrix 
will  be  calling  the  shots  at  Pan- 
handle. 

SHREWDER.  Hendrix  declined  to 
be  interviewed  for  this  article. 
Yet  judging  by  what  former  ex- 
ecutives, customers,  and  ana- 
lysts say,  he  is  in  for  a  helluva 
time  at  Panhandle.  As  one  for- 
mer top  Texas  Eastern  execu- 
tive puts  it:  "They  need  someone 
who  can  walk  on  water." 

In  many  ways.  Panhandle's 
plight  underscores  the  indus- 
try's turmoil  since  the  advent  of 
deregulation  during  the  1980s. 
For  decades,  big  gas  pipelines 
plodded  along  acting  essentially 
as  middlemen  between  produc- 
ers and  big  local  utilities.  They 
were  a  coddled  bunch  with  guar- 
anteed customer  bases  and  rates 
of  return  of  around  15'7<.  Start- 
ing in  the  early  1980s,  gas  prices 
at  the  wellhead  were  deregulat- 
ed. And  then,  in  1985,  life  really 
changed:  For  the  first  time,  reg- 
ulators allowed  utilities  and  in- 
dustrial consumers  to  shop 
around  for  the  best  gas  deal 
available.  So  pipeline  operators 
had  to  be  shrewder  about  com- 
peting for  customers. 

Given  this  brave  new  world, 
Texas  Eastern  appeared  to  be 


the  perfect  fit.  For  starters,  most  of 
Panhandle's  pipeline  network,  running 
from  the  Gulf  of  Mexico  and  Oklahoma 
due  north,  served  the  crowded  and 
fiercely  competitive  Midwest  market.  In 
fact,  from  1986  to  1988,  the  company  lost 
$591  million. 

By  buying  into  Texas  Eastern,  Pan- 
handle inherited  a  lucrative  pipeline  net- 
work that  served  the  less  competitive 
Northeast.  That  region  is  dependent  on 
oil  and  has  attracted  fewer  major  gas 
pipeliners.  Yet  in  recent  years,  gas  de- 
mand has  been  on  the  rise  in  the  North- 
east, and  Texas  Eastern  had  been  mak- 
ing a  killing.  Another 
factor:  Panhandle's 
archrival.  Coastal 
Corp.,  a  Houston- 
based  pipeline,  was 
prowling  around  for 
companies  to  buy. 

After  Panhandle 
bagged  Texas  East- 
ern, the  two  com- 
panies commanded 
27,500  miles  of  pipe- 
line, second  only  to 
Enron  Corp.,  also 
based  in  Houston.  It 
didn't  come  cheap. 
Panhandle  doled  out 
$53  a  share,  or  $3.3 
billion,  which  repre- 
sented a  hefty  5.5 
times  cash  flow.  Even 
so,  "we  figured  we 
could  make  it  work 
with  all  the  syner- 
gies," recalls  Charles 
E.  Lasseter,  Panhan- 
dle's former  chief  fi- 
nancial officer. 

But  Texas  Eastern 
doesn't  look  like  such 
a  gem  anymore.  For 
one  thing,  its  20-year 
contract  with  Chevron  Corp.  expired  in 
1989.  That  deal  furnished  Texas  Eastern 
with  a  cheap  supply  of  gas  from  the 
Gulf  of  Mexico,  helping  it  undercut  ri- 
vals. It  renegotiated  the  contract — but 
at  a  sevenfold  increase.  Meanwhile, 
some  synergies  haven't  panned  out. 
Plans  for  a  pipeline  in  Louisiana  that 
would  have  connected  Panhandle's  lines 
to  Texas  Eastern's  proved  too  costly. 

Panhandle  also  clearly  underestimated 
Texas  Eastern's  environmental  liabilities 
involving  leaks  of  polychlorinated  biphe- 
nyl,  or  PCB,  at  some  of  its  operations. 
Over  the  summer.  Panhandle  disclosed  a 
stunner:  It  could  be  held  liable  for  $730 
million  in  cleanup  costs — about  85% 
more  than  it  calculated  at  the  time  of 
the  merger.  Investment  house  Pruden- 
tial-Bache  Securities  Inc.  estimates  the 
price  tag  could  even  hit  $1  billion. 

With  headaches  such  as  these,  Texas 
Eastern  has  naturally  been  trying  to 


Chairman  Hendrix 
faces  a  struggle.  As 
one  former 
executive  puts  it: 
They  need 
someone  who  can 
walk  on  water' 


pass  some  costs  along  to  customers. 
Last  year,  its  delivery  rates  soared. 
They're  now  running  15%  above  those  of 
some  rivals  and  chasing  off  some  cus- 
tomers. Small  wonder.  Texas  Eastern  is 
now  the  highest-price  gas  transporter  in 
the  Northeast. 

Customer  service  has  been  another 
problem.  Many  top  Texas  Eastern  execu- 
tives were  pushed  out  after  the  merger, 
and  a  few  Texas  Eastern  customers 
have  felt  uneasy  about  doing  business 
with  Panhandle,  which  some  find  unre- 
sponsive. "Panhandle's  still  stuck  in 
their  old  world,"  gripes  Randy  M.  Mag- 
nani,  manager  of  sup- 
ply for  Brooklyn 
Union  Gas  Co.,  a  Tex- 
as Eastern  customer. 
Unlike  some  rivals, 
Panhandle  has  been 
slow  to  give  custom- 
ers flexibility  to  pick 
and  choose  among  its 
individual  services. 

In  order  to  change 
that  image,  Hendrix 
is  restructuring  Pan- 
handle's four  major 
pipelines  into  sepa- 
rate entities — each 
with  marketing  and 
buying  staffs.  The 
company  also  is  ex- 
ploring a  plan  to  "un- 
bundle" its  services, 
such  as  transporta- 
tion, storage,  and 
buying  of  gas.  Under 
this  plan,  each  service 
would  be  marketed 
and  priced  separately. 
The  aim:  Hendrix  is 
pressing  managers  to 
respond  more  speedi- 
ly to  market  changes 
and  customer  needs. 
Will  it  be  enough?  Spot  prices  for  nat- 
ural gas  are  off  25%  compared  with 
year-ago  levels.  At  the  same  time,  more 
pipeline  capacity  is  expected  to  come  on 
in  1991  in  the  Northeast  region.  So  turn- 
ing a  buck  isn't  going  to  get  any  easier 
at  Panhandle.  Indeed,  the  company's 
1990  earnings  are  expected  to  slump  35% 
from  year-earlier  figures,  to  $54  million 
on  about  $3  billion  in  revenues,  before 
onetime  gains,  according  to  First  Boston 
Corp.  And  with  Panhandle's  balance 
sheet  now  carrying  so  much  debt — it's 
about  67%'  of  total  capital — Hendrix  has 
little  room  for  error  in  1991. 

Like  it  or  not,  Hendrix  may  have  to 
start  shedding  assets  to  raise  cash.  In 
fact,  some  analysts  believe  he  may  even 
consider  selling  Texas  Eastern's  core 
pipeline  network.  If  so,  that  would  be  a 
fitting  denouement  to  what's  looking 
like  a  very  troubled  merger. 

By  Mark  Ivey  in  Houston 


HE  CORPORATION 


BUSINESS  WEEK/JANUARY  28,  1991  57 


e  Corporation 


RESTRUCTURINGS! 


ARMAND  HAMMER  WOULDN'T 
RECOGNIZE  THIS  OXY 


A  $5  billion  restructuring  will  cut  debt  and  dump  many  businesses 


Armand  Hammer  was  a  man  of 
many  interests.  And  he  was  rare- 
ly shy  about  using  his  clout  as 
chairman  of  Occidental  Petroleum  Corp. 
to  pursue  them.  Under  Hammer,  Oxy 
ventured  into  Arabian  horse  breeding. 
The  eccentric  Hammer  even  launched  a 
film  company  that  cranked  out  documen- 
taries about  his  globe-trotting  missions 


will  take  a  more  bottom-line  approach 
than  Hammer  ever  did.  Says  Irani: 
"What  I'm  interested  in  is  profits  and 
cash  flow — in  that  order." 

To  get  there,  Irani  will  slash  the  com- 
pany's dividend  from  $2.50  to  $1  and 
take  a  $2  billion  write-down  to  exit  some 
unprofitable  businesses  championed  by 
Hammer.  He  will  also  sell  $3  billion 


CLEANING  HOUSE  AT  OCCIDENTAL 


WRIft-OHF 


Sell  off  $3  billion  in  assets,  including  IBP  meat  processing  unit, 
hotel  interests,  horse  breeding,  and  filmmaking 

Take  a  $2  billion  charge  in  fourth  quarter  to  exit  businesses  and 
cover  environmental  cleanup  costs 

Slash  payment  to  $1  per  share  from  $2.50  per  share,  freeing  up 
cash  flow 

Pay  off  a  whopping  $3  billion  in  borrowings,  reducing  debt-to- 
capital  to  45%,  from  57.4% 

DATA.  COMPANY  REPORTS 


to  the  Soviet  Union  and  other  countries. 

Now,  barely  a  month  after  Hammer's 
death  at  age  92,  the  cult  of  personality 
at  Occidental  is  coming  to  an  end.  On 
Jan.  14,  Oxy's  new  chairman,  Ray  R. 
Irani,  unveiled  a  $5  billion  restructuring 
designed  to  slash  the  company's  burden- 
some debt  level  and  refocus  on  its  core 
oil,  natural-gas,  and  chemical  operations 
(table).  Irani  is  clearly  signaling  that  he 


worth  of  assets,  including  Oxy's  517^  in- 
terest in  IBP  Inc.,  a  meat  processor. 

The  payoff?  Irani  says  the  plan  should 
improve  earnings  by  $200  million  annual- 
ly and  wring  an  additional  $600  million  a 
year  in  cash  flow  out  of  the  $20  billion 
energy  giant.  The  money  garnered  from 
asset  sales  will  be  used  to  cut  long-term 
debt  to  $5.5  billion — or  45%  of  capitaliza- 
tion. Sounds  like  just  the  ticket  to  im- 


prove Occidental's  lagging  stock  perfor- 
mance. But  it  may  take  a  while. 

With  financing  tight,  selling  what  Oxy 
admits  are  only  marginally  profitable 
businesses  will  hardly  be  a  cinch.  One 
example:  Oxy's  stake  in  a  Chinese  coal- 
mining venture,  which  it  values  at  .$250 
million.  Given  the  political  uncertainties 
in  China,  cutting  out  of  that  venture 
won't  be  easy.  Still,  Irani  isn't  flinching. 
"We're  not  going  to  rush  in  and  sell 
things  off  just  to  do  it,"  he  says,  adding 
that  only  about  half  of  the  assets  he 
wants  to  sell  are  likely  to  go  in  1991. 

Now  that  Oxy's  lush  dividend — about 
twice  last  year's  earnings  per  share — is 
being  cut,  Irani  will  have  to  deliver  high- 
er earnings  to  boost  Oxy's  stock,  now 
trading  at  a  five-year  low.  But  given 
Oxy's  recent  record,  skeptics  remain. 
"I'll  be  a  lot  happier  when  I  see  if  [the 
restructuring]  works,"  says  Dewitt  F. 
Bowman,  investment  officer  for  the 
California  Public  Employees'  Retire- 
ment System,  a  major  Oxy  investor. 
WINNING  FORMULA.  If  anyone  can  pull 
off  a  comeback  at  Oxy,  it's  probably 
Irani.  Born  in  Lebanon,  he  boasts  im- 
pressive academic  credentials.  By  the 
tender  age  of  22,  Irani  had  earned  his 
doctorate  in  chemistry  from  the  Uni- 
versity of  Southern  California,  and 
he  currently  is  credited  with  having 
150  patents. 

Irani  joined  Occidental  in  1983  after 
a  stint  as  president  at  chemical  mak- 
er Olin  Corp.  and  later  caught  Ham- 
mer's eye  with  his  savvy  manage- 
ment of  Oxy's  chemical  unit.  In  1984, 
Irani  leaped  over  14  others  to  become 
Oxy's  president,  and  last  year.  Ham- 
mer named  Irani  as  his  successor.  Of 
course.  Hammer  named  plenty  of  suc- 
cessors in  his  day.  But  they  were  all 
chased  away  after  some  falling  out 
with  the  ever-irascible  chairman. 

Irani  survived,  and  now  that  he's 
calling  the  shots,  he  has  plenty  of 
work  to  do.  Thanks  to  the  company's 
crushing  $8.5  billion  debt  from  re- 
cent—and less  than  dazzling — acqui- 
sitions, this  year's  cash  flow  from  op- 
erating activities  was  off  by  49%. 
During  the  first  nine  months  of  1990, 
Oxy's  pretax  earnings  were  up  by  a 
scant  4%,  to  $460  million,  from  the 
previous  year.  For  the  year,  thanks  to 
restructuring,  Oxy  could  be  left  with 
a  billion-plus  loss. 

Still,  in  the  long  run,  Irani's  plan  may 
finally  get  the  company  back  on  a  profit- 
able track.  Oil  prices  are  on  the  rise,  of 
course,  and  Oxy  boasts  significant  oil 
and  natural-gas  reserves.  Those  busi- 
nesses aren't  quite  as  glamorous  as,  say, 
breeding  Arabian  horses.  But  Irani  will 
take  profits  over  glitz  any  day. 

By  Eon  Grover  in  Los  Angeles 
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YOU'RE  LOOKING  ATTHE 
BEST  REASON  ID  BUY 
NEW  FUJITSU  dex  530 
PLAIN  PAPER  FAX. 


We  printed  this  ad  directly  from 
the  new  dex*  530,  to  show  you  its 
impressive  reproduction  capabilities. 

Now  take  a  look  at  the  price. 
Because  we  think  you'll  be  equally 
impressed.  At  half  the 
price  of  traditional  plain 
paper  fax  machines, 
the  dex  530  pro- 
duces a  fileable, 
versatile,  high 
quality  plain  paper 
fax— all  for  just 
pennies  a  page. 

Outstanding 
features.  Look  further  and  you'll  find 
the  dex  530  is  both  exacting  and  effi- 
cient. With  features  like  whisper  quiet 
performance,  12  second  transmission 
speed  and  high  definition  reproduc- 
tion (including  a  superfine  resolution 
for  small  print  and  halftones). 


Room  to  grow.  An  expandable 
memory  with  battery  back-up  allows 
you  to  store  documents  and  transmit 
them  to  multiple  locations.  And  store 
incoming  documents  if  paper 
runs  out. 

With  a  nation- 
wide dedicated 
fax  service 
organization 
behind  you,  you 
can  also  see  why 
the  dex  530 
will  never  let 
you  down. 
So  why  not  stop  looking  and  get 
all  the  details  on  Fujitsu's  latest  com- 
munication solution  for  your  busi- 
ness. Contact  Fujitsu  Imaging 
Systems  of  America,  3  Corporate 
Drive,  Danbury,  CT  06810.  Or 
call  1-800-243-7046. 
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The  global  computer  &  communication  company. 
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ADVERTISING! 


BEEP,  BEEP! 

THERE  GOES  FORD'S  EXPIORER 


In  just  six  months,  the  snazzy  four-wheeler  outsold  Jeep  Cherokee  almost  2  to  1 


Jeep.  It's  a  brand  name  as  rugged 
and  durable  as  its  four-wheel-drive 
vehicles.  To  marketing  gurus,  Jeep's 
robust  sales  in  the  late  1980s,  even  as 
other  Chrysler  nameplates  struggled,  of- 
fered powerful  proof  of  a  brand's  value. 

Now,  however,  the  Jeep  brand  has 
lost  its  edge.  According  to  data  released 
in  early  January,  unit  sales  of  Jeep  vehi- 
cles fell  217f  in  1990,  and  auto  analysts 
expect  the  slide  to  continue  through  the 
first  half  of  1991.  That's  the  first  drop  in 
eight  years — and  it  couldn't  come  at  a 
worse  time  for  Lee  A.  lacocca  and 
Chrysler  Corp.,  which  acquired  Jeep  in 
its  1987  purchase  of  American  Motors 
Corp.  The  third-ranked  U.  S.  carmaker  is 
in  the  midst  of  an  enormously  ex- 
pensive new-product  cycle  that's 
gobbling  up  the  company's  cash.  It 
was  counting  on  its  hot-selling  mini- 
vans  and  its  trendy  Jeeps — with 
margins  of  up  to  1S7<  and  sales 
gains  year  after  year — to  help  carry 
it  through  the  tight  spot. 
GARAGE  MATES.  But  now  minivan 
sales  are  soft,  and  Jeep  has  run  up 
against  the  new  king  of  the  off- 
roads — the  wildly  popular  Ford  Explor- 
er, a  brand  that  didn't  even  exist  a  year 
ago.  While  Chrysler  tinkered  with  the 
Jeep,  the  Explorer  roared  onto  the  scene 
to  replace  the  aging  Bronco  II  in  the 
Ford  lineup.  With  a  strong  customer  ap- 
peal that  surprised  even  its  own  market- 
ers, the  Explorer  outsold  the  Cherokee 
almost  2  to  1  in  the  second  half  of  1990 
and  pushed  Ford  past  Jeep  in  the  off- 
road  vehicle  market.  Says  Christopher 
W.  Cedergren,  senior  auto  analyst  with 
J.  D.  Power  &  Associates:  "The  Explorer 
is  the  best  executed  vehicle  in  its  seg- 
ment, and  there  are  not  many  U.  S.  mod- 
els you  can  say  that  about." 

Throughout  the  1980s,  the  same  could 
have  been  said  for  the  four-door  Chero- 
kee. But  then,  the  segment  wasn't  very 
crowded.  As  affluent  yuppies  snapped 
up  Cherokees,  Chrysler  reveled  in  mar- 
ket research  that  showed  the  most  com- 
mon garage-mates  of  Jeep  Cherokees 
\  -re  Mercedes-Benz  and  BMW  cars. 
i5ut  in  truth,  it  wasn't  the  Jeep  name 


that  was  attracting  buyers — it  was  the 
four  doors  that  made  it  easier  for  fam- 
ilies to  pile  in  for  a  trip  to  the  beach  or 
the  mall.  Most  rivals'  products  had  only 
two  doors.  For  buyers  wanting  some 
room,  says  Larry  W.  Baker,  Jeep-Eagle 
Div.  general  manager,  "Cherokee  was 
the  only  game  in  town."  In  other  words, 
"a  lot  of  people  who  bought  Jeeps  didn't 
have  any  brand  loyalty,"  says  Joseph  S. 
Phillippi,  auto  analyst  at  Shearson  Leh- 


but  it  won't  be  out  until  spring,  1992.  In 
the  meantime,  Jeep  executives  decided 
to  hammer  home  the  power  of  the  Jeep 
brand  in  their  marketing,  changing  the 
chief  advertising  tag  line  from  "Only  in 
a  Jeep"  to  "There's  only  one  Jeep."  An- 
other ad  early  in  1990  showed  the  Chero- 
kee besting  its  rivals  in  a  kind  of  West- 
ern-style shoot-out. 

As  it  happened,  most  of  Cherokee's 
new  competitors  had  neither  the  product 


STALLED  JEEPS. 


AS  FORD  EXPLORER  HAS 
PASSED  JEEP  CHEROKEE... 


UNIT  SALES,  JULY-DECEMBER  1990, 
COMPARED  WITH  SAME  PERIOD  IN  1989 

EXPLORER  CHEROKEE 


113,560 

Up  104%* 


61,536 

Down  23% 


•BASED  ON  COMPARISON  WITH  BRONCO  II,  EXPLORER  S  PREDECESSOR 


..JEEP  HAS  SLIPPED  BEHIND 
IN  OVERALL  MARKET  SHARE 


■ROAD-VEHICLE  MARKET 
1990 


man  Brothers  Inc. 
"They  weren't  really  buying  a  Jeep. 
They  were  buying  a  four-door,  four- 
wheel-drive  station  wagon." 

Heading  into  1990,  Jeep  executives 
knew  that  Cherokee  would  be  tested 
when  General  Motors,  Ford,  Toyota,  and 
Nissan  introduced  their  own  four-door 
off-road  vehicles.  Chrysler  is  readying 
an  all-new  four-door  Jeep,  labeled  the  ZJ, 


ceived. 


innovations  nor  market  presence 
to  make  major  inroads.  The  Nis- 
san Pathfinder  SE  was  well-re- 
but Nissan  and  other  Japanese 
manufacturers  couldn't  supply  the  vol- 
umes for  a  major  run  at  Jeep.  And  in  a 
failure  that  surprised  auto  analysts, 
GM's  new  four-door  Chevrolet  Blazer  and 
GMC  Jimmy  did  not  draw  many  new  buy- 
ers. The  Blazer,  in  fact,  lost  market 
share  in  1990.  The  reason:  Both  GM  mod- 
els were  designed  first  as  two-door  mod- 
els, then  "stretched"  to  add  extra  doors. 
Customers  quickly  concluded  that  the 
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stretched  Blazer  and  Jimmy  did  not  have 
the  extra  roominess  they  expected  from 
a  four-door. 

The  Ford  Explorer,  however,  was  de- 
sij^ned  as  a  spacious  four-door  from  the 
start.  Explorer's  designers  realized  that 
many  more  women  were  buying  off-road 
vehicles  or  influencing  purchase  deci- 
sions, so  they  made  changes  for  them  as 
well  as  for  men.  As  a  result,  the  Explor- 
er has  safety  features  such  as  front-seat 
head  restraints  and  rear  shoulder  belts, 
often  lacking  in  off-road  vehicles.  Driv- 
ing is  a  lot  easier,  too:  Switching  from 
two-wheel  drive  to  four-wheel  drive  only 
requires  pressing  a  button,  even  while 
driving.  In  contrast,  Cherokee  drivers 
shift  into  four-wheel  drive  with  a  more 
awkward  parking-brake-like  lever  on  the 
floor. 

DATED  LOOK.  The  Explorer's  lead  in  the 
headlight-to-headlight  battle  with  Chero- 
kee serves  as  a  reminder  that  even  the 
strongest  brands  need  more  than  mar- 
keting budgets  to  stay  on  top.  Says  Al 
Ries,  chairman  of  the  marketing  firm 
Trout  &  Ries,  who  once  did  some  con- 
sulting work  for  American  Motors:  "The 


man  of  ad  agency  FCB/Leber  Katz  Part- 
ners and  a  Chrysler  marketing 
consultant. 

Ford,  meanwhile,  says  that  the  Ex- 
plorer has  been  selling  itself.  "Product  is 
the  alpha  and  omega  of  the  marketing 
game,"  says  Thomas  J.  Wagner,  Ford 
Div.  general  manager.  "If  you  have 
good  product,  you  look  very  good  in 


Switching  from  two-wheel 
drive  to  four-wheel  drive  is 
easy  in  the  Explorer:  All  you 
do  is  press  a  button 


your  marketing."  Explorer  advertise- 
ments play  off  the  vehicle  name,  inviting 
drivers  to  explore  new  territory,  while  at 
the  same  time  stressing  the  comfort  and 
safety  of  the  drive.  Ford  also  combined 
the  image  of  quality  and  better  value. 
For  its  top-of-the-line  customers,  for  ex- 
ample, Ford  built  a  $21,315  Explorer 


ii«il<Mi«fi¥iftartii}il«i[itliiif»^ 


Curiosity  runs  in  your  fomihk 


product  cannot  be  old-fashioned,  even 
when  the  brand  is  powerful."  And,  be- 
side the  Explorer,  the  Cherokee  looks 
dated:  The  most  recent  major  reworking 
of  its  decades-old  styling  came  in  1984. 

Auto  periodicals  such  as  Four 
Wheeler  dubbed  the  1990  Explorer  the 
best  vehicle  of  its  class,  while  Consum- 
er Reports  gave  Explorer  high  marks 
for  its  safety  features.  Even  Chrysler's 
allies  admit  Explorer's  strengths:  "Its 
mix  of  individuality  and  performance 
strikes  a  very  personal  note  among  cus- 
tomers," says  Laurel  Cutler,  vice-chair- 


with  leather  interior  and  other  touches 
designed  by  outdoor-apparel  maker  Ed- 
die Bauer.  The  price  tag  was  nearly 
$4,500  below  the  top-of-the-line  Cherokee 
Limited. 

POWER  TRAINS.  Since  the  fall,  Chrysler 
has  been  launching  a  series  of  counterat- 
tacks against  the  Explorer.  First,  there 
was  an  improvement  of  the  Cherokee. 
"These  buyers  react  to  power  trains,  so 
we  upped  the  horsepower,"  from  177  to 
190,  says  Chrysler  President  Robert  A. 
Lutz.  Jeep  also  added  optional  all-wheel 
antilock  brakes  and  shift-on-the-fly  four- 


wheel  drive  that  permits  a  shift  into 
four-wheel  without  going  into  neutral. 
The  upscale  Cherokee  Laredo  features 
leather  seats  to  match  the  Eddie  Bauer 
Explorer. 

Second,  Chrysler  started  discounting 
Jeep  for  the  first  time,  slashing  the 
Cherokee  Limited's  price  by  $1,200  and 
adding  "50th  anniversary  discount  pack- 
ages" for  selected  options  ranging  from 
$500  to  $1,600. 

And  Jeep  launched  the  Cherokee 
Sport,  a  stripped-down  four-door  whose 
price  of  $16,608  is  designed  to  go  head- 
to-head  with  the  basic  Explorer,  which 
costs  $16,511.  About  three-quarters  of 
Jeep  Cherokee  sales  had  been  in  the  up- 
scale Limited  and  Laredo  lines,  but  the 
company  wants  to  push  the  lower-priced 
Sport  to  rebuild  volume.  The  cost:  thin- 
ner margins.  Shearson  Lehman's  Phil- 
lippi  estimates  Jeep's  profits  on  the 
Cherokee  have  dropped  to  around  $2,500 
a  vehicle,  from  about  $4,000  to  $4,500 
before  Jeep  had  to  battle  the  Explorer. 
PRODUCTION  CUTBACKS.  Jeep  has  also 
been  advertising  lavishly  to  boast  of  the 
new  features  and  the  Sport's  affordabi- 
lity.  The  Sport  ad  declares:  "The  biggest 
obstacle  you  face  in  a  Jeep  Cherokee 
shouldn't  be  the  price."  That  line  was 
written  "to  overcome  a  perception  that  a 
Jeep  is  just  totally  out  of  reach,"  says 
Jeep's  Baker. 

Despite  the  new  marketing  efforts, 
Jeep  has  had  to  cut  back  on  production. 
While  the  Louisville  (Ky.)  Ford  plant 
that  builds  the  Explorer  has  been  on 
steady  overtime,  the  Toledo  Jeep  plant 
was  closed  in  late  1990  and  is  not  sched- 
uled to  reopen  until  Jan.  28.  Jeep  execu- 
tives argue  that  the  Sport  will  really 
move  in  the  spring,  the  season  when 
bargain-hunters  typically  buy  cars.  And 
Baker  points  out  that  it's  not  the  whole 
Jeep  line  that's  suffering.  "Wrangler  is 
still  the  icon  of  the  brand,"  he  says. 
Wrangler,  which  most  resembles  the 
sturdy  World  War  II  military  vehicle, 
held  its  own  in  market  share  in  1990. 

But  annual  Wrangler  volume  is  only 
50,000  vehicles,  well  below  the  usual  lev- 
el of  150,000  units  sold  for  Cherokee. 
Jeep's  other  main  line,  the  Wagoneer, 
sells  only  about  20,000  units  every  year. 
So,  to  recover  in  four-door  sales,  Jeep 
will  be  relying  on  its  new  entry  to  match 
the  Explorer.  The  new  ZJ  vehicle  is  sup- 
posed to  combine  the  rugged  Jeep  image 
with  more  contemporary  styling  and  bet- 
ter options,  such  as  a  V-8  engine.  Baker 
vows  the  ZJ  will  restore  Jeep's  edge: 
"We're  going  to  have  to  play  catch-up, 
and  we  will."  But  playing  that  game  will 
be  a  lot  tougher  next  year  after  Ford 
has  had  12  more  months  to  score  gains 
against  one  of  the  best-known  brand 
names  in  the  world. 

By  James  B.  Treece  in  Detroit,  imt.h  Mark 
handler  in  New  York 
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DEALS I 


'YOU  JUST  CAN'T  MAIL  OUT 
132  PROSPECTUSES  ANYMORE' 


The  glory  days  of  M&A  are  over.  Finding  buyers  is  a  tough  slog,  thanks  to  war  fears  and  recession 


It's  the  dead  of  winter,  and  the  mind 
naturally  wanders  to  thoughts  of 
sunny  climes:  azure  skies,  deep  blue 
waters  rimmed  by  shimmering  beaches, 
luxury  hotels  offering  every  conceivable 
amenity.  What  could  be  more  appealing 
than,  say.  Paradise  Island,  just  off  Nas- 
sau in  the  Bahamas? 

To  vacationers,  maybe  nothing.  But  to 
corporate  acquirers — well,  Salomon 
Brothers  Inc.  will  soon  find  out  just  how 
alluring  Paradise  is.  Salomon's  invest- 
ment bankers  are  selling  the  580-acre 
property,  which  includes  three  hotels 
and  six  miles  of  beach,  as  part  of  the 
bankruptcy  reorganization  of  Resorts 
International  Inc.  It  may  not  be  easy. 

The  mergers-and-acquisitions  business 
is  anything  but  heaven  these  days.  Al- 
though the  number  of  mergers  and  ac- 
quisitions dropped  just  37f  in  1990,  to 


3,307,  the  value  of  those  deals — on  which 
investment  banking  fees  are  often 
based — plummeted  ST/o  (chart,  page  64). 
The  grand  total  was  $145.4  billion,  vs. 
$230.7  billion  in  1989,  when  3,412  deals 
were  completed. 

There's  no  shortage  of  sellers:  With 
the  economy  in  recession,  many 
highly  leveraged  companies  are  be- 
ing forced  to  sell  assets  to  pay  off 
debt,  while  other  corporations  are  in- 
tensifying their  drive  to  focus  on 
their  core  businesses  (table).  The 
poor  economic  outlook,  however,  is 
causing  trouble  with  buyers,  who 
are  haggling  harder  over  price.  Fi- 
nancing is  a  problem,  too,  with 
banks  curbing  loans  in  highly  lever- 
aged transactions  and  with  the  junk- 
bond  market  out  of  commission. 
Worse,  in  recent  weeks,  uncertainty 


over  the  Mideast  conflict  has  turned  the 
M&A  market  into  a  souk  where  nothing's 
selling.  "Everything's  on  hold  until 
that's  clearer,"  says  one  would-be  buyer. 
"There's  real  inertia  in  the  system." 

Theoretically,  at  least,  the  merger 
game  should  resume  once  the  Mideast 


A  SAMPLING  OF 
PROPERTIES  ON  THE  BLOCK 


Seller 

Property                     Asking  price 
Millions 

OCCIDENTAL 
PETROLEUM 

51%  stake  in  IBP,  oil  shale 
project,  film  production 
unit,  other  businesses 

$3,000 

ALLIED-SICNAI; 
KOHLBERG 
KRAVIS  ROBERTS 

Union  Texas  Petroleum 

2,500 

NEWS  CORP. 

Australian  airline  interest 
and  other  noncore  properties 

2,000 

CITICORP 

AMBAC  Indemnify 

900 

W.R.  CRACE 

Energy  services  unit 

715 

BALLY 

MANUFACTURING 

Health  club  unit 

600 

JOHNSON 
CONTROLS 

Car  battery  division  400-500 

MESA  LTD. 
PARTNERSHIP 

Energy  properties 

300 

RESORTS 
INTERNATIONAL 

Paradise  Island 

250 

MGM  GRAND 

Desert  Inn 

200 

INTERMARK 

National  Airmotive 

100 
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FOR  BUYERS  WITH  CASH, 
IT'S  A  SHOPPER'S  DELIGHT 


Cash  nowadays  is  king — one  tliat's 
bent  on  expanding  the  realm.  Big 
bank  borrowings  are  a  rarity, 
and  new  junk-bond  issues  are  a  relic. 
So  companies  with  large  cash  reserves 
are  the  new  wave  of  corporate  buyers. 
Cash-rich  acquirers  are  doubly  blessed 
because  the  recession  is  pulling  down 
price  tags  for  their  targets.  Says  Wil- 
liam H.  Strong,  co-head  of  mergers  and 
acquisitions  for  Salomon  Brothers  Inc.: 
"If  they've  got  cash,  this  is  a  once-in-a- 
decade  opportunity." 

The  irony  is  rich.  Not  long  ago,  a  big 
cash  stash  was  almost  sure  to  attract  a 
raider,  who  viewed  it  as  an  under- 
utilized asset  best  put  to  work  paying 
down  takeover  debt.  The  last  time  cash 


Philip  Morris'  large  U.  S.  holdings,  she 
says,  "they'd  have  difficulty  finding  a 
business  to  buy  that  doesn't  overlap 
with  their  existing  operations." 

Most  of  these  buyers  stick  to  what 
they  know.  Take  Paramount  Communi- 
cations Inc.,  the  media  behemoth 
whose  hit  movies  (Ghost),  top-rated  TV 
shows  (Cheers),  and  massive  publish- 
ing presence  (Simon  &  Schuster  Inc., 
Prentice-Hall)  have  heaped  up  $1.6  bil- 
lion in  cash.  Its  $11.6  billion  bid  for 
Time  Inc.  in  1989  failed,  and  Para- 
mount has  had  to  be  content  with 
smaller  purchases,  such  as  TVX  Broad- 
cast Group  Inc.  for  $211  million.  Ana- 
lysts expect  Paramount  to  keep  picking 
up  TV  properties — perhaps  New  York's 


crisis  abates.  But,  no  question,  it  will 
still  be  a  tough  business.  The  hostile 
megadeals  that  set  fee  meters  ticking  at 
both  investment  banks  and  takeover  law 
firms,  such  as  American  Telephone  & 
Telegraph  Co.'s  $6  billion  bid  for  NCR 
Corp.,  will  be  few  and  far  between.  Stra- 
tegic buyers,  who  continue  to  have  the 
upper  hand,  are  looking  for  further  price 
declines.  So  are  the  leveraged  buyout 
firms  that  want  to  resume  their  pur- 
chases when  financial  strings  loosen. 

Merger  merchants,  meanwhile,  are 
facing  new  realities.  "You  just  can't  mail 
out  132  prospectuses  anymore,"  says 
Stephen  M.  Waters,  co-head  of  Morgan 
Stanley  &  Co.'s  merger  department. 
"We're  dealing  with  buyers  in  a  more 
personal  way — we  actually  have  to  work 
instead  of  just  sending  out  a  book," 
agrees  William  D.  Rifkin,  a  managing 
director  at  Salomon.  "Two  or  three 
years  ago,  there'd  be  an  announcement 
that  a  company  had  retained  an  invest- 
ment banker,  and  we  sat  back  and  wait- 
ed for  the  calls." 

NO  BITES.  Even  when  Wall  Streeters 
have  worked  hard,  though,  there  have 
been  plenty  of  casualties — some  involv- 
ing highly  desirable  assets.  Last  au- 
tumn, MNC  Financial  Services  Inc.  put  its 
plum  credit-card  unit  up  for  sale,  hoping 
to  use  the  $1  billion-to-$1.5  billion  pro- 
ceeds to  prop  up  its  ailing  Maryland  Na- 
tional Bank  unit.  The  business  hasn't 
sold,  and  MNC  is  now  planning  to  raise 
$900  million  by  spinning  it  off  to  the 
public.  RJR  Nabisco  Inc.  had  to  retreat 
on  a  decision  made  last  spring  to  divest 
its  money-making  Milk-Bone  dog  biscuit 
unit  for  an  estimated  $350  million.  RJR 
got  several  bids,  but  the  only  one  that 
offered  the  right  price  came  from  a 
buyout  group  that  couldn't  get  financ- 
ing. In  December,  RJR  pulled  Milk-Bone 
off  the  block. 

The  new  deal  environment  is  forcing 
other  companies  to  rethink  their  plans, 
too.  Among  them  are  Castle  &  Cooke 
Inc.,  which  decided  in  December  to  keep 
its  Dole  Foods  Co.  unit,  and  Eastern  Air 
Lines  Inc.,  which  may  face  a  shutdown 
because  it  can't  find  buyers  for  its 
planes,  routes,  and  other  assets.  Union 
Texas  Petroleum  Holdings  Inc.,  which  is 
80%  owned  by  Kohlberg  Kravis  Roberts 
&  Co.  and  Allied-Signal  Inc.,  officially 
took  down  its  "for  sale"  sign  in  Decem- 
ber because  its  price  expectations  were 
not  met.  The  company  remains  on  the 
market  unofficially,  however.  And  it  is 
separately  pursuing  the  sale  of  several 
of  its  U.  S.  business  units. 

Such  backtracking  hasn't  stopped  new 
announcements,  though.  On  Jan.  14,  for 
example.  Occidental  Petroleum  Corp.'s 
new  chief  executive,  Ray  R.  Irani,  an- 
nounced a  restructuring  plan  designed 
to  pare  $3  billion  worth  of  the  company's 
assets  (page  58).  The  same  day,  W.  R. 


CASH-RICH  COMPANIES 
ON  THE  PROWL 


Cash  Percent  of 
Millions  book  value 


ARCHER  DAHIELS  MIDLAND 

$988 

26% 

CAPITAL  CITIES/ ABC 

1,157 

35 

CHRIS-CRAFT 

909 

95 

GENERAL  CINEMA 

1,114 

70 

HANSON  PLC 

12,895 

104 

PARAMOUNT 

1,667 

44 

PHILIP  MORRIS 

2,009 

18 

SCHLUMBERCER 

1,342 

42 

DATA:  STANDARD  &  POOR'S  COMPUSTAT  SERVICES  INC. 


wwoR,  wnicn  was  recently  spun 
the  public  by  MCA  Inc.  The  station  in- 
sists it's  not  for  sale.  Meanwhile,  Para- 
mount has  shed  its  financial  services 
unit.  Associates  Corp.,  in  a  $3.3  billion 
sale  to  Ford  Motor  Co. 
SHOCK  ABSORBER.  Huge  cash  caches 
perform  another  function  for  more  cy- 
clical companies:  helping  them  ride  out 
downturns.  That  was  a  big  reason  that 
Schlumberger  Ltd.,  the  oil-field  ser- 
vices provider,  survived  the  mid-'80s  oil 
bust  so  handily.  The  blow  of  its  $1.7 
billion  net  loss  in  1986  was  cushioned 
by  $3.8  billion  in  cash.  Now,  with  $1.3 
billion  in  hand  and  oil  recovering, 
Schlumberger  is  back  on  the  prowl.  It 
picked  up  Germany's  Prakla  Seismos 
for  about  $50  million  on  Jan.  3,  which 


was  this  prized  was  in  the  late  1970s, 
when  high  interest  rates  made  borrow- 
ing prohibitive.  In  the  1991  recession, 
the  list  of  cash-laden  acquirers  is  tilted 
toward  noncyclical  companies  with  ro- 
bust performances  (table). 

Among  cash-rich  buyers,  Philip  Mor- 
ris Cos.  is  the  epitome.  As  of  the  third 
quarter  last  year,  it  reported  an  eye- 
popping  $2  billion  in  cash.  The  bounty 
pours  in  from  its  recession-resistant 
consumer-product  subsidiaries.  Philip 
Morris  is  the  largest  U.  S.  cigarette 
company,  the  second-largest  brewer 
(Miller  Brewing  Co.),  and  a  major  force 
in  food  processing  (Kraft  General 
Foods  Inc.).  Last  summer,  the  company 
paid  $3.8  billion  for  Jacobs  Suchard,  a 
Swiss  candy  and  coffee  producer. 

What's  next  for  Philip  Morris?  More 
European  purchases,  most  likely,  to 
get  in  on  the  economic  integration 
there.  "I  doubt  they'll  be  looking  for 
anything  much  in  the  United  States," 
says  Sarah  A.  Sheckler,  an  analyst 
with  Duff  &  Phelps  Inc.  Because  of 


adds  to  Schlumberger's  heft  in  the 
Mideast  and  Africa. 

Not  all  cash-rich  companies  want  to 
spread  it  around.  That's  especially  true 
in  high  tech.  Intel  Corp.,  the  computer 
chipmaker,  is  sitting  on  $2.3  billion  in 
cash  but  intends  to  reinvest  the  spare 
dollars  in  its  existing  business,  includ- 
ing a  new  plant  in  Ireland.  "New  ca- 
pacity takes  a  lot  of  money  in  high 
tech,"  says  Alain  LeBec,  co-head  of 
mergers  and  acquisitions  at  Merrill 
Lynch  &  Co.  Others  want  to  use  their 
cash  to  buy  back  stock.  CBS  Inc.,  for 
instance,  is  devoting  two-thirds  of  its 
$3  billion  in  cash  to  redeeming  44%  of 
its  shares. 

Regardless,  at  a  time  when  bank- 
ruptcies and  restructurings  dominate 
corporate  news,  it's  refreshing  to  hear 
that  some  companies  have  the  where- 
withal to  push  bold  plans.  Says  Hercu- 
les A.  Segalas,  a  PaineWebber  Inc. 
managing  director:  "Only  cash  these 
days  makes  dreams  come  true." 

By  Larry  Light  in  New  York 
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Grace  &  Co.  said  it  would  shed  its  con- 
tract drilling,  oil-and-gas  exploration, 
and  coal  unit  so  that  it  could  focus  on  its 
core  specialty-chemical  and  health  care 
businesses.  Grace  made  the  decision  de- 
spite what  one  analyst  calls  "appalling 
timing,"  adding  that  "there's  been  no 
transaction  of  any  size  or  scope  in  the 
energy  sector  for  the  past  six  months." 
'MORIBUND.'  It's  not  only  price  that's 
causing  the  takeover  logjam.  Sellers  are 
holding  firm,  unless  they  have  liquidity 
problems,  and  that's  putting  off  buyers. 
"It's  just  the  right  time  to  do  niche  ac- 
quisitions," says  one  corporate  buyer. 
"But  you  look  at  price  and  ask:  "How 
badly  do  I  need  this?'  " 

Financial  considerations  are  the  big- 
ger problem,  especially  if  high-yield 
bonds  are  required.  Only  two  sizable 
junk  issues  were  floated  in  1990,  accord- 
ing to  Martin  S.  Fridson,  head  of  high- 
yield  research  at  Merrill  Lynch  &  Co. 
"Anything  to  do  with  M&A  has  been  mor- 
ibund since  last  February,"  he  adds. 
Some  financial  buyers  and  LBO  firms 
that  used  junk  can  still  get  debt  placed 
privately — with  insurance  companies,  for 
example — but  their  appetite  for  new 
takeover  debt  is  ven,"  limited,  too. 

That's  why,  in  the  future,  buyout 
structures  may  be  more  varied,  perhaps 
with  the  corporate  seller  retaining  an 
interest  in  its  divestiture.  That's  how 
IBM  recently  managed  to  sell  its  tx^je- 
writer,  keyboard,  and  personal  computer 
printer  businesses  to  Clayton  &  Dubilier 
Inc.  for  $1.5  billion.  IBM's  10/f  stake  in 
the  new  venture  "was  a  major  selling 
point"  in  getting  financing,  says  Joseph 
L.  Rice  III,  C&d's  president,  who  calls 
the  deal  a  "seminal  transaction." 

Banks,  meanwhile,  are  retrenching  to 


A  BILUOIIS  OF  OOLURS 


shore  up  their  capital  positions — and 
thus  avoiding  most  debt-laden  transac- 
tions. They  will  still  fund  corporate  ac- 
quirers with  investment-grade  credit  rat- 
ings, though.  That  explains  why  many 
would-be  buyers  are  approaching  Stan- 
dard &  Poor's  Corp.  and  Moody's  Inves- 
tors Service  Inc.  in  advance  of  a  deal, 
seeking  to  know  if  the 
purchase  will  result  in  a 
downgrade.  If  not,  they 
can  confidently  move 
ahead. 

As  well  they  might, 
for  these  could  be  the 
best  of  times  for  corpo- 
rate buyers — especial- 
ly if  prices  continue 
to  slide.  With  finan- 
cial buyers  and  cash- 
strapped  rivals  out  of 
the  contest,  companies 
no  longer  have  to  com- 
pete as  hard  for  deals. 
"It's  not  like  two  years 
ago,  when  almost  any- 
one would  look  at  any- 
thing, and  people 
bought  things  to  diver- 
sify or  just  to  make 
money  on,"  notes  Mor- 
gan Stanlev's  Scott  R. 
Brakebill. 

Consequently,  strate- 
gic buyers  won't  feel 
that  they  are  wasting  their  time.  In  ped- 
dling Carter  Hawley  Hale  Stores  Inc.'s 
Thalhimer  Bros.  Inc.  chain,  which  recent- 
ly was  sold  to  May  Department  Stores 
Co.  for  S32.5  million,  Brakebill  says  that 
he  called  just  three  potential  buyers.  To 
sell  Johnson  Controls  Inc.'s  car  battery 
division,   meanwhile,  Salomon's  Rifkin 
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DEALS  ARE  DOWN. 

200 

150 
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VALUE  OF  COMPLETED  DEALS 

.AND  SO  ARE  PRICES 


AVERAGE  PREMIUM 

Percent  above  slock  price 
one  month  before  nnnouncemeni 


•86         87  88         89  ■90- 

A  PERCENT  -PREUMINAIiY 

DATA:  meins  s  icammom  o*w  sase 


says  that  he  is  approaching  about  20 
potential  buyers.  "Two  years  ago,  we 
might  have  had  50  potential  buyers,  and 
their  odds  of  success  were  low."  Now, 
Rifkin  adds,  "there's  time  to  do  due 
diligence."  And  the  chances  of  a  deal 
being  busted  up  by  a  late-entry  compet- 
ing bid  are  minimal. 

Even  when  the  Mid- 
east question  is  settled, 
potential  buyers  must 
still  contend  with  the 
uncertain  economic  out- 
look. But  that  shouldn't 
scare  companies  with 
good  ideas  and  healthy 
balance  sheets.  "I  don't 
think  you  want  the 
recession  to  drive  and 
totally  dominate  your 
acquisition  activity," 
notes  David  H.  Clarke, 
president  of  Hanson  In- 
dustries, the  U.  S.  arm 
of  one  of  the  world's 
biggest  acquirers,  Han- 
son PLC.  "If  you  meet 
your  criteria,  and  crank 
in  a  little  extra  room  [to 
maneuver],  and  have 
management  taken  care 
of,  then  I'd  go  ahead." 
Hanson  is  actively  look- 
ing to  buy.  Clarke  fig- 
ures Hanson  can  man- 
age a  $5  billion-to-$10  billion  deal. 

Not  many  companies  are  in  that  posi- 
tion these  days,  however;  most  are  likely 
to  proceed  slowly  on  deals  in  1991.  That 
will  make  for  a  lean  year  in  merger  ac- 
tivity. But  after  seven  fat  ones,  it's  only 
to  be  expected. 

By  Judith  H.  Dobrzynski  in  Xew  York 


BANKING  I 


FROM  BAD  TO  ABYSMAL 
IN  NEW  ENGLAND 


As  the  real  estate  tailspiii  speeds  up,  many  more  banks  may  fail 


I  arold  Brown  was  something  of 
an  oddity  in  New  England  real 
I  estate  circles.  One  of  the  region's 
largest  property  owners,  with  300  apart- 
ment and  office  buildings,  the  6.5-year- 
old  developer  had  a  reputation  for  pru- 
dence. When  he  began  a  project,  he 
customarily  provided  nearly  half  of  the 
financing  himself.  Even  after  the  real 
estate  market  began  slumping  in  late 
1989,  bankers  continued  to  line  up  to  do 
business  with  him. 


Although  scores  of  much  more  highly 
leveraged  developers  began  collapsing 
last  spring,  Brown,  clearly  no  Donald 
Trump,  looked  secure.  But  then  rather 
abruptly  this  past  fall,  he  fell  behind  in 
payments  on  some  S150  million  in  loans. 
In  December,  he  was  sued  by  a  passel  of 
big  New  England  banks,  such  as  the 
Bank  of  New  England  and  Bank  of  Bos- 
ton. The  onetime  triple-A  customer 
blames  the  poor  economy  and  plummet- 
ing rents.  "It  was  only  in  the  last  six 


months  that  the  more  conservative,  bet- 
ter-financed developers  started  feeling 
it,"  says  Brown.  Some  of  his  biggest 
worries:  how  much  further  the  real  es- 
tate market  will  fall  and  how  many  vic- 
tims it  will  claim. 

STUNNED.  He's  not  alone.  In  the  wake  of 
the  failure  on  Jan.  6  of  the  Bank  of  New 
England,  bankers  and  analysts  are 
sounding  fresh  alarms  about  the  New 
England  real  estate  market.  The  mar- 
ket's weakness  last  year  received  wide 
attention.  But  bankers  only  recently 
have  come  to  appreciate  the  surprising 
acceleration  in  the  market's  deteriora- 
tion during  the  fall.  The  main  causes 
appear  to  be  further  downturns  in  the 
region's  economy  and  a  sharp  cutback  in 
bank  lending.  IBank  of  New  England 
Chairman  Lawrence  K.  Fish  says  that 
while  his  bank  had  many  other  prob- 
lems, it  was  this  precipitous  market  drop 
that  pushed  his  bank  over  the  edge.  "It's 
not  unique  to  us,"  Fish  remarks.  "All 
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banks  are  goinjj  to  feel  it." 

He  is  probably  right.  Al- 
though New  England's  big 
banks  seem  secure  for  the 
moment,  many  smaller  insti- 
tutions are  at  risk.  The  re- 
gion's bankers  are  already 
warning  of  numerous  addi- 
tional failures.  If  so,  the  dele- 
terious impact  on  public  con- 
fidence in  the  banking 
system  could  affect  other 
parts  of  the  country.  BNE's 
failure  stunned  the  public. 
And  recent  news  from  the 
banking  front  outside  New 
England  has  done  little  to  re- 
assure depositors.  For  exam- 
ple, Citicorp,  the  nation's 
largest  bank,  said  on  Jan.  15 
that  it  lost  $382  million  in  the 
final  quarter  of  1990. 

New  England  bankers  are 
howling  for  relief.  Among 
other  measures,  they're  sug- 
gesting a  change  in  account- 
ing rules  that  would  allow 
them  easily  to  reduce  the  value  of  a 
nonperforming  loan  to  a  level  where  bor- 
rowers can  meet  interest  payments. 
Banks  would  then  write  off  the  differ- 
ence. In  a  letter  to  Senator  Christopher 
J.  Dodd  (D-Conn.),  Connecticut  bankers 
warned  that  "unless  immediate  action  is 
taken,  there  will  be  numerous  bank  fail- 
ures at  enormous  cost  to  taxpayers." 
DEJA  vu.  On  Jan.  11,  New  England's  six 
governors  held  an  emergency  summit  at 
the  Massachusetts  State  House  to  dis- 
cuss the  depth  of  the  banking  industry's 
problems  with  FDic  Chairman  L.  William 
Seidman.  What  they  heard  during  the 
closed-door  session  clearly  rattled  them. 
Says  Connecticut  Governor  Lowell  P. 
Weicker:  "I  don't  think  any  of  us  are 
comfortable  with  the  situation  in  New 
England." 

Signs  of  the  tailspin  in  the 
real  estate  market  are  now 
everywhere.  Vacancy  rates  in 
downtown  Boston  shot  up  to 
17.2%  in  the  fourth  quarter 
after  stabilizing  at  about  14% 
in  the  first  half  of  the  year. 
And  there  are  few  indications 
of  a  turnaround.  Peter  M. 
Small,  president  of  Boston- 
based  developer  Spalding  & 
Slye,  says  property  values 
"have  literally  evaporated"  to 
half  of  what  they  were  a  year 
ago.  "What  took  five  years  to 
happen  in  Texas  took  one 
year  to  happen  here,"  he 
says.  The  Texas  real  estate 
debacle  in  the  mid-1980s 
forced  many  of  that  state's 
banks  into  insolvency. 

Eerie  parallels  between 
Texas  and  New  England  are 


SEIDMAN  WITH  GOVERNORS:  WILL  THE  FDIC  INJECT  CAPITAL? 


already  beginning  to  develop.  Less  than 
a  week  after  bne  failed.  Community  Na- 
tional Bank  in  Glastonbury,  Conn.,  with 
$84  million  in  assets,  and  Connecticut 
Savings  &  Loan  Assn.  in  Hartford,  with 
$17.4  million  in  assets,  were  seized  by 
regulators.  And  at  least  half  a  dozen 
more  New  England  banks  are  expected 
to  report  fourth-quarter  losses  that 
could  force  them  into  insolvency,  says 
Gerard  Cassidy,  a  bank  analyst  with 
Tucker  Anthony  Inc. 

Consider  Connecticut's  tiny  Merchants 
Bancorp  of  Norwalk.  With  $288  million 
in  assets,  a  huge  21.5%-  of  its  assets  are 
not  earning  interest.  Even  more  unset- 
tling is  the  bank's  razor-thin  capital 
cushion.  Its  common  equity  is  a  meager 
0.3%  of  assets,  a  fraction  of  the  Indus- 


NEW  ENGLAND'S  BANKS:  THE  BIG  TEND 
TO  BE  HEALTHIER  THAN  THE  SMALL 


Bank 

State 

Total  assets 

Millions 

Nonperfonners 
as  0 
percent 
of  assets 

Common 
equity 
as  a  percent 
of  ossets 

BANK  OF  BOSTON  Mass. 

$36,987 

5.1% 

5.0% 

FLEET  NORSTAR  R.I. 

33,604 

5.6 

6.4 

SHAWMUT  NATIONAL  Conn. 

24,496 

6.0 

5.8 

BANK  OF  NEW  ENGLAND  Mass. 

23,049 

12.3 

1.1 

BAYBANKS  Mass. 

10,272 

5.0 

5.1 

CITYTRUST  BANCORP  Conn. 

2,222 

12.1 

0.4 

AMOSKEAG  BANK  SHARES  N.H. 

1,475 

12.2 

3.3 

CONNECTICUT  BANCORP  Conn. 

741 

13.7 

5.9 

MERCNANTS  BANCORP  Conn 

288 

21.5 

0.3 

FAIRFIELD  COUNTY  BANCORP  Conn 

173 

13.9 

8.7 

NATIONAL  AVERAGE 

NA 

2.6 

5.9 

Data  as  of  Sept.  30,  1 990                 DATA:  ADVEST  INC 

NA 

=  notavailble 

try's  5.9%  average  (table). 
Says  Merchants  President 
Larry  L.  Bentley:  "We're  do- 
ing everything  we  can  to  re- 
main viable.  Obviously,  we 
are  in  need  of  capital." 
NATIONAL  PLAN.  So  far,  regu- 
lators have  had  mixed  reac- 
tions to  New  England  bank- 
ers' calls  for  relief.  Proposals 
to  lessen  the  impact  of  real 
estate  losses  by  changing  ac- 
counting rules  are  "not  some- 
thing anyone  is  likely  to 
adopt,"  says  one  regulator. 
Adds  Washington  attorney 
John  D.  Hawke,  former  gen- 
eral counsel  to  the  Federal 
Reserve  Board:  "The  whole 
history  of  the  S&L  debacle 
should  have  taught  us  that 
rinky-dink  accounting  only 
makes  the  problems  worse." 

In  part  because  of  difficul- 
ties with  New  England 
banks,  however,  FDic  chief 
Seidman  has  welcomed  plans 
to  bolster  weak  banks  with  capital  infu- 
sions from  healthy  institutions.  The  As- 
sociation of  Bank  Holding  Companies,  a 
trade  group,  is  discussing  with  the  FDic 
a  plan  to  set  up  an  industry-backed  fund 
that  would  help  troubled  banks  restruc- 
ture their  loan  portfolios.  The  proposed 
Financial  Institution  Restructuring 
Board  (FIRB)  would  establish  regional 
collection  banks  that  would  buy  at  a  dis- 
count troubled  assets  and  try  to  restruc- 
ture or  sell  them.  Any  proceeds  would 
then  go  into  the  FDIC's  bank-insurance 
fund,  which  protects  depositors.  Figur- 
ing it's  cheaper  to  solve  a  bank's  prob- 
lems before  it  fails,  the  abhc  says  its 
plan  will  cost  banks  about  half  of  the 
$25  billion  they  might  otherwise  have  to 
put  into  the  ailing  insurance  fund. 

While  Washington  debates, 
developer  Harold  Brown  and 
probably  hundreds  of  other 
New  England  developers  like 
him  are  trying  desperately  to 
stay  alive.  As  his  rental  in- 
come continues  to  drop,  what 
Brown  needs  more  than  any- 
thing is  cash.  Yet  many  of  his 
bankers  are  not  much  better 
off  than  he  is.  "We  can't  bor- 
row," he  says  despairingly. 
"There's  no  credit  available." 
It  could  be  a  vicious  cycle: 
Without  credit,  the  New  En- 
gland real  estate  market  will 
weaken  further.  And  that 
means  continuing  bad  news 
for  the  region's  real  estate- 
laden  banks. 

By  Geoffrey  Smith  in  Bos- 
ton, with  Mike  McNamee  in 
Washiyigton  and  Lan-y  Light 
in  New  York 
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SAMUEL  AND  WILLIAM  BELZBERG:  ON  ONE  INVESTMENT,  FIRST  CITY  LOST  SOME  $65  MILLION 


THE  BELZBERGS' 
BATTERED  EMPIRE 


The  feds  seize  Far  West  Savings — and  other  holdings  are  hurting 


ot  too  many  years  ago,  the  mere 
hint  that  brothers  Samuel,  Wil- 
liam, and  Hyman — a  trio  of 
scrappy  entrepreneurs  from  western 
Canada — were  stalking  a  U.  S.  company 
would  send  the  executive  suites  into  pan- 
ic. In  the  heyday  of  corporate  raiders, 
the  Belzbergs  ran  with  the  likes  of  T. 
Boone  Pickens  Jr.,  Irwin  L.  Jacobs,  and 
Carl  C.  Icahn. 

But  these  once  dreaded  raiders  don't 
look  so  fearsome  anymore.  On  Jan.  11, 
the  U.  S.  Office  of  Thrift  Supervision 
seized  Far  West  Savings  &  Loan  Assn., 
the  main  holding  of  Far  West  Financial 
Corp.,  which  is  577c  owned  by  the  family 
and  chaired  by  William  Belzberg.  The 
thrift,  said  the  regulators,  was  operating 
in  an  "unsafe  and  unsound  condition." 
The  bailout  could  cost  taxpayers  as 
much  as  $500  million,  estimates  Miami 
thrift  consultant  Kenneth  H.  Thomas. 
DEEP  SLUMP.  "Sure,  it's  a  personal  blow 
to  their  egos  and  to  their  pocketbooks," 
says  Alan  C.  Greenberg,  chairman  of 
Bear,  Stearns  &  Co.,  the  Wall  Street 
securities  firm  that  has  worked  for  the 
Belzbergs.  "But  remember  there  is  no 
mention  of  theft  or  impropriety  here." 
The  loss  is  estimated  at  $25  million.  A 
Belzberg  spokesperson  said  there  would 
be  no  comment  on  the  seizure. 

Business  isn't  so  great  back  on  their 
home  turf  either.  First  City  Financial 
Corp.,  the  Canadian  holding  company 


run  by  brother  Sam  Belzberg,  is  in  a 
deep  slump,  too.  (First  City  has  no  cor- 
porate connection  with  Far  West.)  The 
shares,  which  traded  at  about  $11.50  (Ca- 
nadian) at  the  start  of  1990,  now  go  for 
about  $4.50.  That  cut  the  value  of  the 
Belzbergs'  79%  interest  in  the  company 
from  nearly  $500  million  to  less  than 
$200  million.  The  company  reported 
losses  of  $165.6  million 
(Canadian),  or  $3.16  per 
share,  for  the  nine 
months  ended  Sept.  30. 
Part  of  the  problem  is 
the  recession  in  Canada. 

First  City,  which  once 
profited  from  Belzberg 
bids  on  such  companies 
as  Gulf  Oil  and  Bache 
Group,  has  lost  money 
on  such  ventures  in  re- 
cent years.  Indeed,  the 
last  big  windfall  was 
the  $15.4  million  (U.S.) 
the  company  made  in 
1986  from  a  run  at  Ashland  Oil  Inc.  That 
victory  soured  when  a  U.  S.  judge  found 
that  First  City  concealed  the  extent  of 
its  ownership  in  Ashland,  forcing  the 
company  to  disgorge  $2.7  million. 

The  brothers'  unsuccessful  fight  for 
Armstrong  World  Industries  Inc.,  the 
flooring  manufacturer,  resulted  in  an 
$18.5  million  (Canadian)  loss  for  First 
City  last  year.  An  ill-fated  investment  in 
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Britain's  asda  Group  PLC,  a  supermar- 
ket chain,  was  also  dumped  last  year,  at 
an  estimated  loss  of  $65  million  (U.  S). 

To  stem  the  losses.  First  City  said  it 
would  quit  the  securities-trading  and  in- 
vestment business  and  stick  to  its  core 
trust  and  real  estate  operations.  It  took 
a  $48.4  million  (Canadian)  provision  for 
expected  securities  losses.  Says  Eric  W. 
Evans,  a  First  City  vice-president: 
"We're  going  to  refocus  the  company, 
and  we  expect  to  be  profitable  in  1991." 
HAUNTED.  While  First  City  recently  in- 
jected $25  million  in  capital  to  bolster  its 
First  City  Trust  subsidiary,  the  Belz- 
bergs' refusal  to  pump  capital  into  Far 
West  is  what  led  to  the  government 
takeover.  "Why  should  they  throw  $300 
million  down  a  rat  hole?"  asks  Bert  Ely, 
an  Alexandria,  Va.,  thrift  consultant. 

Far  West,  with  $3.8  billion  in  assets 
and  28  branches  throughout  Southern 
California,  was  one  of  the  thrifts  that 
loaded  up  on  the  junk  bonds  that  poured 
out  of  Drexel  Burnham  Lambert  Inc.'s 
Beverly  Hills  office  in  the  1980s.  The 
junk  portfolio,  valued  at  $668  million,  is 
now  worth  less  than  half  of  that. 

The  thrift's  commercial  mortgages 
also  came  back  to  haunt  it.  Loans  on 
apartments,  shopping  centers,  and  other 
properties  in  California  and  Colorado 
were  the  most  troublesome. 

Another  Belzberg  company.  Industrial 
Funding  Corp.,  is  closing  offices  and  cut- 
ting staff.  The  Portland  (Ore.)  leasing 
company  only  went  public  in  December, 
1989,  selling"  shares  at  $12.25  each.  To- 
day, they  trade  below  $2. 

The  Belzbergs'  raiding  days  may  be 
history,  but  it's  hard  to  imagine  them 
sticking  only  to  such  mundane  First  City 
businesses  as  home 
mortgages  and  savings 
accounts.  Indeed,  First 
City's  investment-bank- 
ing arm  has  formed  a 
joint  venture  with 
American  Capital  and 
Research  Corp.,  a  Fair- 
fax (Va.)  environmental- 
engineering  firm.  The 
idea,  says  CEO  James  0. 
Edwards,  is  for  Ameri- 
can Capital  to  design, 
build,  and  operate  such 
facilities  as  waste-water 
treatment  plants  and 
for  First  City  to  provide  the  financing 
for  the  projects. 

While  the  venture  looks  intriguing,  it 
has  yet  to  pitch  a  deal.  And  even  if  it 
gets  going,  a  Belzberg-backed  sewage 
plant  isn't  likely  to  strike  fear  in  the 
Ijoardrooms  of  (Corporate  America. 

By  Jeffrey  M.  Laderman  in  New  York 
and  Kathleen  Ker-win  in  Los  Angeles,  with 
Dean  Foust  in  Washington 
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BIOGEN  MAY  SEE 
A  BREAKTHROUGH 
~IH  PROFITS 


iotech  stocks  were  hot  in  1990. 
Hambrecht  &  Quist's  group  of 
'nine  biotechnology  companies 
posted  a  heady  63%  gain,  vs.  a  4%  drop 
by  the  Dow  Jones  industrial  average. 
Biogen,  which  has  developed  several 
drugs  through  genetic  engineering, 
should  continue  to  be  a  big  winner, 
says  money  manager  Bill  Harnisch. 
Despite  the  stock's  1990  rise  from  14  to 
26,  he  believes  that  the  Street  has  yet 
to  recognize  Biogen's  potential. 

Harnisch  notes  that  after  years  of 
operating  losses,  Biogen  is  profitable 
and  on  the  verge  of  posting  impressive 
earnings  from  its  alpha  inteferon  prod- 
uct, Intron  A.  And  that  isn't  all.  Some 
savvy  pros  have  snapped  up  shares  be- 
cause of  whispers  that  Biogen  has  at- 
tracted several  merger  or  takeover 
suitors.  The  pros  that  have  taken 
stakes  of  just  under  5%  include  RCM 
Capital  Management,  Oppenheimer 
Capital,  and  money  manager  George 
Soros.  Harnisch,  president  of  Forst- 
mann-Leff  Associates,  which  manages 
$3.5  billion,  has  acquired  10%. 

One  rumored  suitor:  Schering- 
Plough,  which  is  already  licensed  to 
market  Intron  A.  In  1990,  Schering 
paid  Biogen  about  $20  million  in  royal- 
ties from  those  sales,  which  "should 
grow  rapidly  as  new  indications  [for 
the  drug]  are  approved,"  says  Biogen 
Chairman  and  CEO  James  Vincent. 
WIDE  POTENTIAL.  In  June,  1986,  the 
Food  &  Drug  Administration  approved 
Intron  A  as  a  treatment  for  hairy-cell 
leukemia,  a  rare  type  of  cancer.  That 
led  to  approval  in  1988  for  applications 
in  patients  with  an  AIDS-related  cancer, 
Kaposi's  sarcoma,  and  for  the  drug's 
first  antiviral  use,  in  treating  venereal 
warts.  Last  July,  an  FDA  advisory  pan- 
el recommended  Intron  A's  approval  as 
a  treatment  for  hepatitis  C. 

"These  indications  have  opened  the 
door  to  a  whole  series  of  antiviral  ap- 
plications that  form  the  basis  of  our 
enthusiasm  for  alpha  interferon,"  says 
Peter  Drake,  an  analyst  at  Vector  Se- 
curities International.  He  thinks  alpha 
interferon's  worldwide  sales  could  ex- 
ceed $1.7  billion  by  1995,  and  he  ex- 
pects Schering  to  capture  52%,  or  $900 
million,  of  that  market  with  Intron  A. 
(Schering's  largest  competitor  is  Hoff- 
mann-La Roche,  whose  Roferon  ac- 
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counts  for  32%'  of  the  interferon  mar- 
ket.) That  could  mean  royalties  for 
Biogen  of  $38  million  in  1991,  $98  mil- 
lion in  1993,  and  $130  million  in  1995, 
says  Drake.  Schering's  1990  sales  of 
Intron  A  nearly  doubled  1989's. 

One  takeover  investor  speculates 
that  rather  than  continue  to  pay  royal- 
ties to  Biogen,  Schering  may  decide  to 
acquire  the  company.  Schering  bought 
a  12%'  stake  in  Biogen  when  it  went 
public  in  1981  but  sold  it  in  1986.  Drake 
figures  that  based  on  Intron  A's  poten- 
tial alone,  Biogen's  stock  is  worth  $37  a 
share.  At  that  price,  Biogen's  25  mil- 
lion shares  outstanding  would  cost 
$925  million — ^just  about  Intron  A's 
projected  1995  sales.  Schering  declined 
comment,  and  Biogen  says  its  goal  is 
to  remain  independent. 


MATERIAL  SCIENCES' 
SURPRISING  SUCCESS 


aterial  Sciences  was  deep  in 
I  the  red  last  year,  and  with  its 
1  major  markets — housing  and 
autos — in  a  slump  this  year,  prospects 
would  appear  to  be  bleak.  But  don't 
bet  on  it.  Several  pros  believe  that  Ma- 
terial Sciences'  stock,  which  has  fallen 
to  11  from  17  last  year,  will  perk  up. 

The  main  reason:  Soon,  some  big  in- 
vestors expect  this  maker  of  protective 
coating  and  laminating  materials  used 
mainly  in  auto  components,  building 
materials,  and  appliances  to  announce 
the  outcome  of  buyout  talks. 

Last  summer.  Material  Sciences'  out- 
side directors  persuaded  the  board  to 
let  an  investment  bank,  Chicago-based 
William  Blair,  seek  some  alternatives 
to  boost  the  company's  sagging  stock. 


including  selling  the  company.  Don 
Pattison,  an  analyst  at  C.  J.  Lawrence, 
Morgan  Grenfell,  figures  that  12 
groups  signed  confidentiality  pacts  to 
get  detailed  financial  information.  Six 
companies  are  said  to  have  expressed 
serious  interest,  but  one  takeover  in- 
vestor says  a  German  company  and 
two  Japanese  industrial  companies  are 
the  top  contenders.  Takeover  analysts 
put  Material  Sciences'  buyout  value  at 
$18  to  $22  a  share.  A  spokesman  says 
the  board  will  again  discuss  potential 
moves,  including  the  company's  sale,  at 
a  board  meeting  in  late  January. 

But  even  without  a  takeover,  Patti- 
son figures  that  the  stock  should  sell 
for  $15  to  $18  a  share.  The  company  is 
benefiting  from  the  "shift  to  quality" 
by  carmakers,  which  want  to  provide 
longer  warranties  for  their  vehicles 
against  such  things  as  rust,  says  Patti- 
son. Also,  demand  is  growing  for  ener- 
gy-saving materials  for  offices  and 
homes.  So  the  recent  three  quarters 
have  been  profitable.  Pattison  fore- 
casts earnings  of  $1.50  a  share  for  the 
year  ending  Feb.  28,  and  $1.80  in  fiscal 
1992,  vs.  a  year  ago's  loss  of  $6.10. 


THIS  HOME-SHOPPER 
MAY  BE  A  BARGAIN 


espite  the  recession,  shopping 
I  at  home  through  cable  TV  has 
continued  to  grow.  One  of  the 
best  buys  in  that  business,  say  some 
savvy  investment  pros,  is  the  biggest 
player:  QVC  Network. 

The  stock  was  a  highflier,  soaring  to 
21  in  August,  1989,  just  before  QVC 
bought  CVN,  a  larger  cable  TV  network. 
That  purchase  doubled  Qvc's  subscrib- 
er base  but  also  piled  on  a  huge  debt 
load  from  the  acquisition  financing. 

QVC  now  trades  at  3%.  But  the 
stock's  steep  dive  has  attracted  some 
value  players.  They  are  betting  that, 
based  on  its  50%-  share  of  the  growing 
electronic  home-shopping  industry,  QVC 
could  bounce  back  to  10  over  the  next  6 
to  10  months.  Several  QVC  insiders 
have  recently  been  buying.  Among 
them:  Chairman  and  CEO  Joe  Segel, 
who  purchased  100,000  shares  for  as 
much  as  $7  apiece. 

Don  Smalter  of  13D  Research  thinks 
QVC  will  earn  $1.20  a  share  in  the  year 
ending  Jan.  31,  1992,  vs.  an  estimated 
loss  of  35$  for  the  year  ending  this 
January.  Based  on  that,  the  stock  is 
trading  at  a  depressed  p-e  of  2.8,  while 
qvc's  major  rival.  Home  Shopping  Net- 
work, trades  at  about  8  times  estimat- 
ed 1991  earnings,  notes  Smalter. 


^IANCE 


BUSINESS  WEEK/JANUARY  28,  1991  67 


nformation  Processin 


COMPUTERS  I 


SCUUEY  WITH  THE  MAC 
CLASSIC,  A  RUNAWAY  HIT 


THE  SECOND  COMEBACK 
OF  APPLE 


A  management  shuffle  and  hot  new  products  have  it  shining  again 


A year  ago,  Apple  Computer  Inc. 
looked  like  a  disaster  in  the  mak- 
ing. High  prices  had  turned  off 
customers,  and  sales  were  stagnant. 
With  its  market  share  declining,  soft- 
ware developers  wondered  if  they  should 
write  programs  for  Macintosh.  And 
within  Apple,  a  reyolving-door  manage- 
ment seemed  oblivious  to  its  problems. 
For  the  second  time  in  five  years — the 
first  was  when  Steven  P.  Jobs  was 
forced  out  in  1985 — Apple  faced  a  debili- 
tating crisis. 

At  least  for  now,  Apple  has  again 
turned  disaster  into  success.  Says  ana- 
lyst Peter  J.  Rogers  of  Robertson,  Ste- 
phens &  Co.:  "They've  done  what  few 
companies  have  been 
able  to  do:  launch  a 
second  comeback." 
BASICS.  The  turn- 
around began  last  win- 
ter, when  Chairman 
John  Sculley  shook  up 
Apple's  management, 
then  promised  inves- 
tors and  customers 
that  it  would  get  back 
to  basics.  The  most 
tangible  result  was  the 
Macintosh  Classic,  a 
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A  CLASSIC  RALLY 


$999  stripped-down  Mac.  Since  its  Octo- 
ber introduction,  the  Classic  has  been  a 
runaway  hit.  Analysts  figure  the  compa- 
ny had  sold  200,000  Classics  by  Dec.  31 
and  predict  it  will  sell  700,000  this  year. 

The  Classic,  and  good  prospects  for 
two  other  aggressively  priced  new  mod- 
els, have  reassured  software  developers. 
T/ Maker  Co.  says  sales  of  its  consumer 
software  have  doubled  since  the  Classic 
rollout.  And  Aldus  Corp.  says  the  new 
Mac  has  created  a  market  for  its  low- 
priced  desktop-publishing  package.  "The 
pent-up  demand  was  tremendous,"  says 
Aaron  Howard,  Aldus'  vice-president  for 
North  American  sales. 
To  keep  the  momentum  going,  Apple 
must  quickly  produce 
new  products.  The 
most  eagerly  anticipat- 
ed is  a  6-pound  note- 
book computer,  which 
industry-watchers  say 
is  being  developed  with 
Sony  Corp.  Also  on  the 
drawing  board:  Macs 
that  can  read  handwrit- 
ing and  a  Mac  built 
around  high-speed  RISC 
(reduced  instruction  set 
computing)  technology. 
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The  boom  has  made  Apple's  battered 
stock  a  standout  in  a  bear  market.  Be- 
fore the  new  Macs,  the  stock  had  tum- 
bled to  $24.  Since  then,  it  has  doubled,  to 
about  $47.  The  most  recent  gains  came 
in  January,  as  Wall  Street  upped  its  esti- 
mates for  Apple's  first  quarter,  ended 
Dec.  28.  Thanks  to  sales  of  the  Classic, 
analysts  figure  earnings  will  be  even 
with  last  year's — around  $125  million  on 
sales  of  about  $1.5  billion.  As  recently  as 
last  month,  they  had  expected  an  87' 
earnings  decline,  to  about  $115  million. 
PARING  DOWN.  Comeback  No.  2  hasn't 
come  cheap.  To  clean  house,  Apple  paid 
former  Apple  Products  Div.  President 
Jean-Louis  Gassee  $1.7  million  in  sever- 
ance. Lower  prices  mean  tighter  mar- 
gins: The  Classic  delivers  gross  margins 
of  about  45'/!-,  compared  with  about  60% 
from  more  high-end  models,  estimates 
Robertson's  Rogers.  Wall  Street  expects 
corporate  gross  margins  to  drop  from 
about  507'  now  to  487"  in  two  years. 

Apple  also  is  forgoing  fat  profits  to 
win  back  business  lost  to  IBM  and  Tandy 
Corp.  in  schools.  It  recently  was  the  low 
bidder  by  $2  million  in  a  $12.5  million 
contract  with  the  Broward  County  (Fla.) 
School  District.  The  school  system 
bought  3,520  Macintosh  LCs — low-cost 
color  Macs  introduced  with  the  Classic. 
Apple's  pricing,  predicts  Hambrecht  & 
Quist  Inc.,  should  boost  sales  by  an  in- 
dustry-beating 187,  to  $6.5  billion  in  fis- 
cal 1991.  But  earnings  will  grow  just  57o, 
it  figures.  And  that's  possible  only  if 
Apple  pares  its  overhead.  Concedes  Ap- 
ple President  Michael  H.  Spindler:  "The 
[low-end]  strategy  only  works  if  we  can 
manage  expenses  as  gross  margins 
move  down." 

As  Apple  learned  after  its  first  come- 
back, it  can't  count  on  a  simple  strategy 
for  long.  Sculley  rescued  Apple  in  1986 
by  pushing  Mac  into  offices.  But  he 
went  too  far.  As  Mac  caught  on  in  Cor- 
porate America,  Apple  raised  prices, 
alienating  price-conscious  consumers, 
schools,  and  small  businesses.  Its  U.  S. 
market  share  sank  from  157"  in  1987  to 
97  in  early  1990.  "Apple  has  to  avoid 
ricocheting,"  says  Rogers.  "We've  got  to 
see  them  push  on  multiple  product 
points  simultaneously." 

To  make  the  comeback  last,  Apple 
must  hit  on  all  cylinders — promoting  af- 
fordable Macs  to  build  market  share 
while  developing  leading-edge  machines 
that  big-business  customers  demand. 
Sculley  sees  no  problem  with  that:  "In 
1991,  we're  going  to  catch  up.  In  1993, 
Apple  will  be  in  a  position  to  be  shaping 
the  industry,  much  as  we  were  in  the 
'80s."  If  that's  so,  he  should  be  able  to 
limit  the  company's  comebacks  to  two. 
By  Barbara  Buell  in  San  Francisco 
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CELLULAR  PHONES:  THE  STATIC 
IS  GETTING  LOUDER 


/Vn  industry  battle  is  delaying  the  much-needed  switch  to  digital 


At  its  annual  meeting  in  San  Diego 
starting  on  Jan.  16,  tiie  Cellular 
Telecommunications  Industry 
A.ssn.  (CTIA)  offered  its  members  "two 
jhances  to  walk  on  the  wild  side."  One 
A^as  a  jaunt  to  nearby  Tijuana,  the  other 
i  trip  to  the  San  Diego  Wild  Animal 
Park.  But  the  CTIA  decided  not  to  sched- 
ale  an  event  that  might  have  been  far 
A'ilder:  a  fresh  debate  over  what  stan- 
iards  the  industry  should  adopt  when  it 
-eplaces  today's  analog  systems  with 
ligher-capacity  digital  setups. 

That  debate  affects  anyone  with  a  mo- 
bile phone.  Confusion  could  postpone  the 
beginning  of  the  switch  to  digital  service 
Tom  late  this  year  to  1992 — or  perhaps 
iven  1993.  Since  digital  networks  elimi- 
late  static  and  can  handle  many  more 
subscribers  than  analog  networks,  that's 
ispecially  bad  news  for  callers  in  the 
argest  U.  S.  cities,  where  overcrowding 
las  already  begun  to  hurt  quality. 
*Vorse,  the  industry  could  fail  to  adopt  a 
dngle  standard,  forcing  suppliers  to 
)uild  transmission  gear  and  phones  for 
several  formats.  That  would  push  up 
tosts  for  everyone.  And  that's  why  a 
lationwide  standard  "is  our  lifeboat," 
;ays  CTIA  President  Robert  W.  Maher. 

Maher  and  the  CTIA  thought  they  had 
secured  their  lifeboat  in  early  1990  when 
hey  voted  to  endorse  a  technology 
tailed  TDMA  (time  division  multiple  ac- 
;ess).  TDMA  crams  three  to  six  times  as 
nany  callers  onto  the  airwaves  as  ana- 
og  systems  by  breaking  calls  into  split- 
second  parts  and  interspersing  them  on 
shared  channels.  But  some  manufactur- 


ers and  carriers  have  started  looking  at 
other  intriguing  possibilities:  a  rival  digi- 
tal technology  from  tiny  military  house 
Qualcomm  Inc.,  a  more  powerful  version 
of  TDMA  developed  by  Hughes  Network 
Systems  Inc.,  and  a  proposal  by  Motor- 
ola Inc.  that  would  extend  the  lives  of 
analog  networks. 

BICKERING.  Officially,  the  CTIA  remains 
firmly  behind  TDMA.  But  Baby  Bells  in- 
cluding Ameritech  and  Nynex  Corp.  are 
exploring  Qualcomm's  CDMA  (code  divi- 
sion multiple  access)  approach.  To  keep 
dissent  from  erupting  at  its  three-day 
convention,  the  industry  group  didn't 
schedule  a  single  session  on  standards. 
But  even  as  CTIA  directors  met  on  the 
eve  of  the  convention,  bickering  over 
standards  broke  out  in  the  corridors. 

Despite  the  CTIa's  blessing  of  the 
TDMA  format,  most  members  don't  ex- 
pect to  commit  to  any  standard,  at  least 
until  they  see  the  results  from  a  crucial 
battery  of  field  trials  set  to  begin  this 
month.  Eight  manufacturers,  including 
Motorola,  L.  M.  Ericsson,  and  AT&T,  will 
test  TDMA  transmission  equipment  and 
phones  in  the  first  quarter.  Ameritech  is 
planning  a  series  of  experiments  using 
CDMA  technology  in  Chicago  and  hopes 
to  prove  its  viability  by  yearend. 

Is  CDMA  worth  pursuing?  Yes,  says 
Dennis  M.  Rucker,  Ameritech's  se- 
nior director  for  science  and  technol- 
ogy. In  part  because  CDMA's  cod- 
ing technique  spreads  each  call 
across  many  frequencies,  Qual- 
comm claims  that  its  technology 
eliminates  interference  and  that 


DUELING  STANDARDS 
FOR  DIGITAL  CELLULAR 


it  can  boost  network  capacity  20-fold. 

The  TDMA  forces  have  an  answer  to 
that.  An  extended  version  called  E-TDMA, 
announced  in  December  by  Hughes,  is 
capable  of  nearly  the  same  gain,  says 
Executive  Vice-President  Pradeep  Kaul. 
E-TDMA,  which  uses  some  techniques 
similar  to  Qualcomm's  but  remains  com- 
patible with  the  original  TDMA,  should 
also  be  ready  for  testing  later  this  year. 
TOUGH  TRANSITION.  No  matter  how  the 
standards  issue  plays  out,  the  transition 
to  digital  will  be  awkward.  Since  new 
phones  must  pick  up  both  analog  and 
digital  signals  during  the  decade-long 
transition  period,  callers  will  be  asked  to 
junk  existing  handsets  for  new  ones  that 
will  be  bulkier  and  much  pricier.  The 
first  dual-mode  phones  will  cost  $1,000, 
vs.  $300  for  current  models,  predicts  Da- 
taquest  Vice-President  Victor  Krueger. 

That  gives  added  appeal  to  Motorola's 
Narrow  Advanced  Mobile  Phone  Service 
(NAMPS).  An  interim  solution,  it  splits  ex- 
isting 30-kilohertz  analog  channels  into 
three,  tripling  potential  capacity.  Phones 
could  still  be  lightweight  and  come  in 
portable  styles — and  be  cheaper  than 
digital  models.  Motorola  is  testing 
NAMPS  in  Las  Vegas  this  winter  with 
Centel  Cellular  Co. 

Even  as  some  operators  eye  alterna- 
tives, TDMA  retains  heavyweight  back- 
ers, including  Craig  McCaw,  chairman  of 
McCaw  Cellular  Communications  Inc. 
"Most  carriers  unquestionably  are  sup- 
porting TDMA,"  says  John  T.  Stupka, 
chief  executive  of  Southwestern  Bell 
Mobile  Systems.  He  and  other  tdma 
backers  argue  that  proving  CDMA  tech- 
nology is  viable  will  take  longer  than 
operators  of  big-city  networks  can  af- 
ford to  wait.  He  may  be  right.  Until  the 
industry  knows  for  sure,  however,  the 
debate  will  remain  livelier 
than  a  Saturday  night  in 
Tijuana. 

By  Lois  Therrien  in  Chi- 
cago, with  Peter  Coy  in 
New  York  and  Mark 
Leivyn  in  Washington 


CTIA  PRESIDENT 
ROBERT  MAHER 


TDMA  (time  division  multiple  access)  Digital  standard  supported 
by  the  Cellular  Telecommunications  Industry  Assn.,  with  po- 
tential to  carry  up  to  six  times  as  many  calls  as  today's  systems 

CDMA  (code  division  multiple  access)  Potentially  able  to  handle  20 
times  more  calls  than  existing  systems.  Nynex  and  Ameritech 
are  interested  in  a  version  designed  by  Qualcomm 

E-TDMA  (extended  TDMA)  Purports  to  accommodate  about  as 
many  callers  as  CDMA,  but  it's  compatible  with  TDMA  

NAMPS  (Narrow  Advanced  Mobile  Phone  Service)  Improved  analog 
system,  designed  by  Motorola,  could  triple  the  number  of  po- 
tential calls  and  delay  need  for  digital  gear 
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Just  because  your  parking  space  is  reserved 
doesn't  mean  your  car  has  to  be. 


2  4  -  V  A  L  V  E 
2  2  0  HP 
FORD 
TAURUS 
S     H  O 


Just  when  they  thought  they  had  you 
all  figured  out. 

Now  that  you've  arrived,  a  departure  may  be 
in  order.  We  recommend  the  Ford  Taurus  SHO. 
A  little  pressure  to  the  gas  pedal,  and  its  220 
horsepow^er,  24-valve,  Super  High  Output  (SHO) 
V-6  will  change  your  perspective.  A  change 
enhanced  by  SHO's  newly  refined  5-speed 
manual  transmission,  engineered  for  smoother, 
more  precise  shifting. 

Think  of  it  as  a  sports  car  with 
a  conference  room. 

With  plenty  of  room  for  five,  Taurus  SHO 
lets  you  hold  a  meeting- wherever  you  want. 

Buckli'       tDgcther  w(?  c;;)ii  save  lives. 


And  Taurus  SHO  not  only  puts  you  in  a  power- 
ful position,  but  a  comfortable  one  with  its 
fully  articulated  sport  seats. 

Protect  your  assets. 

Of  course,  Taurus  SHO  comes  with  state-of- 
the-art  features  like  anti-lock  brakes,  and  a 
standard  driver's  side  air  bag  supplemental 
restraint  system  to  be  used  with  your  safety  belt 

Taurus  SHO.  Because 
what  you  put  in  your       Ford  TaUTUS 
parking  space  has 
everything  to  do  with 
what  you  get  out  of  it. 
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Have  you  driven  a  Ford... lately? 
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'REVERSIBLE  JACK":  WEINSTEIN  SHRUGS  OFF  SECOND-GUESSING  BY  HIGHER  COURTS 


THE  MAN  WHO'S  CUTTING 
THROUGH  THE  ASBESTOS  MESS 


Judge  Jack  Weinstein  wrote  the  book  on  settling  injury  megacases 


An  old  joke  among  New  York's 
elite  legal  circles  is  making  the 
rounds  again.  It  goes  like  this:  A 
psychiatrist  who  dies  and  goes  to  heaven 
is  greeted  enthusiastically  by  St.  Peter. 
The  saint  gushes  that  he  has  been  wait- 
ing for  a  shrink  to  arrive,  because  God  is 
aaving  delusions  of  grandeur.  He  thinks 
ne's  Jack  Weinstein. 

The  joke,  with  its 
alend  of  respect  and  rid- 
cule,  says  a  lot  about 
lack  B.  Weinstein.  A 
rederal  judge  in  Brook- 
yn  for  almost  25  years, 
i^'einstein,  69,  has  a 
-eputation  as  one  of  the 
lation's  most  aggres- 
sive and  creative  ju- 
rists— with  an  ego  to 
natch. 

As  a  Columbia  Uni- 
/ersity  law  professor, 
A''einstein  made  a  name 
'or  himself  in  the  1950s, 
vhen  he  headed  a  panel 
,hat  rewrote  the  rules 
^joverning  how  civil 
•ases  are  practiced  in 
Wew  York  courts.  He 
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soon  was  recognized  as  a  leading  U.  S. 
authority  on  the  rules  of  civil  procedure 
and  evidence.  Then,  after  being  named 
to  the  bench  by  Lyndon  B.  Johnson,  he 
quickly  built  a  reputation  as  an  activist 
(table).  In  one  of  his  most  famous  cases, 
Weinstein  in  1984  pressed  chemical  man- 
ufacturers and  Vietnam  War  vets  into 
settling  the  massive  Agent  Orange  class 


PRONOUNCEMENTS  fROM  THE  BENCH 

Judge  Jack  Weinstein  has  taken  on  some  big  causes  and  made  some  high- 
impact  rulings.  Here's  a  sampling: 

CRiMiNALS  1978  In  a  novel  move,  he  declared  that  criminals  a'e  entitled 
to  a  hearing  before  sentencing  if  there's  dispute  about  their  character.  The 
ruling  led  to  the  so-called  Fatico  hearing  last  fall  involving  Michael  Milken 

THI  ELDIRLY  1984  He  ordered  a  rewriting  of  medicare  forms  to  make 
them  understandable  to  patients.  He  described  the  old  language  as  a  form  of 
official-ese,  federal-ese,  insurance-ese,  and  doublespeak 

AGiNT  ORANGE  1984  Within  months  after  taking  over  the  tlve-year-old 
dispute,  he  pressured  the  chemical  manufacturers  and  plaintiffs'  lawyers  to 
reach  a  settlement  that  set  up  a  $180  million  fund  for  disabled  vets 

LILCO  1989  He  overturned  a  jury  verdict  in  the  heated  litigation  against 
Long  Island  Lighting  Co.  over  construction  of  its  Shoreham  nuclear  power 
plant.  The  ruling  led  to  a  pact  between  Lilco  and  its  customers  to  cut  rates 


action.  In  1989,  he  pushed  aside  a  jury 
verdict  against  Long  Island  Lighting 
Co.,  paving  the  way  for  the  utility  to 
settle  its  nasty  dispute  with  customers 
over  the  construction  of  its  Shoreham 
nuclear  power  plant.  Now  "Lord  Jack," 
as  he  is  known  around  the  courts,  is 
taking  on  asbestos. 

It's  a  monumental  task.  More  than 
100,000  asbestos-injury  cases  are  pend- 
ing on  the  nation's  dockets.  While  they 
remain  unresolved,  they're  clogging  up 
the  courts  and  keeping  some  of  the 
neediest  claimants  from  getting  any 
cash.  Meanwhile,  the  damage  claims 
have  pushed  15  companies  into  bank- 
ruptcy, including  Manville,  National 
Gypsum,  Celotex,  and  Eagle-Picher. 

Ultimately,  Weinstein's  aim  is  to  undo 
the  logjam  by  crafting  an  efficient  and 
fair  way  for  courts  to  handle  all  sorts  of 
megacases  known  as  mass  torts.  These 
include  asbestos  claims  and  suits  over 
environmental  disasters  such  as  Bhopal. 
"There's  been  an  inertia  of  how  these 
cases  have  been  handled,"  says  Arvin 
Maskin,  an  Eagle-Picher  lawyer  and  the 
Justice  Dept.'s  lead  counsel  on  Agent 
Orange.  "Few  judges  in  the  U.  S.  would 
have  the  clout  and  vision  and  confidence 
to  step  back.  Judge  Weinstein  said: 
'Wait  a  minute.  What  is  going  on?'  " 
ROAD  MAP.  Weinstein's  agenda  is  set  out 
in  edicts  he  issued  in  two  asbestos  cases 
that  he  went  to  great  lengths  to  oversee. 
In  one,  involving  Eagle-Picher  Indus- 
tries, he  granted  the  company's  unusual 
request  to  lump  together  an  estimated 
170,000  current  and  future  asbestos-inju- 
ry claims  into  a  national  class  action. 
Then,  in  a  first-of-a-kind  order  in  Decem- 
ber, he  put  on  hold  every  suit  then  pend- 
ing in  state  and  federal  court — and 
pushed  the  parties  to  settle.  Plaintiffs' 
lawyers  were  still  fiercely  resisting 
when  Eagle-Picher  filed  for  bankruptcy 
in  Cincinnati  and  Wein- 
stein lost  jurisdiction. 
But  by  then,  he  had  laid 
out  a  blueprint  for  oth- 
ers to  follow. 

Weinstein  was  equal- 
ly bold  in  the  other 
case.  It  involved  the 
Manville  Personal  Inju- 
ry Settlement  Trust,  set 
up  to  pay  victims  and 
let  Manville  Corp.  leave 
Chapter  11.  There,  he 
leveraged  his  authority 
over  571  cases  involving 
Brooklyn  Navy  Yard 
shipbuilders  to  seize 
control  over  the  cash- 
starved  trust,  a  key  de- 
fendant. He  then 
spurred    Manville  to 
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agree  to  advance  the  trust  up  to  $520 
million  over  seven  years  and  pushed 
plaintiff's  lawyers  to  agree  to  a  settle- 
ment he  had  engineered.  The  vehicle  for 
the  deal  is  a  class  action  that  recasts  the 
trust's  payout  system  so  the  neediest 
claimants — not  the  swiftest  to  the  court- 
house— get  paid  first.  The  judge  later 
held  hearings  on  the  settlement's  fair- 
ness in  four  cities.  He  is  set  to  hold  a 
final  one  in  Manhattan  on  Jan.  22,  in 
part  to  reply  to  gripes  by  other  defen- 
dants that  the  pact  furthers  his  aims  at 
their  expense. 

The  determination  that  Weinstein  has 
shown  in  cutting  through  the  morass  of 
tangled  cases  also  leaves  him  open  to 
attack — and  even  reversals.  "He  often 
reaches  what  he  believes  is  the  right 
result  and  then  reaches  to  expand  the 
law  [to  get  there],"  says  lawyer  Sheila 
L.  Birnbaum,  who  has  both  won  and  lost 
cases  in  Weinstein's  court.  It's  a  tenden- 
cy that  has  earned  Weinstein  another 
nickname,  "Reversible  Jack."  He  says 
he's  not  bothered  by  second-guessing:  "I 
don't  have  any  qualms  about  it.  I  decide 
cases.  I  move  on." 

CHILD  ACTOR.  Indeed,  Weinstein  seems 
to  go  out  of  his  way  to  be  unconvention- 
al. In  court,  he  doesn't  wear  a  robe  and 
often  shuns  the  bench,  preferring  to  sit 
among  the  lawyers  at  a  conference  ta- 
ble. He  begins  his  days  at  5  a.m.  with  a 
half-hour  swim  against  a  current  in  an  8- 
by-r2-foot  automated  pool  in  his  Kings 
Point  (N.  Y.)  home.  At  lunchtime,  he 
pops  out  to  stroll  or  play  tennis. 

■The  judge's  love  of  the  theatrical 
harks  back  to  his  early  days.  The  son  of 
a  sales  manager  and  an  amateur  actress, 
he  was  on  the  stage  at  eight,  earning 
S2.5  a  week  during  the  Depression  and 
once  had  an  Actors'  Equity  card.  Wein- 
stein put  himself  through  Brooklyn  Col- 
lege at  night  by  working  on  the  docks 
for  IVo  years.  He  attended  Columbia's 
law  school  on  the  Gl  Bill  after  serving  as 
a  Navy  lieutenant  during  World  War  II. 
By  then,  he  had  married  his  college 
sweetheart,  the  former  Evelyn  Horo- 
witz, and  they  had  had  the  first  of  their 
three  sons.  At  night,  his  wife  worked  as 
a  social  worker,  and  the  law  student 
cared  for  the  baby.  In  1963,  Eugene  H. 
Nickerson,  the  Nassau  County  executive 
and  a  Long  Island  neighbor  (now  a  fed- 
eral judge  in  Brooklyn,  too),  named 
Weinstein  county  attorney.  His  political 
ties  led  to  his  1967  judicial  appointment. 

By  taking  on  asbestos,  Weinstein  is 
just  being  himself.  His  legal  rulings  may 
be  overturned,  but  his  highly  publicized 
efforts  have  already  had  an  effect.  On 
Sept.  27,  Supreme  Court  Chief  Justice 
William  H.  Rehnquist  named  a  six-judge 
asbestos  committee  to  propose  solutions. 
If  it  does,  the  Weinstein  joke  will  be 
around  awhile. 

Bi/  Michele  Galen  in  Xcw  York 
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TAGLIABUE  IS  EVERYWHERE 
BUT  IN  THE  HUDDLE 


The  NFL's  new  boss  has  authority  Pete  Rozelle  never  dreamed  of 


Q 

pass  To 


uarterback  Jeff  Hostetler  drops 
Iback,  sidesteps  the  Chicago 
Bears'  rush,  and  zings  a  25-yard 
Stephen  Baker  in  the  back  cor- 
ner of  the  end  zone.  It's  the  New  York 
Giants'  first  touchdown  of  the  playoffs, 
and  the  hometown  crowd  of  77,000 
erupts  in  an  ear-shattering  roar.  Yet 
high  above  the  field,  in  luxury  box 
No.  235A,  Paul  J.  Tagliabue  hardly 
seems  to  have  noticed.  Munching  on  a 
hot  dog,  the  National  Football  League 
commissioner  is  chat- 
ting with  hotel  mag- 
nate Preston  R.  Tisch, 
often  mentioned  as  a 
potential  XFL  owner. 
Their  prosaic  topic: 
the  large  number  of 
Canadian  fans  who 
tune  into  Buffalo  Bills 
games  but  don't  fig- 
ure in  Nielsen  ratings. 

Hey.  so  the  commis- 
sioner isn't  a  rowdy. 
Who  has  time  for 
whooping  and  holler- 
ing? Tagliabue  is  too 
busy  putting  his 
stamp  on  the  league — 
from  T-shirts  to  TV 
contracts.  "He's  really 
involved  at  every  lev- 
el," says  Denver  Bron- 
cos owner  Pat  Bow- 
len.  "I  have  not  been 
in  any  league  meeting, 
from  finance  to  broad- 
cast to  labor,  where 
he  was  not  present." 
That  involvement  is  sure  to  grow.  In 
November,  just  a  year  after  Tagliabue 
won  the  job  in  a  squeaker  of  an  election, 
the  league's  28  owners  approved  a 
sweeping  reorganization  that  hands  him 
more  direct  authority  than  Pete  Rozelle, 
his  predecessor,  ever  dreamed  of. 

The  XFL  could  use  a  strong  hand  just 
now.  This  year,  politics,  drugs,  locker- 
room  scandals,  and  poor  officiating  of- 
ten drew  more  notice  than  the  games 
themselves.  Ratings  for  the  XFL  broad- 
casts that  produce  some  70"/^  of  the 
league's  Sl.l  billion  in  revenues  have 
more  or  less  stalled  for  the  past  four 


TAGLIABUE  ON  THE  COURT  IN  HIS 
COLLEGE  DAYS  AT  GEORGETOWN 


years.  The  networks  had  to  be  "extreme- 
ly negotiable"  on  advertising  rates  for 
XFL  telecasts  this  year,  says  Gene 
DeWitt  of  media  buyer  DeWitt  Media 
Inc.  And  the  league  is  still  at  odds  with 
the  XFL  Players  Assn.  over  free  agency. 
QUICK  DEAL.  The  league's  new  structure 
ought  to  help  on  the  labor  front.  In  the 
past,  people  responsible  for  functions 
such  as  labor  relations  reported  directly 
to  the  owners.  Now,  all  the  league's 
committees  report  to  Tagliabue,  and  he 
reports  to  the  owners. 
"It  gives  him  the  au- 
thority to  do  some- 
thing," says  Mike 
Lynn,  general  manag- 
er of  the  Minnesota 
Vikings.  "I'm  sur- 
prised [a  labor  break- 
through] hasn't  hap- 
pened already." 

Tagliabue,  50, 
showed  how  his  new 
authority  could  work 
last  fall,  when  he  set- 
tled a  longstanding 
dispute  over  payment 
for  practice-squad 
players.  These  are 
nonrosier  players  em- 
ployed by  XFL  teams 
to  scrimmage  against 
them.  Quietly,  and 
over  the  objections  of 
chief  labor  negotiator 
lack  Donlan,  he  met 
with  lawyers  for  the 
players  and  owners 
and  helped  them  reach 
a  deal.  The  commissioner  sees  the  pro- 
cess as  a  model  for  the  bigger  issue  of 
free  agency  and  antitrust.  "But  the  prac- 
tice squads  were  a  simple  problem,"  he 
warns.  "The  other  one  is  not." 

There's  lots  of  incentive  for  him  to  try 
solve  it.  Ever  since  the  players'  failed 
strike  in  1987,  they  have  been  dragging 
the  league  into  court  on  antitrust 
charges.  Tagliabue  says  he  has  offered 
"a  range  of  alternatives"  to  settle  the 
issue,  but  mentions  few  specifics.  Some 
insiders  believe  he  would  like  to  propose 
a  system  similar  to  that  of  the  National 
Basketball  Assn.:  some  free  agency  com- 
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Intergraph  Lets  You  Cross  That 
Bridge  When  You  Get  To  It. 

At  Intergraph  we've  spent  the  last  20  ufacturing;  mapping  and  GIS;  architectural 
years  helping  companies  span  the  chasm  engineering  and  construction;  land-use 
between  the  present  and  the 
future.  Between  what's  necessary  j 
today  and  needed  tomorrow.  * 

We  can  do  the  same  — 
for  you.  With  the  most  advanced 
interactive  graphics  workstations 
and  software  in  the  world.  ^ 
Products  for  electronic  and 

mechanical  design,  engineering,  and  man-      are  more  bridges  to  cross. 


planning;  and  electronic  publish- 
ing. Products  for  hundreds  of 
"^L^    applications  in  private  industry 
and  government. 

No  matter  where  you're 
going,  Intergraph  will  get  you 
there.  Give  us  a  call  toll  free  at 
1-800-826-3515.  Because  there 


Everyw'here  you  look. 


We're  DIFFERENT 


ONTHEINSIDE,TOO. 


At  Transamerica,  we  believe  in  doing  a  few 
things  very  well  instead  of  trying  to  do  a  lot 
of  things  pretty  well.  So  when  we  offer  you 
insurance  and  investment  products  from  the 
Transamerica  Life  Companies,  mutual  funds 
from  the  Transamerica  Funds,  or  home -equity 
loans  from  Transamerica  Financial  Services, 
we're  offering  our  best.  To  us,  being  different 
is  more  than  a  matter  of  appearance. 


Transamerica 

THE  I'OWER  OF  THH  I'M<AM1I)  IS  WORKINC.  FOR\OLI. 


oris  Business 


bined  with  a  cap  on  the 
total  amount  of  money 
each  team  can  shell  out 
for  players.  In  ex- 
change, owners  spend  a 
certain  percentage  of 
revenues  on  salaries. 

Yet  NFL  owners  are 
divided.  Some  of  the 
more  frugal  teams  have 
resisted  the  XB.\  ap- 
proach, mainly  because 
revenue-sharing  would 
require  them  to  part 
with  more  money  for 
salaries.  High-spending 
teams  like  the  idea  be- 
cause the  salary  cap 
would  let  them  spend 
less.  "Tagliabue  has  to 
get  his  own  side  in  or- 
der," says  one  member 
of  the  players'  camp. 

A  system  modeled  on  basketball 
would  be  fitting.  Hoops,  not  football, 
was  always  the  sport  for  Tagliabue.  Af- 
ter growing  up  in  blue-collar  Jersey 
City.  N.  J..  Tagliabue  went  to  George- 
town University  on  a  basketball  scholar- 
ship and  became  team  captain — and 
class  president — as  a  senior.  He  contin- 
ued on  to  New  York  University  law 
school  and  then  joined  the  Pentagon  as  a 
defense  policy  analyst,  specializing  in 
European  and  North  Atlantic  affairs. 
Later,  while  at  the  Washington  law  firm 
of  Covington  &  Burling,  he  landed  the 
NFL  business.  He  worked  as  outside 
counsel  for  20  years. 
STONE  FACE.  Rozelle's  decision  to  step 
down  in  March,  1989,  put  Tagliabue  in 
the  middle  of  a  massive  power  struggle. 
One  faction  of  owners  wanted  New  Or- 
leans Saints  General  Manager  Jim 
Finks,  "a  football  man."  Tagliabue.  they 
worried,  was  the  kind  of  guy  who 
wouldn't  know  a  quarterback  sneak 
from  petty  larceny.  Others  preferred 
Tagliabue  for  his  broader  experience. 
Round  and  round  they  went  for  months, 
finally  settling  on  Tag- 
liabue in  October,  1989. 

In  public,  the  commis- 
sioner usually  has  the 
stony  face  of  a  quarter- 
back who  just  got 
sacked.  But  he's  not  al- 
ways deadly  serious. 
His  specialty  is  the 
acerbic  one-liner,  often 
aimed  at  himself.  His 
family  likes  to  tease 
him  about  being  book- 
ish. Daughter  Emily,  a 
student  at  Yale  Univer- 
sity, remembers  an  inci- 
dent from  a  family  trip 
to  Spain  a  few  years 


TAGLIABUE  (CENTER)  WITH  WIFE,  CHANDLER,  AND  BROADCASTER  PAT  SUMMERALL 
THE  COMMISSIONER  IS  A  HANDS-ON  MANAGER  WITH  AN  EYE  FOR  DETAIL 


ago.  Tagliabue  came  striding  across 
their  hotel  lobby  with  his  face  buried  in 
a  travel  book.  Engrossed  in  the  volume, 
he  walked  straight  into  an  indoor  pond. 

\\'hile  his  reading  list  tends  toward 
heavy  tomes  on  European  politics,  he's 
got  more  in  common  with  Joe  Sixpack 
than  he  sometimes  lets  on.  He  gets  a 
kick  out  of  country  music,  with  a  special 
fondness  for  Jerry  Jeff  Walker's  Up 
Against  the  Wall,  Redneck.  And  though 
he  might  say  his  favorite  movie  is  the 
Italian  art  film  Xight  of  the  Shooting 
Stars,  his  wife.  Chandler,  says  he's  par- 
tial to  Animal  House. 

A  sense  of  humor  comes  in  handy 
with  this  job.  Every  time  he  turns 
around,  it  seems,  another  controversy  is 
blindsiding  him.  Of  all  Tagliabue's  first- 
year  moves,  he  probably  caught  the 
most  flak  over  a  public  relations  miscue. 
Last  year  he  announced  Phoenix  could 
not  host  the  Super  Bowl  if  Arizona  did 
not  approve  a  state  holiday  honoring 
Reverend  Martin  Luther  King  Jr.  Taglia- 
bue maintains  his  intent  was  to  depoliti- 
cize  the  game,  but  it  had  the  opposite 


THE  CORE  OF  FOOTBALL'S  LABOR  BATTLE 


Each  team  can  restrain  37  of  its 
47  players  from  taking  a  higher 
offer  from  another  team  by 
matching  the  offer.  If  a  team 
doesn't  match  an  offer,  the  new 
team  must  give  up  a  draft  choice 
as  compensation.  The  result:  vir- 
tually no  bidding  for  restricted 
players  by  other  teams 


The  NFL  Players  Assn.  wants 
unrestricted  free  agency  for  all. 
It  has  brought  several  lawsuits 
against  the  owners  charging  that 
current  restrictions  violate  anti- 
trust law.  The  Supreme  Court  on 
Jan.  7  declined  to  review  the  dis- 
missal of  one  such  suit,  but  the 
others  are  stUl  to  be  resolved 


effect:  Arizonans  nixed 
the  holiday,  and  the  NFL 
was  roundly  blasted  for 
interfering.  Still,  Taglia- 
bue insists  that  he 
would  do  nothing  differ- 
ently if  given  the 
chance. 

As  far  as  the  owners 
are  concerned,  his 
greatest  accomplish- 
ment so  far  was  bring- 
ing the  league  a  record 
TV  package,  worth  S3.6 
billion  over  four  years. 
But  Tagliabue  concedes 
that  he's  concerned 
about  too  much  TX  cov- 
erage. "The  problem  is, 
you  only  know  you've 
reached  that  point  after 
you've  seen  it,"  he  says. 
This  year's  59  national- 
ly televised  games,  he  thinks,  was  push- 
ing the  limit.  The  league  probably  won't 
ask  for  any  more  national  games  in  the 
next  T\'  rights  package,  he  says. 
VAST  MENU.  When  the  World  League  of 
American  Football  debuts  on  Mar.  23,  it 
may  become  a  whole  lot  clearer  just  how 
crowded  the  sports  marketplace  has  be- 
come. The  ambitious  new  league  has  10 
teams,  including  squads  in  Barcelona, 
Frankfurt,  and  London,  and  a  handful  of 
games  will  be  broadcast  in  the  U.  S.  But 
it  is  going  up  against  pro  and  college 
basketball  and  major  league  baseball — 
not  to  mention  the  vast  menu  of  other 
sports  now  available  to  T\'  viewers. 
"We're  not  expecting  sellouts  and  high 
T\'  ratings  right  off,"  concedes  Minneso- 
ta's Lynn,  who  doubles  as  the  World 
League's  president. 

For  Tagliabue,  another  high  priority 
this  year  is  corporate  ownership  of 
teams — now  an  NFL  no-no.  Tagliabue 
says  he  may  recommend  a  change,  possi- 
bly permitting  partnerships  that  would 
let  owners  keep  teams  in  their  families 
without  paying  huge  estate  taxes.  Still, 
there's  little  doubt  that 
a  labor  agreement  is 
No.  1  on  his  1991  agen- 
da. "The  public  doesn't 
want  to  hear  about  la- 
bor strife,'"  notes  La- 
mar Hunt,  owner  of  the 
Kansas  City  Chiefs. 
"They  want  to  hear 
about  competition." 
That's  what  Tagliabue 
wants  to  hear  about, 
too — even  if  he  doesn't 
jump  up  and  down 
when  he  sees  it. 

By  Peter  Finch,  with 
Aarorx  Bernstein,  in  New 
York 
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Excellence  at  Work 


National  Governors' 
Association 

Is  the  United  States  losing  its  position  as  the  most 
productive  nation  in  the  world?  Recent  developments 
certainly  give  cause  ^or  alarm-. 

if  loss  of  jobs  in  key  manufacturing  sectors, 

*  slowed  growth  in  productivity! 

*  erosion  of  our  technological  advantage  in  a  global 
marketplace. 

The  changing  economic  landscape  poses  a  real  threat  to 
America's  standard  of  living.  Reinvigorating  the  American 
economy  red^uires  a  unified  effort  of  government,  private 
enterprise,  labor  education,  and  individuals.  Crafting  state 
policies  that  contribute  to  this  revitaliiation  rec^uires  the 
building  of  broad  coalitions,  consensus,  and  partnerships. 


Excellence  at  Wo  r  k 


National  Governors' 
association 


The  Governors  of  all  50  states  and  U.S.  commonwealths,  through  the 
National  Governors'  Association,  have  developed  a  strategic  plan  tor  stimu- 
lating economic  competitiveness  Called  Excellence  at  Work,  the  NGA 
initiative  calls  for: 

*  redesigning  stmcmres  in  the  workplace  to  encourage  specialization  flexi- 
bilir\'  and  greater  employee  involvement; 

■*■  training  and  retraining  the  existing  work  force  to  keep  pace  with  rapid 
technological  changes, 

*  providing  new  workers  with  the  education  and  job  skills  needed  to  adapt 
to  changing  marketplace  requirements, 

•*■  giving  employees  the  support  the\'  need  to  manage  the  challenges  of  both 
work  and  family  life. 

Programs  developed  in  a  number  of  states  offer  dynamic  models  of  the  kind  of 
approaches  needed  to  reshape  the  American  workplace  for  the  21st  century. 
Several  of  these  initiatives  will  be  highlighted  in  this  special  section. 


REATING  A  CULTURE  OF  EXCELLENCE 


"State  cjovemmmt 
ought  to  make  seiise. 
It  can't  he  immune Jrom  the 
rules  that  cjovem  families 
in  their  homes,  or 
businesses  in  the 
marketplace. " 


Governor 

JAMES  J.  FLORIO. 
NEW  JERSEY 


Long-term  solutions  to  the  challenges  confronting  the  U.S.  can  only  be 
achieved  by  a  fundamental  change  in  the  way  we  think  about  the  economy. 
We  must  invest  for  the  long-term,  not  for  short-term  gain.  In  solving  problems, 
we  must  address  causes  rather  than  sx'mptoms.  A  commitment  to  community' 
success  must  supplant  the  pursuit  of  individual  gain. 

Within  a  culture  of  excellence,  leaders  seri'f  as  mergetic  advocates  of  excellaice. 
They  implement  management  systems  which  ensure  that  the  values  and  com- 
mitment to  excellence  are  adhered  to  in  all  areas  and  by  all  persons  in  the 
organization.  In  the  best  organization,  leaders  define  their  role  beyond  the 
bounds  of  organization  or  office  and  use  their  influence  tor  the  improvement 
of  the  community  and  the  profession. 

Within  a  culture  of  excellence,  systems  are  designed  to  translate  the  values  of 
excellmce  into  practice.  Infonnation  systems  provide  internal  feedback  and  com- 
petitive comparison,  and  can  anticipate  trends.  Excellent  organizations  plan  for 
quality  by  obtaining  system-wide  commitments  to  excellence  and  quality 
outcomes.  TTie  planning  process  establishes  benchmarks  by  which  to  docu- 
ment progress  toward  excellence. 


The  jobs  of  the  future  will  require  trained  workers  who  are  able  to  learn  new 
skills  throughout  their  work  lives. 


Before  we  could  satisfy  the 
Baldrige  Quality  Award  judges, 
we  had  to  please  an  even 
more  demanding  panel  of  experts. 

Our  AS/400  customers. 


It's  easy  to  say  the  customer  comes  first,  but  in  the 
case  of  the  IBM  AS/400*  computer  system,  it's  hterallv 
true.  Before  there  ever  was  an  AS/400,  there  were  cus- 
tomers helping  us  design  it.  And  they've  had  a  firm  hand 
on  the  helm  ever  since. 

At  every  step — from  planning  to  production,  from 
testing  to  retesting — our  customers  participate 
telling  us  what  they  want  and  don't  want, 
what  works  and  what  needs  working  on. 

Then  after  we  install  an  AS/400, 
we  call  the  customer  within  90  days  to 
ask  how  things  are  going  and  to  offer 
whatever  help  may  be  needed.  As  a 
result,  customer  satisfaction  is  vir- 
tually 100%. 


These  procedures  are  based  on  a  simple  notion: 
that  quality  is  defined  not  by  the  people  who  make  a 
product,  but  by  the  people  who  use  it. 

Not  coincidentally  customer  involvement  and  sat- 
isfaction were  key  to  helping  IBM  Rochester,  Minnesota, 
which  designs,  builds  and  supports  the  AS/400,  win  the 
1990  Malcolm  Baldrige  National  Quality  Award. 

Clearly,  a  lot  of  the  credit  must  go 
Malcolm  Baldrige      to  our  customers,  along  with  our  business 
Nlaf-ir^riol         partners  and  suppliers.  Their  help  has 
^      , .  been  essential  to  our  success.  Which  is  why 

SssAlQllty  our  Baldrige  award  is  their  award,  too. 

To  learn  more  about   —  „ 


Award 


1990 
Winner 


the  IBM  AS/400  qualitv  storv,  =  =  E 
call  us  at  1-800-365-4  IBM.  '    =  =  = 


©  1990  IBM  Corporation  IBM  and  AS/400  are  registered  trademarks  of  IBM  Corp 


In  the  most  successful  companies,  workers  are  asked  to  use  judgment  and  make 
decisions  that  will  enhance  product  quality. 


Management  systems  empower  people  to  perform  to  their  highest  potential 
and  incorporate  employees  into  all  aspects  of  quality  improvement.  Individuals 
receive  education  and  training  to  develop  the  necessary  skills  to  do  their  job. 
Individual  contril^utions  to  excellence  are  recognized  and  rewarded  at  all  levels. 
The  organization  provides  support  which  contributes  not  only  to  the  indivi- 
dual's job  performance  but  to  his  or  her  overall  well-being. 


"Reinvigomtinc)  the 
American  economy  recjuires 
a  unified  effort  of 
govemmmt,  private 
mterprise,  labor,  education, 
and  individuals." 


Otate  government  in 
a  culture  of  excellence 

lust  as  businesses  are  reevaluating  their  management  methods,  state  govern- 
ments are  taking  a  hard  look  at  the  role  they  will  play  in  attaining  economic 
excellence.  State  governors  play  a  key  role,  not  only  in  establishing  the  values 
by  which  state  services  are  delivered,  but  in  building  consensus,  expanding 
public  awareness,  and  advocating  for  the  pursuit  of  quality  in  both  the  public 
and  private  sector 

In  a  culture  of  excellence,  state  governments  are  role  models  (>f  efficient 
management  They  provide  integrated  services  which  reduce  duplication  and 
provide  the  comprehensiveness  required  for  increasing  productivity.  To  the 
extent  possible,  public  monies  are  invested  to  leverage  or  complement  the 
commitment  of  private  resources. 
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V-^HANGING  THE  WAY  WE  DO  OUR  WORK 

A  report  from  the  National  Center  on  Education  and  the  Economy  describes 
the  organization  of  America's  workplaces  today  as  largely  modeled  after  the 
system  of  mass  manufacture  pioneered  during  the  early  1900s  Complex  jobs 
are  broken  down  into  a  myriad  of  simple  rote  tasks,  which  the  worker  then 
repeats  with  machine-like  efficiency  The  system  is  managed  by  a  small  group 
of  educated  planners  and  supervisors  who  do  the  thinking  for  the  organization. 


QUALITY/EXCELLENCE 


The  importance  ut  quality  in  the  electrical  construction  field  is  critical:  mistakes  can  lead  to 

fires,  loss  of  property  and  even  loss  of  life.  The  problem  for  electrical  contractors  is  finding  methods 
to  operate  safely,  efficiently  and  effectively  in  an  industry  whose  sophistication  and  inherent  dangers 
advance  with  each  leap  in  technology.  That's  why  the  National  Electrical  Contractors  Association 
(NECA)  and  the  International  Brotherhood  of  Electrical  Workers  (IBEW)  jointly  established  The 
National  Joint  Apprenticeship  &  Training  Committee  (NJATC)  to  oversee  training  for  their  highly- 
skilled  work  force  via  more  than  500  state  and  local  apprenticeship  and  training  programs.  Accepted 
by  every  state  in  the  union  and  producing  more  than  1 80,000  certified  electricians  the  past  50  years, 
the  NJATC  seeks  male  and  female  applicants  of  all  races  whose  character,  aptitude,  motivation,  and 
personality  help  ihem  become  craftsmen  in  every  sense  of  the  word  via  up  to  800  hours  of  classroom 
courses  and  8,000  hours  of  on-the-job  training. 

According  to  a  study  entitled  "Unionized  Construction  Workers  and  Their  Work  Environment," 

conducted  by  William  Maloney  of  The  University  of  Michigan  and  James  McFillen  of  Bowling 
Green  State  University,  there  is  a  strong  agreement  among  union  members  that  doing  a  job  in  a 
craftsmanlike  manner  is  the  most  important  factor  on  the  job.  Intrinsic  Rewards  such  as  the 
opportunity  for  challenging  work,  to  accomplish  something  worthwhile,  and  to  learn  new  things  are 
the  most  important  indicators  of  job  satisfaction.  In  another  study,  Maloney  and  McFillen  also  found 
that  "in  open  shop  construction,  greater  use  is  made  of  semiskilled  workers."  They  found  workers 
felt  "there  was  little  autonomy,  identity,  and  significance  to  the  work.  They  reported  that  much  of  the 
work  was  not  very  interesting  or  challenging."  So,  the  higher  the  importance  of  Intrinsic  Rewards, 
the  higher  the  quality  output.  And  the  higher  the  quality  output,  the  more  likely  the  customer  will 
experience  on-the-job  safety  improvements.  In  fact,  union  contractors  enjoy  a  loss  experience  12% 
lower  than  nonunion  contractors  according  to  a  national  survey  of  property  casualty  insurers. 

Our  competition  in  the  nonunion  sector  often  talks  about  their  contributions  to  the  industry 

with  little  or  no  factual  backup.  Our  nationwide  joint  apprenticeship  &  training  programs  spend  $34 
million  per  year  to  train  one  trade  vs.  nonunion  spending  of  only  $4.5-to-$6  million  to  train  15 
trades.  And  we  are  neither  asking  for  nor  taking  money  from  the  American  taxpayer  to  do  it!  That 
equates  to  training  for  50,000  union  electricians  in  1989  versus  only  22,000  in  all  of  the  nonunion 
construction  trades  combined.  Now,  enter  terms  such  as  "vocational  education,"  "portable 
credentials,"  "modular  training."  "competency-based  training,"  and  "school  linkage,"  to  name  but  a 
few,  and  what  you  get  is  a  mass  attempt  to  raid  the  U.S.  Treasury  by  companies  who  have  not  taken 
training  as  seriously  as  we  have  in  the  electrical  construction  industry.  The  Labor  Department's 
proposed  changes  to  apprenticeship  regulations  —  known  as  29  CFR  29  —  do  nothing  to  enhance 
training  and  will  only  serve  to  decrease  the  quality  of  existing  programs. 


Since  1941,  the  NJATC  has  committed  itself  to 

making  the  industry  the  best  it  can  be.  The  long- 
standing IBEW/NECA  partnership  has  nurtured  many 
cooperative  labor/management  efforts  to  ensure  an 
adequate  supply  of  competent,  highly-skilled  and 
productive  manpower  to  meet  the  needs  of  the  electrical 
construction  industry  into  the  21st  century. 


>  •  THE  QUALm 


* 
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TO  EXCELLENCE 


National  Joint  Apprenticeship  &  Training  Committee 
16201  Trade  Zone  Avenue,  Suite  105,  Upper  Marlboro,  MD  20772 
(Phone:  301/249-2042) 


Excellence  at  Wo  r  k 


NATIONAL  GOVERNORS' 
ASSOCIATION 


"We  could  have  nam 
trained  the  number  oj 
people  we  did  without  the 

state's  involvement. 
These  kinds  of  connections 
are  very  important  jor  a 
company  like  ours." 

Michael  Wright, 
KRAFT  General  Foods 


But  in  the  world's  best  companies,  new  high  performance  work  organizations 
are  replacing  this  method.  Rather  than  increasing  bureaucracy,  they  reduce  it 
by  giving  front-line  workers  more  responsibility.  Workers  are  asked  to  use 
judgment  and  make  decisions.  Management  layers  disappear  as  front-line 
workers  take  on  many  of  the  tasks  -  from  quality  control  to  production  sched- 
uling -  that  others  used  to  do. 

Work  organizations  like  these  require  large  investments  in  training  and 
often  higher  salaries.  But  the  productivity  and  quality  gains  more  than  offset 
the  costs  to  the  company  of  higher  wages  and  skills  development.  Yet,  despite 
these  advantages,  95%  of  American  companies  still  cling  to  old  forms  of  work 
organization. 

But  this  is  changing  Across  the  country,  companies  are  making  compre- 
hensive changes  in  manufacturing  processes. 

*  In  the  state  of  Washington,  350  production  Ime  employees  of  Tree  Top, 
Inc.,  a  fruit  processing  cooperative,  are  being  trained  to  take  control  of  quality 
at  critical  points  in  the  operation  TTie  new  emphasis  will  enable  Tree  Top  to 
stay  competitive  in  a  tough  market. 

The  project  received  partial  funding  through  a  $200,000  lob  Skills  Partner- 
ship Grant  awarded  by  the  Washington  State  Board  of  Vocational  Education  - 
the  first  time  state  funds  had  been  allocated  for  retraining  production  workers. 


IRAINING  THE  EXISTING  WORK  FORCE 

Eighty  percent  of  the  work  force  in  the  year  2001  are  already  in  the  labor 
market  today.  TT\ese  workers  will  need  to  be  able  to  adapt  to  a  workplace  un- 
dergoing modernization,  restructuring  and  technological  change.  The  most 
successful  companies  will  be  those  that  make  employee  training  and  educa- 
tion a  priority. 

*  In  1 984,  the  Delaware  Legislature  enacted  a  bill  that  eamiarked  0. 1  %  of 
all  taxable  wages  for  training  and  retraining  employees  in  start-up  or  expanding 
businesses.  Having  those  funds  available  made  a  big  difference  in  1989  in 
persuading  General  Foods  to  keep  its  plant  and  $27  million  payroll  in  Dover. 


Rapid  changes 
in  technology  are 
changing  the  face 
of  many  u.s.  in- 
dustries, staying 
current  requires 
tremendous  flex- 
ibility and  adapt- 
ability on  the  part 
of  management 
and  labor. 
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YOU  DON'T  MAKE  THE  FORTUNE  500 
BY  MAKING  BAD  MOVES. 


AMP  Incorporated 
Abbott  Laboratories 
Air  Products  and  Chemicolt,  Inc. 
Alberlo-Culver  Company 
American  Cyonomid  Company 
American  Home  Products  Corp 
Avon  Products,  Inc. 
C.R.  Bard,  Inc. 
Baxter  Internattonol,  Inc. 
Berton  Dickinson  and  Compony 
Bell  &  Howell 
Borden,  Inc. 
Bristol-Myers  Squibb  Compony 
CPC  International  Inc. 
Campbell  Soup  Co. 
Central  Soya  Company,  Inc. 
The  Cloroi  Compony 


Fact:  These  companies  have  over  200  manufacturing  facilities  in  Puerto 
Rico.  Surprising?  Not  to  those  driven  by  a  healthy  bottom  hne.  Because  for 
many  compelling  reasons,  Puerto  Rico  is  a  thriving  profit  center  for  a 
diverse  range  of  businesses. 

Take  our  work  force.  Well-educated,  highly  skilled  bilingual 
'.S.  citizens  whose  output  per  dollar  of  production  wages  is  double 
that  of  the  U.S.  mainland.  And  whose  managerial  abilities  are 
reflected  by  the  fact  that  98%  of  all  plant  managers  in  Puerto 
Rico  are  Puerto  Ricans.  Consider  the  100%  U.S.  federal  tax 
credit.  As  well  as  the  90%  Puerto  Rico  tax  exemption.  Our 
communications  systems  are  state-of-the-art.  And  our 
highly  developed  shipping  and  air  cargo  networks  provide 
easy  access  to  U.S.  and  overseas  markets.  For  a  plant 
location  that  can  make  you  a  fortune,  make  the  right 
move.  To  Puerto  Rico. 


The  Coca-Colo  Compony 
Colgate-Polmolive  Company 
ConAgra,  Inc. 
Crown  Cork  &  Seot  Co.,  Inc. 
Digital  Eqe^ment  Corp. 

|lttt«  Vorns,  Inc. 
/     Dv  Pont  (l.f.)  Oe  Nemours  &  Co.,  Inc. 
Echlin  Inc. 


Emerson  Electric  Co. 
Figgie  Internolionol  Inc. 
Ford  Motor  Co. 
H.B.  Fuller 
General  Electric  Company 
General  Instrument  Corp. 


General  Signal  Corporolion 
The  Gillette  Co. 
Gould  Inc. 
W.R.  Groce&Co. 
H.J.  Heini  Co. 
Hewlett-Packard 
Hubbell,  Inc. 
ITT  Corp. 
Insiico  Corporation 
Intel  Corp. 
Johnson  &  Johnson 
Eli  Lilly  ond  Company 
Medtronic,  Inc. 
Merck  &  Co.,  Inc. 
Millipore  Corp. 
Molorolo,  Inc. 
Notional  Service  Industries,  Inc. 
North  American  Philips  Corporotion 
Ohio  Mattress  Company 
Owens-Illinois,  Inc. 
Parker  Honnifin  Corporation 
Pepsico,  Inc. 

tPerkin-ElmerCorp. 
Pfiier  Inc. 
Phillips-Van  Heusen  Corp. 
Piltwoy  Corp. 
Prime  Computer,  Inc. 
Procter  &  Gamble  Company 
RJRNobiscolnc. 
Roychem  Corp. 
Reynolds  Metals  Co. 


Rorer  Group,  Inc. 
Soro  Lee  Corporation 
Schering-Plough  Corp. 
Sonoco  Products  Company 
Sterling  Drug  Inc. 
Storage  Technology  Corporation 
Teledyne,  Inc. 
Union  Carbide  Corp. 
Unisys 
The  Upjohn  Company 
Wong  Loborotones,  Inc. 
Warner-Lambert  Company 
Western  Digilol  Corporation 
Westinghouse  Electric  Corp. 
Worthington  Industries,  Inc. 


Please  send  me  specific  information 
on  the  advantages  of  Puerto  Rico. 
Mail  to:  Commonwealth  of  Puerto  Rico 
Economic  Development  Administration 
1290  Avenue  of  the  Americas 
New  York.  NY  10104-0092 


Name  

Company. 
Address  _ 
City. 


^^^^^^^^^ 

PUERTO  RICO 

Profits  are  our  biggest  export. 

 Title  


-State. 


Telephone  ( 


.  Product  - 


-Zip- 


Orcall (212) 245-1200 ext. 427    nr^      ,  .   nc  . 

(800)  ""^3  0699    U  Current  expansion  project   U  Future  expansion  project 
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SUN 
PROUDLY 

ANNOUNCES 

THE 
UniMAIl 


MACHINE 


SPARCstation'"2.  If  you 
thiiik  limits  were  made  to  be 
exceeded,  this  is  your  kind  of 
machine. 

After  all,  it  exceeds  all  our 
own  limits.  Last  year,  SPARC- 
station  1  broke  every  record  for 
price  and  performance.  And 
became  the  best-selling  work- 
station in  history  By  far.  But  we 
went  right  back  to  the  drawing 
board.  And  created  the  entire 
SPARCstation  2  line. 

POWER  YOU  CAN  ACTUALLY  USE. 

To  begin  with,  you  get  twice 


the  performance.  For  about  the 
same  price.  28.5  MIPS.  21 
SPECmarks.  And  4.2  MFLOPS. 
You  can  even  have  up  to  96MB 
of  RAM.  And  as  much  as 
7.6GB  of  mass  storage. 

But  more  than  just  a  hot 
engine,  you  get  everything 
else  you  need  to  do  your  job. 
Unbelievably  real  grapliics. 
Easy  networking.  A  huge 
selection  of  software.  And 
complete  expandabilit): 

Put  all  that  together,  and 
you  get  the  kind  of  power  you 
can  actually  use. 


THE  WHOLE  LINE  IS  AWESOME. 
THE  PRICES  ARENT. 

Just  look  at  SPARCstation 
2GX.  It  gives  you  ultra-high 
speed  at  no  extra  cost.  And 
brings  a  whole  new  level  of 
performance  to  X- window 
applications.  So  it's  ideal  for 
electronic  publishing.  Financial 
analysis.  And  for  anyone  who 
has  to  work  with  2-D  and  3-D 
wireframe  applications. 

And  that's  just  the  most 
basic  color  model.  We've  also 
built  SPARCstadon  2GS.  It  lets 


I?  199USun  Micru'>\ stems,  hit  Sum  Microsvstenisand  the  Sun  kij;iKire  registered  Irjdenurks,  .indSun,  SunOS,  OpenWinduws.  DeskSet  and  Computers  that  network  people  are  trademarks,  of  Sun  Microsystems,  Inc  SPARCstation  and  SPARC  ware 


you  create  3-D  solid  images 
in  24 -bit  tnie  color.  It's  the 
kind  of  machine  you  hate  to 
share.  And  from  now  on,  you 
won't  have  to. 

At  the  high  end,  there's 
SPARCstation  2GT.  It  does  all 
the  above,  but  it's  been  tuned 
especially  for  PHIGS,  which 
is  the  highest  standard  for  3-D 
graphics  on  the  planet.  So  it 
runs  five  times  faster  than  the 
GS.  With  all  this,  it  gives  you 
a  level  of  image  quality  you've 
never  seen  at  anywhere  close 
to  its  price. 


THE  WHOLE  THING  MAKES 
PERFECT  STRATEGIC  SENSE. 


At  Sun,  we  make  a  fuU  line 
of  SPARC-based  systems.  From 
the  lowest-cost  RISC/UNIX* 
workstation  in  the  world  to 
servers  that  support  hundreds 
of  users.  They're  aU  binary 
compatible.  Aiid  they're  built  to 
run  the  most  widely  accepted 
standards  for  workstations. 

On  the  subject  of  software, 
there  are  more  than  2100 
SPARCware'"  applications.  In- 
cluding all  the  most  popular 


solids  modeling  programs. 
And  the  most  popular  PC  soft- 
ware. And  with  our  OPEN 
LOOK"  interface,  you'll  spend 
less  time  learning  the  system. 
And  more  time  on  your  real  job. 
If  you'd  like  to  know  more, 
callusatl-800-821-4643.  (From 
CaUfomia,  1-800-821-4642.) 

And  we'U  give  you  a  better 
machine  to  strive  with. 


Cofuputcrs  that  network  people'' 


are  trademarks  ot  SPARC  Internatjonal,  Inc  ,  licensed  exclusively  to  Sun  Microsystems,  Inc  SPARC  products  are  based  on  an  architecture  developed  bv  Sun  Microsystems,  Inc.  OPEN  LOOK  is  a  registered  trademark  ot  UNIX  System  Laboratones,  Inc 


Df'tUlAL   H  U  V  t  K  I  I  b  I  INIj    O  t  U  I  HJ  IN 


AT  peavey  Electronics  in  Mississippi,  a  work  force  literacy  program  has  become  a 

MODEL  OF  THE  KIND  OF  PUBLIC/PRIVATE  PARTNERSHIPS  NEEDED  TO  ENHANCE  U.S.  ECONOMIC 
COMPETITIVENESS. 


"If  you're  really  serious 
about  economic  ecjuityjor 
women,  the  role  oj  the  private 
sector  is  critical. " 


GOVERNOR 
JOHN  R.  MCKERNAN, 

Maine 


With  a  major  plant  in  another  state  closing  down,  General  Foods  had  to  expand 
its  Dover  operation  in  a  hurry.  Delaware's  Development  OfHce  put  up  $94,000 
from  its  blue  collar  training  funds  and  the  Department  of  Labor  screened 
applicants  for  1  35  new  positions,  from  entry  level  to  advanced  technicians,  and 
trained  the  workers. 

"We  could  have  never  trained  the  number  of  people  we  did  without  the 
state's  involvement,"  says  Michael  Wright,  associate  personnel  manager.  "These 
kinds  of  connections  are  very  important  for  a  company  like  ours." 

*  In  1988,  Peavey  Electronics,  Inc  ,  a  Mississippi-based  manufacturer  of 
electronic  musical  equipment,  entered  into  a  partnership  with  Meridian 
Community  College  to  provide  basic  skills  training  for  its  employees.  Of  the 
first  64  Peavey  employees  who  enrolled  in  the  program,  12  have  been  pro- 
moted. The  company,  the  community  college  and  the  State  shared  the  costs 
of  instituting  the  project,  which  has  become  a  model  for  work  force  literacy 
efforts  nationwide 

"This  is  truly  a  national  example  of  what  strong  partnerships  between 
industry  and  education  can  produce,"  says  Mississippi  Governor  Ray  Mabus. 
"The  Job  Skills  Education  Program  system  has  been  an  effective  tool  in  helping 
Peavey  employees  improve  their  performance  on  the  job,  advance  within  the 
company  and  further  their  education." 


Preparing  the  workers  of  the  future 

Conventional  wisdom  assumed  that  students  received  in  the  public  school 
system  the  basic  education  they  needed  to  succeed  in  the  workplace.  But 
today,  business  requires  workers  who  can  learn  new  skills  throughout  their  work 
lives.  The  need  for  "teachable"  workers  has  spurred  a  number  of  innovative 
partnerships  between  businesses  and  educational  institutions. 
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bPECIAL  ADVERTISING  bECTION 


*  In  Florida,  the  state  Department  of  Education  has  launched  an  ambitious 
:^Ian  to  prepare  all  of  its  students  for  the  world  of  work.  Called  Blueprint  lor 
Career  Preparation,  the  initiative  is  providing  public  school  educators  at  all 
evels  a  framework  lor  integrating  academic  and  vocational  education. 


Su 


PPORTING  THE  "WHOLE"  WORKER 


Jntil  recently,  the  employment  relationship  did  not  extend  much  beyond  the 
)  a.m.  to  5  p.m.  time  slot.  The  burden  of  finding  transportation  to  work  or 
Jetting  a  qualified  day  care  person  for  his  or  her  children  or  elderly  parent  fell 
leavily  on  the  employee's  shoulders.  Increasingly,  both  business  and  goverment 
ire  collaborating  to  provide  solutions. 

*  in  Maine,  where  80%  of  businesses  have  fewer  than  20  employees,  local 
Chambers  of  Commerce  are  encouraging  small  businesses  to  join  together 
o  provide  child  care  for  its  employees.  "If  you're  really  serious  about  economic 
equity  for  women,  the  role  of  the  private  sector  is  critical,"  says  Governor 
ohn  R.  McKernan. 

"State  funding  for  child  care  efforts  has  increased  1  3-fold  in  this  admin- 
stration,  increasing  by  one-third  the  number  of  child-care  slots  available.  But 
nuch  more  needs  to  be  done  ' 


"The  most  successful 
companies  will  he  those  that 
make  anployee  training  and 

education  a  priority. " 


The  price  of  growing  larger  just  got  smaller. 


Why  are  so  many  businesses  expanding  into  Delaware?  Because  the  Delaware  Development  Office  helps 
them  save  money  doing  it.  We  offer  advice  on  finding  and  securing  employees,  and  training  those  you 
already  have.  Our  Education,  Training  and  Recruitment  (ETR)  Division  streamlines  the  start-up  process  by 
cutting  through  red  tape,  and  can  assist  in  finding  the  proper  training  courses,  too. 
Send  for  our  booklet  of  priceless  information  on  relocating  and  expanding  in  Delaware, 

or  call  Jan  Thomas  at  (302)  739-4271.  Delaware  Development  Office,  99  Kings  Highway,  development  office 
P.O.Box  1401,  Dover,  DE  19903 


Delaware 
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HOW  A  SMALL 
COLORADO  COMPANY 
BECAME  A  GLOBAL  PLAYER. 

Intellistor,  Inc.  is  a  small  high-tech  com- 
pany in  the  foothills  of  the  Colorado  Rock- 
ies. With  a  staff  of  some  130  engineering 
experts,  it  designs  and  develops  some  of 
the  world's  most  sophisticated  storage  sys- 
tems for  high  performance  computers. 

Its  products  are  sold  all  over  the  globe, 
and  this  is  a  source  of  great  pride  to  Intelli- 
stor. And  also  kind  of  a  surprise;  when  it  wa; 
founded  as  a  start-up  back  in  1983,  it  had 
no  idea  that  it  would  become  a  global  play- 
er None  whatsoever  Its  biggest  ambition 
had  been  to  carve  out  a  small  market  niche 
for  itself  in  America.  But  then  it  met  Fujitsu. 

GLOBAL  GIANT 

Fujitsu  is  a  global  computer  and  com- 
munications giant,  an  enormous  force  in 
the  worldwide  high-tech  revolution.  With 
115,000  employees  and  projects  completed 
in  more  than  100  countries,  it  is  working  to 
promote  local  economies  through  global 
distribution  of  products  and  services. 

Fujitsu  discovered  the  genius  of  Intelli- 
stor in  1985,  when  it  contracted  with  the 
company  to  develop  an  intelligent  storage 
system  for  some  of  its  computers.  Intellistor 
did  such  a  fast,  efficient  and  creative  job 
that  Fujitsu  came  back  for  more.  And  more. 
And  soon  a  very  special  relationship  devel- 
oped between  the  two  companies— a  rela- 
tionship that  resulted  in  marriage. 

BRILLIANT  BUT  STRUGGLING 

Like  many  high-tech  start-ups,  Intelli- 
stor was  brilliant  but  struggling,  starving  for 

Fufrsu 

The  global  computer     communications  company. 


capital.  For  its  part  Fujitsu  was  at  a  point 
where  it  needed  Intellistor;  it  could  use  the 
company's  freewheeling,  high-spirited  en- 
trepreneurial drive. 

In  1987  Fujitsu  acquired  Intellistor 
And  since  then  Intellistor  has  doubled  its 
employment,  and  developed  a  whole  string 
of  remarkable  new  products— which  are 
finding  their  way  to  the  global  marketplace. 
And  this  is  only  the  beginning.  The  future 
IS  bright  for  both  sides.  That's  what  you 
get  when  you  put  together  the  best  of  two 
different  worlds. 


Lew  Frauenfelder,  president  of  Intellistor.  Mr 
Frauenfelder  founded  Intellistor  In  1983,  met  Fujitsu 
in  1985.  and  joined  forces  witfi  ttie  company  in  1987. 
"Our  relationship  with  Fujitsu."  he  says,  "has  brought 
only  good.  It  has  enabled  us  not  only  to  survive  but  to 
double  our  employment  and  concentrate  on  doing 
what  we  do  best:  develop  world-class  products." 
For  the  full  details  of  the  Fujitsu-lntellistor  story  call 
(303)  682-6539 
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Excellence  at  Wo  r  k 


National  governors' 
association 


ClNCOURAGING  INNOVATION 

Creating  a  culture  of  excellence  is  more  than  a  Utopian  ideal.  Both  the  public 
and  private  sector  can  play  a  key  role  in  recognizing  and  rewarding  excellence 
in  the  workplace.  Several  state  governments  have  established  quality  councils 
to  promote  awareness  of  quality  and  its  importance  for  the  states'  economic 
futures.  North  Carolina  has  gone  a  step  further,  establishing  an  award  program 
similar  to  the  U.S.  Department  of  Commerce's  Malcolm  Baldrige  Quality 
Award  to  recognize  high  performance  firms  [See  "The  Quest  for  Quality"]. 

Several  states  also  award  challenge  grants  to  enterpreneurial  efforts  that 
show  significant  promise  in  stimulating  economic  growth,  in  Maryland,  the 
Office  of  Technology  Development  (OTD)  recently  awarded  a  challenge 
grant  of  $88,500  to  Aquamar,  a  tropical  fish  farming  company  that  has  the 
potential  to  introduce  a  whole  new  industry  to  the  Eastern  Shore. 

"Aquamar  has  a  highly  marketable  product  with  a  clear  potential  to  create 
new  commercial  opportunities  and  is  using  new  technology  in  the  process," 
said  OTD  director  Selig  Solomon.  "Tliis  is  the  kind  of  entrepreneurial  activity 
the  challenge  grant  program  is  designed  to  support." 


"We  need  to 0  into  the 
international  markets  right 
now  in  order  to  get  a  piece 
of  the  action." 

Irene  Fisher, 
California  Export 
Finance  Office 


V^OING  GLOBAL:  A  FORMULA  FOR  SUCCESS 

Since  1980  U.S.  exports  as  a  percentage  of  gross  national  product  have  fallen 
steadily.  Having  seen  the  handwriting  on  the  wall,  a  majority  of  states  are  now 
aggressively  working  to  reverse  this  trend. 

*  The  California  Export  Finance  Office  (CEFO)  guarantees  loans  so  that 
small  and  medium-sized  businesses  can  launch  or  expand  their  export  sales. 
CEFO  determines  whether  the  company  is  credit-worthy,  local  California 
banks  put  up  the  cash. 

*  North  Carolina  recently  launched  Export  Outreach,  a  workshop  series 
designed  to  give  business  persons  a  hands-on  understanding  of  what  is  involved 
in  exporting.  "We  found  that  when  we  took  business  people  to  trade  shows 
overseas,  they  really  were  unprepared,"  says  Babs  DeMeritt,  deputy  director  of 
North  Carolina's  International  Trade  Division.  "They  didn't  realize  that  ex- 
porting was  not  an  overnight  decision  but  a  long-term  commitment." 


Across  the  country,  companies  are  making  comprehensive  changes  in 
manufacturing  processes  in  order  to  increase  productivity  and  quality. 
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bPECIAL  ADVERTISING  bECTION 


Despite  A  DECLINE  IN  SOME  INDUSTRY 
SECTORS,  U.S.  MANUFACTURERS  ARE  TOOLING 
UP  TO  COM  PETE  IN  A  GLOBAL 
MARKETPLACE. 


Making  state  government  work: 
a  lesson  in  efficiency 

f  the  U.S.  is  to  become  a  serious  competitor  in  global  markets,  state  govern- 
nents  must  be  smarter  in  how  they  use  limited  public  funds,  according  to  New 
iersey  Governor,  Jim  Florio. 

In  New  Jersey,  the  State  Employment  and  Training  Commission,  headed  by 
'ohnson  &  Johnson  Vice  President  John  J.  Heldrich,  called  for  consolidation 
ind  restmcturing  of  what  it  called  "a  chaotic  system  of  worker  preparation 
urograms. " 

The  restructuring  will  save  the  state  $6  million, and  is  part  of  the  Florio  admin- 
stration's  ongoing  efforts  to  make  state  government  leaner  and  more  efficient. 

"State  government  ought  to  make  sense.  It  can't  be  immune  from  the  rules 
:hat  govern  families  in  their  homes,  or  businesses  in  the  marketplace,"  says 
-lorio.  "Making  government  work  ought  to  be  the  norm  not  the  exception." 


Pu 


ERTO  RICO:  A  SHINING  STAR 


-orty  years  ago,  Puerto  Rico  was  disparagingly  referred  to  as  the  "poorhouse  of 
he  Caribbean."  Its  people,  mostly  sugar  cane  workers,  earned  about  $  1 20  per 
/ear  and  averaged  three  years  of  schooling  Today,  Puerto  Rico  exports  $19 
)illion  worth  of  products  -  including  high-tech  computer  and  communication 
equipment,  medical  devices,  and  the  largest  volume  of  pharmaceuticals  in  the 
vorld.  Per  capita  income  has  risen  to  about  $5,700  a  year  and  1 50,000  Puerto 
licans  are  enrolled  in  higher  education. 

This  U.S.  Commonwealth  was  able  to  raise  its  standard  of  living  and  become 
1  wodd-class  industrial  center  through  an  innovative  incentives  program  called 
Operation  Bootstrap.  Puerto  Rico  introduced  a  series  of  tax  incentives  to  sup- 
:)lement  existing  U  S  federal  benefits.  Designed  to  attract  industrial  investors, 
hesc  incentives  today  keep  the  average  total  effective  tax  rate  to  about  6%  and 
:ontinue  to  support  rapid  write-off  of  investments  by  manufacturers. 


"The  only  thing 
for  certain  is  that  someone, 
somewhere  will  always 
try  to  he  better  than 
the  best. " 


John  Grettenberger, 
CADILLAC  Motor  Car  division 
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The  486"  PC.  It  may  be  a 


Never  before  has  this  much 
power  been  plugged  into  a 
business  PC. 
Presenting  the  Intel  486  micro- 
processor— a  \'eritable  powerhouse  that's 
been  harnessed  for  business. 


A  486  microprocessor-based  PC  has 
everything  it  takes  to  run  today's  high- 
powered  applications.  And  run  them  the 
way  you  need  to— simultaneously  and  at 
lightning  speed. 

Plus,  it's  compatible  with  the  hard- 


©1990  Imel  Corpi)raiion. 


more  power  than  you're  used  to. 

ware  and  business  applications  you  already 
own,  so  you  won't  spend  any  extra  time  or 
money  on  training. 

The  486  PC.  Plug  it  in  and  start  shock- 
ing the  corporate  world. 

For  additional  information,  call 


1-800-548-4725  and  ask  for  "The  486  Micro- 
processor Means  Business"  brochure. 

The  Computer  Inside.™ 


486  is  a  trademark  of  Intel  Corporation. 


Excellence  at  Wo  r  k 


National  Governors' 
association 


The  continued  economic  vitality  of 

MANY  U.S.  cities  WILL  DEPEND  ON  IN- 
NOVATIVE PARTNERSHIPS  BEING  FORGED 
BETWEEN  THE  PUBLIC  AND  PRIVATE  SECTOR. 


The  Commonwealth  invests  fully  a  third  of  its  operating  budget  in  education  at 
all  levels.  TTie  investment  in  education  and  training  has  yielded  a  work  force 
known  worldwide  for  its  productivity. 

Bristol-Myers  Squibb  recently  located  an  $80  million  facility  in  Puerto  Rico, 
the  most  advanced  pharmaceutical  manufacturing  operation  in  the  world. 
Says  John  Potter,  president  of  the  company's  industrial  division,  "We  would 
not  have  built  this  facility  in  Puerto  Rico  if  we  didn  t  have  e.xtreme  confidence 
in  the  capabilirs'  of  the  people  here." 


dARNING  WHILE  YOU  LEARN:  ONE  UNION'S 
SOLUTION  TO  A  WELL-TRAINED  WORK  FORCE 

Twenty-five  years  ago  when  A.  1.  Pearson  was  in  high  school,  vocational 
education  was  reserved  for  the  "dummies"  and  the  "troublemakers."  Pearson 
knows,  because  he  was  considered  one  of  those.  Since  then,  voc  ed  has 
changed,  but  not  enough  to  suit  Pearson. 

Pearson  offers  a  better  alternative:  "earn  as  you  learn"  apprenticeship  pro- 
grams for  high  school  graduates,  like  those  offered  by  the  National  Joint 
Apprenticeship  and  Training  Committee  of  which  he  is  the  director. 

For  50  years,  NJATC,  a  joint  program  of  the  International  Brotherhood  of 
Electrical  Workers  and  the  National  Electrical  Contractors  Association,  has 
been  training  individuals  to  become  electrical  workers  through  a  unique 
combination  of  classroom  learning  and  on-the-job  training.  During  a  five-year 
apprenticeship,  trainees  become  proficient  in  electrically  wiring  everything 
from  single-family  homes  to  factories  to  huge  electrical  power  plants.  Salaries 
increase  as  trainees  progress  through  the  program. 

"While  people  are  in  our  program  they  are  productive  members  of  society, 
rather  than  being  a  burden  to  taxpayers,"  Pearson  says.  "TTiey  are  earning  a 
living,  and  when  they  graduate  they  are  assured  of  a  well-paying  job." 

NIATC  invests  $35  million  to  $40  million  a  year  in  its  more  than  300 
apprenticeship  programs  nationwide.  Currently,  50,000  trainees  are  enrolled  in 
the  program,  and  nearly  85%  of  those  will  graduate. 


Tim  Ifxf  li'rts  icrillfii  hy  Kekey  Maiehan, 
ti  frfc/iincf  writer  biiseJ  in  Wiiilmigion,  D  C 


1  HE  QUEST  FOR  QUALITY 

Only  a  handful  of  companies  have  had  the  right  stuff  "  to  win  the  prestigious 
Malcolm  Baldrige  National  Quality'  .Award  But  even  the  quest  for  the  prize 
may  be  changing  the  way  many  companies  do  business. 

TTie  application  takes  companies  through  an  intensive  self-examination. 
Curt  W  Reimann,  director  of  the  award  program,  believes  that  even  companies 
who  do  not  apply  are  paying  attention  to  the  standards.  Quoted  in  the  New 
York  Times,  Reimann  said,  "We  are  defining  what  quality  is  for  the  nation. 
Companies  are  using  these  criteria  as  a  self-assessment  tool." 

That  certainly  applies  to  two  of  this  year's  Baldrige  award  winners;  the 
Cadillac  division  of  the  General  Motors  Corporation,  and  the  Rochester, 
Minnesota,  division  of  the  International  Business  Machines  Corporation.  Both 
Cadillac  and  IBM  had  applied  the  previous  year,  and  used  the  feedback  from 
the  failed  application  to  push  even  harder  for  quality  improvements. 

With  a  Baldrige  award  under  its  belt,  Cadillac  isn't  resting  on  its  laurels.  "Tlie 
target  for  excellence  is  always  moving,  the  bar  always  raised  higher,"  says  John 
Crettenberger,  general  manager  of  Cadillac.  'The  only  thing  for  certain  is  that 
someone,  somewhere  will  always  try  to  be  better  than  the  best." 
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FINALLY,  CAMCORDERS  FOR 
THE  SERIOUS  SHUTTERBUG 


When  interchange- 
able lenses  were 
introduced  for  35mm 
cameras,  they  ushered  in 
a  golden  age  of  amateur 
photography.  Now,  the 
same  concept  is  coming 
to  video  camcorders — 
sometimes  using  the 
very  same  lenses,  in 
fact.  Canon,  Hitachi, 
Matsushita,  and  Sony 
have  jointly  developed  a 
universal  video  lens  (VD 
mount  for  camcorders. 
With  this  mount,  you'll  be  able  to  swap  lenses  between  tomor- 
row's VHS  and  8mm  camcorders,  and  even  some  35mm  cam- 
eras, to  get  the  best  lens  for  a  given  situation. 

Canon  Inc.  hopes  to  market,  by  March,  the  first  camcorder 
using  the  VL  mount.  At  January's  Consumer  Electronics  Show 
in  Las  Vegas,  Canon  unveiled  a  top-end  8mm  model  equipped 
not  only  with  a  VL-mounted  zoom  lens  but  also  with  an  unusu- 
ally broad  range  of  digital  special  effects  and  other  features 
that  let  the  camera  be  used  more  creatively.  For  35mm  buffs, 
the  $3,000  unit  will  feel  familiar:  Its  shape  resembles  a  still 
camera's — and  there's  an  adaptor  that  will  accept  lenses  de- 
signed for  Canon's  EOS  line  of  35mm  cameras. 


RIVERS  LACED  WITH  ARSENIC: 
IS  LUMBER  THE  CULPRIT? 


Call  it  the  case  of  the  unexplained  arsenic.  When  James  G. 
Sanders,  director  of  the  Philadelphia  Academy  of  Natural 
Sciences'  Benedict  Estuarine  Research  Laboratory  in  Benedict, 
Md.,  tried  to  account  for  all  the  arsenic  in  Chesapeake  Bay 
waters,  he  found  that  only  about  10%  of  the  poison  came  from 
known  sources.  Then,  looking  out  his  lab  window  one  day,  he 
saw  builders  driving  pilings  into  the  nearby  Patuxent  River. 
Could  lumber,  pressure-treated  with  a  mixture  of  chromium, 
copper,  and  arsenic  to  prevent  rotting,  be  the  culprit? 

The  answer  may  be  yes.  When  pressure-treated  timbers  are 
used  on  land,  toxic  substances  that  do  leach  out  of  fenceposts 
or  deck  timbers  are  quickly  bound  by  soil.  But  in  water, 
Sanders  discovered,  there  is  no  such  protection.  His  measure- 
ments show  that  a  single  2-foot-thick,  10-foot-high  piling  would 
release  2.8  grams  of  arsenic  into  the  water  in  its  first  week. 
"We  have  a  very  intriguing  possibility  that  this  could  be  a 
significant  source  of  arsenic,"  he  says.  Sanders  now  has  to 
figure  out  if  the  docks  and  pilings  in  Chesapeake  Bay  are 
releasing  enough  of  the  metal  to  make  up  the  difference — and 
if  the  quantities  are  large  enough  to  harm  aquatic  life. 


AN  ENGLISH-IN, 
JAPANESE-OUT  COMPUTER 


Computers  that  can  understand  what  people  say,  then  in- 
stantly translate  the  spoken  words  from  one  language  to 
another,  may  soon  arrive — finally.  For  years,  researchers  have 
been  inching  toward  systems  that  combine  "voice-indepen- 
dence" with  natural-speech  processing.  Today,  you  can  have 


one  or  the  other,  not  both.  P^or  example,  computers  that  can 
comprehend  strings  of  naturally  spoken  words  must  be  trained 
to  become  familiar  with  the  unique  vocal  pattern  of  each  user. 

Now,  Japan's  NEC  Corp.  says  it  has  successfully  combined 
both  functions.  The  system's  main  components  include  a  spe- 
cial speech-processing  circuit  card  that  plugs  into  NEC's  top- 
end  workstation.  To  avoid  word-for-word  translations  that  can 
sound  awkward,  NEC  also  developed  a  translating  program 
called  Pivot.  It  first  translates  the  original  speech  into  a  uni- 
versal language  that  preserves  syntax.  Then,  Pivot  renders 
that  translation  into  another  human  tongue. 

The  system  is  already  being  tested  to  help  English-speakers 
make  reservations  at  Tokyo  theaters,  hotels,  and  airports.  And 
by  the  year  2000,  the  computer  could  be  handling  real-time 
telephone  conversations. 


THE  BIGGEST  THIN-SCREEN  TVs  YET 
ARE  COMING  TO  A  WALL  NEAR  YOU 


The  long-awaited  era  of  hang-on-the-wall  TV  screens  is  about 
to  dawn.  Japan's  Sharp  Corp.  says  that  by  the  end  of  this 
year  it  will  market  at  least  two  full-color  screens — 9-inch  and 
14-inch,  diagonally  measured — that  are  barely  more  than  an 
inch  thick  (27  mm).  These  screens,  whose  picture  quality 
equals  that  of  a  conventional  set's,  according  to  the  company, 
would  be  the  largest  liquid-crystal  displays  available  commer- 
cially. Last  September,  Sharp  started  selling  a  5.6-inch  LCD  TV 
in  Japan  that  lists  for  $815.  The  company  has  not  disclosed 
prices  for  the  two  impending  models,  but  industry  sources 
predict  the  smaller  one  will  go  for  roughly  $1,850  at  first. 

A  spokesperson  says  Sharp  has  no  specific  plans  for  exports 
but  expects  them  to  start  soon  after  introduction  in  Japan. 
With  its  new  active  matrix  system  that  controls  each  picture 
element,  Sharp  has  been  at  the  forefront  in  solving  the  two 
critical  problems  hindering  development  of  large,  full-color 
LCD  screens — brightness  and  sharpness.  But  Toshiba,  Hitachi, 
and  most  other  Japanese  giants  are  close  behind. 


A  NONSTICK  LENS 
TO  CURE  RED-EYE 


Contact  lenses  can  of- 
fer sight  but  sore 
eyes.  Often  the  problem 
is  the  buildup  of  proteins 
deposited  by  tears  on 
the  surface  of  the  lens. 
Now,  help  may  be  on  the 
way.  A  University  of 
Washington  bioengineer- 
ing  professor.  Buddy  D. 
Ratner,  and  a  PhD  stu- 
dent, Gabriel  Lopez, 
have  figured  out  a  way 
to  deposit  an  ultrathin 
layer  of  a  polymer 
film — ^just  10  atoms  thick — that  repels  the  tear  proteins  and 
prevents  buildup  on  the  lens. 

The  economical  process  borrows  a  standard  technique  used 
in  chipmaking:  radio-frequency  plasma  deposition.  Researchers 
put  the  contact  lenses  into  a  vacuum  chamber,  add  a  gas,  jolt 
it  with  radio  waves,  and  the  gas  is  transformed  into  a  polymer 
that  permanently  coats  the  lens  so  that  tear  proteins  don't 
stick.  The  process  can  also  be  used  to  coat  equipment  needed 
in  food  processing  to  block  the  buildup  of  milk  proteins,  and  on 
yacht  hulls  to  keep  away  slime  and  barnacles. 
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RUNNER-UP  BUSINESS  SCHOOLS 
THAT  MAKE  THE  GRADE 


R 


kecession.  Imminent 
war.  All-around  uncer- 
tainty. It's  hardly  the 
time  to  be  going  for  an  MBA. 
Or  is  it? 

Many  of  the  nation's  best 
business  schools  say  applica- 
tions are  up  significantly  over 
last  year's  record  levels,  as 
more  people  seek  refuge  from 
a  crumbling  economy  and  at- 
tempt to  hone  their  skills. 
"It's  the  best  time  to  go  to 
business  school,"  says  Jack 
Borsting,  dean  of  the  Univer- 
sity of  Southern  California's 
B-school,  "because  you  can 
take  a  few  years  off,  upgrade 
your  human  capital,  and  come 
back  into  the  work  force 
when  things  are  expanding 
again." 

But  what  if  you  are  not 
able  to  get  into  a  Top  20  pro- 
gram? A  slew  of  other  excel- 
lent institutions  also  grant 
MB.^s.  As  part  of  the  recently 
published  BUSINESS  WEEK'S 
Guide  to  the  Best  Business 
Schools  (McGraw-Hill,  $14.95), 
BUSINESS  WEEK  put  together  a 
list  of  20  runners-up  to  its 
1990  survey  of  the  Top  20 
(BW— Oct.  29).  This  next-best 
bunch,  which  is  not  ranked, 
was  based  on  the  opinions  of 
leading  corporate  recruiters. 
SOUTHERN  EXPOSURE.  You'll 
find  some  familiar  names,  m 
eluding  Yale  University's 
School  of  Management  and 
Michigan  State  University's 
B-school.  You'll  also  discover 
lesser-known  schools  with  su- 
perb programs,  such  as  Wash- 
ington University's  John  M. 
Olin  School  of  Business  in  St. 
Louis  and  Emory  University's 
B-school  in  Atlanta. 

Why  go  to  a  second-tier 
school  in  the  first  place?  For 
one  thing,  entry  is  likely  to  be 
easier.  The  average  Graduate 
Management  Admission  Test 
score  for  these  schools  is  599, 
compared  with  631  for  the 


Tup  20.  The  second-tiiT 
schools  accept  35'a  of  those 
who  apply,  compared  with 
217'  for  the  first  tier. 

Even  if  you  can  squeeze 
through  the  tougher  admis- 
sions screen  of  a  Top  20 
school,  however,  you  still 
might  want  to  consider  one  of 
the  runners-up.  One  obvious 
reason  is  cost.  Top  20  schools 
generally  charge  much  more 
for  tuition.  Besides,  if  you're 
a  hot  prospect,  these  schools 
are  more  apt  to  dangle  lucra- 


tive schdlarsliip.s  in  front  of 
you.  Eager  to  lure  high-cali- 
ber applicants,  the  University 
of  Minnesota  B-school  now 
makes  full-tuition  fellowships 
available  to  up  to  30  entering 
students  each  year.  That's  a 
free  MBA  for  as  much  as  20'/! 
of  the  class.  USC's  B-school 
doles  out  $1.6  million  in  schol- 
arship money  annually,  up 
from  $1.2  million  two  years 
ago.  The  Olin  School,  with  a 
financial  aid  budget  of  $1.4 
million,  handed  out  financial 


support  to  687c  of  its  latest 
MBA  entering  class. 

A  degree  from  one  of  these 
schools  may  in  some  cases 
carry  more  cachet  than  a  Top 
20  diploma.  The  reason?  They 
often  boast  strong  regional 
reputations  and  ties  to  local 
business  communities.  If  you 
plan  to  stay  in  the  South,  for 
example,  an  MBA  from  Emory 
or  Vanderbilt  University 
could  carry  more  weight  than 
one  from  Stanford  University. 

You  also  might  employ  a 
buy-low  strategy  in  choosing 
one  of  these  schools  because 
some  are  poised  to  break  into 
the  first  tier.  Emory  has  lured 
faculty  from  such  power- 
houses as  Northwestern,  Uni- 
versity of  Pennsylvania's 
Wharton,  Harvard,  and  MIT. 
Only  two  years  ago,  the  grad- 
uating class  posted  an  aver- 
age GMAT  of  557.  Today, 
Emory  is  one  of  fewer  than 
40  schools  in  the  U.  S.  to 
reach  the  600-average  mark. 
"Emory  has  an  excitement 
and  momentum  going  that  I 
didn't  feel  at  other  schools," 
says  Miles  Jones,  who  expects 
to  graduate  this  year. 
LEARNING  FAST.  Moreover, 
many  of  these  schools  boast 
unique  programs.  In  manu- 
facturing, corporate  recruit- 
ers say  the  best  MBA  students 
in  the  field  hail  from  Purdue 
University's  Krannert  School 
of  Business  Management.  USC 
offers  one  of  the  best  pro- 
grams in  entrepreneurship, 
requiring  students  to  write 
business  plans  that  sometimes 
get  launched. 

If  the  two-year  commitment 
required  for  an  MBA  program 
has  held  you  back  from  apply- 
ing, you  might  consider  the 
University  of  Pittsburgh's 
Katz  School  of  Business, 
where  a  top-quality  MBA  can 
be  had  in  just  11  months. 
AT&T  Chairman  Robert  Allen 


96  BUSINESS  WEEK/JANUARY  28,  1991 


PERSONAL  BUSINESS  ^3 


calls  the  prop^ram  "the  intel- 
lectual equivalent  of  swim- 
ming the  English  Channel  un- 
derwater." But  the  savings  in 
time  and  money  may  be 
worth  the  grueling  pace. 

The  second-tier  schools  also 
lean  far  more  toward  experi- 
mentation and  innovation 
than  their  higher-ranked 
counterparts.  Several  schools, 
including  Case  Western  Re- 
serve University  and  South- 
ern Methodist  University,  as- 
sess the  strengths  and 
weaknesses  of  each  entering 


MBA  student.  They  then  use 
the  information  to  tailor  an 
educational  program  for  each 
individual.  The  schools  reas- 
sess a  student's  skills 
throughout  the  two  years,  in- 
cluding right  before  gradua- 
tion. "I  can  see  us  handing 
our  graduates  work  programs 
along  with  their  diplomas," 
says  David  Blake,  dean  of 
SMU's  Edwin  L.  Cox  School  of 
Business. 

Another  school  adopting 
more  creative  approaches  to 
B-school  education  is  Yale. 


The  business  school  fell  out  of 
the  Top  20  because  its  gradu- 
ates were  highly  critical  of  an 
overhaul  of  the  program  by 
Dean  Michael  Levine.  But  the 
controversy  has  overshad- 
owed some  truly  innovative 
changes.  The  dean  himself 
now  teaches  a  year-long 
course  that  brings  in  business 
executives  for  real-world  dis- 
cussions that  relate  to  the  the- 
ories taught  in  other  classes. 
In  the  second  year,  students 
choose  from  about  a  half-doz- 
en unusual  courses  that  are 


team-taught  by  professors 
from  different  disciplines. 
One  such  topic:  Managing  the 
AIDS  Epidemic,  which  exam- 
ines public  policy  responses  to 
the  disease. 

Any  of  these  schools  can 
help  sharpen  your  manage- 
ment skills  while  you're  sit- 
ting out  an  economic  down- 
turn. But  don't  expect  to 
escape  the  real  problems  con- 
fronting the  business  world 
completely.  You'll  get  a  good 
taste  of  them  at  any  top  B- 
school.  John  Byrne 


SECOND-TIER  B-SCHOOLS:  A  WHO'S  WHO 


C  h  0  ro  ct6  ri  s  tics 

Full-tim6 
enrollment 

Appliconts 
accepted 

Avero^e 
GMAT  score 

Annuol 
tuition 

StortinQ 
pay 

CASE  WESTERN 
WEATHERHEAD 

hmovative  program  features  executive  mentors,  per- 
sonal assessment,  and  team-teaching 

314 

46% 

581 

$13,800 

$39,300 

EMORY 

A  school  on  the  move,  luring  profs  from  Harvard,  Whar- 
ton, and  MIT;  has  low,  6:1  student-faculty  ratio 

241 

44 

600 

15,000 

41,000 

MICHIGAN  STATE 

Boasts  MBA  in  materials  and  logistics  management; 
welcomes  the  young  and  less  experienced 

405 

33 

560 

6,805 

37,150 

OHIO  STATE 

Ford  hired  ten  1990  grads  from  program  known  for 
strengths  in  operations,  finance,  and  accounting 

271 

25 

586 

8,604 

40,050 

PENN  STATE 

Requires  one-year  course  in  communications;  boasts 
strong  program  in  business-to-business  marketing 

306 

26 

575* 

8,960 

39,000 

PURDUE 
KRANNERT 

Recruiters  rate  it  the  top  school  in  operations  manage- 
ment; IBM  and  P&G  each  hired  seven  1990  grads 

265 

29 

595 

6,764 

44,100 

RICE 
JONES 

Low  tuition  and  real-world  faculty  make  it  an  attractive 
option;  45%  of  students  hail  from  Texas 

176 

27 

637 

7,300 

46,700 

SMU 

COX 

Overhauled  two-year  program  features  student  assess- 
ment, global  focus,  and  executive  mentors 

175 

35 

590 

14,368 

41,950 

UNIV.  OF  FLORIDA 

Known  for  strengths  in  accounting,  finance,  and  health 
care;  now  requires  interview  for  admission 

200 

20 

590* 

7,639 

37,900 

UNIV.  OF  ILLINOIS 

AT  URBANA-CHAMPAIGN 

New  curriculum  centers  on  information,  integrity,  inno- 
vation, and  international  business 

360 

42 

600 

9,056 

37,400 

UNIV.  OF  IOWA 

Heavily  quantitative  program;  recruiters  rate  graduates 
highly  as  team  players 

307 

50 

590 

6,484 

37,650 

UNIV.  OF  MINNESOTA 

CARLSON 

Wooing  top  students  with  full-tuition  fellowships  in  bid 
for  national  recognition 

300 

45 

598 

11,349 

40,300 

UNIV.  OF  NOTRE  DAME 

Emphasis  on  ethics  and  international  business;  limited 
facilities  in  small  program 

276 

45 

580 

12,675 

40,250 

UNIV.  OF  PinSBURGH 

Only  top-quality  program  for  MBA  in  11  months;  strong 
in  finance,  information  systems 

285 

36 

605 

16.860 

41,900 

UNIV.  OF  SOUTHERN 
CALIFORNIA 

Boasts  superb  faculty  in  organizational  behavior;  as- 
signs MBAs  consulting  projects  with  local  firms 

498 

36 

610 

14,378 

49,100 

UNIV.  OF  WASHINGTON 

New  dean  plans  major  changes  in  program  with  less- 
traditional  courses  in  team  building,  creativity 

370 

32 

609 

7,566 

43,000 

UNIV.  OF  WISCONSIN 

Largely  regional  school  still  attracts  leading  recruiters 
who  highly  praise  teamwork  of  grads 

576 

36 

603 

9,853 

37,050 

VANDERBILT 
OWEN 

New  dean  has  lured  top  faculty  to  a  school  that  recruit- 
ers consider  one  of  the  best  in  tlie  South 

369 

58 

595 

15,100 

43,700 

WASHINGTON  UNIV. 
OLIN 

Guarantees  summer  internships;  top  recruiters  include 
Andersen  Consulting,  P&G,  Xerox,  Motorola 

287 

39 

610 

14,800 

41,300 

YALE 

Program  focuses  on  both  public  and  private  sector  man- 
agement; grads  praise  cooperative  culture 

421 

24 

658 

16,530 

64,000 

*Estimate  DATA:  BW 


rRSONAL  BUSINESS 


BUSINESS  WEEK/JANUARY  28.  1991  97 


AND  INFORMATION 

Ml  am  ou^itJtL,j^  rm  ywLcn 

MARKET-PLACE 

PHONE: 

mUm  il  ni/PTB#l  il^F 

100  EAST  OHIO  STREET 

1-800-424-3090 

Mlflflirirtf         fif  » 

SUITE  632 

(312)  337-3090 

'W  W  mn  n  n  C  f  ■  Lfl  WC 

CHICAGO,  IL6061 1 

OR  WRITE: 

FAX:  (3 12)  337-5633 

Franchising 


Franchise 

your  business! 


A  Seminar  for  business  owners  and  C.E.O.s 

More  and  more  businesses,  large  and 
small,  are  expanding  through  Iranchis- 
ing  11  your  successful  business  system 
can  be  taught  to  others,  you  should 
consider  the  franchise  alternative  At- 
tend this  all-day  seminar  conducted  by 
the  only  management  consulting  firm 
that  has  helped  500  businesses  be- 
come franchisors 

 Seminar  Locations 

Atlanta  Feb.  19  Chicago  IVIar.  21 
Boston     Feb.  22    Dallas  Mar.  20 

Charlotte  Feb.  20    Houston       Mar.  19 
Los  Angeles  Jan.  24 

Can't  attend?  Call  or  write  for  information  on  franchising  your  business- 


Topics  include 

Franchise  critena    •  Earnings  potential 
l^arkeiing  methods  •  Growth  potential 
Legal  requirements  •  Development  costs 

Tuition  $1 45  •  Group  rates  available 
Call  for  reservations 


New  York  Feb.  21 
Miami  Feb.  18 

San  Francisco  Jan.  23 


1-800-877-1103 

Francorr 


New  York:  237  Park  Avenue  •  New  York  New  York  10017  •  (212)  922-3600 
Chicago:  20200  Governors  Drive  •  Olympia  Fields,  IL  60461  •  (708)  481-2900 
Los  Angeles:  6033  W  Century  Blvd  •  Los  Angeles,  CA  90045  •  (213)  338-0600 


Office  Equip/Supplies 


America's  Lowest  Priced 

Office  Supplies 

Direct  to  You  t^P^ 


111'l.is.r  M  II 
Order  No:  922'<SZHI,P 

5.25"  DSDI)  [hsks 
Order  No:  V1U21)MXI) 

RftPER  MATH  J 

1^  rare)  j 

White  CorTKiKMi  Huid 
Order  No:  SAJOIPVTI 

1"  Black  Rine  Binder 
Order  No:  67981 NBB 

You  simply  won't  find  lower 
prices  on  brand  name  office  sup- 
plies than  at  Wholesale  Supply 
Company.  Over  7.000  different 
items,  all  at  prices  you  have  to 
see  to  believe.  So  call  now  for 
your  free  catalog. 

1-800-962-9162 

Wholesale  Supply  Company 

sells  only  to  businesses, 
government  agencies,  schools, 
and  institutions. 


Hobbies/Collectibles 


enjoy 

the  tun  and  i:haUengc  of  old 
fashioned  Balsa  model  plane 
and  ship  bulldlna  a.Qain. 
The  memories  are  FREE, 
and  so  is  our  catalog. 

Call  toll  free  800-444-8066 

Build  a  mcniory  today 
with  a  model  projecL  from: 
Charles  River  Landing.  Ltd.. 
33  Fourth  Ave.,  Box  775, 
Needhani  Heights,  MA  02194 


Menswear/Fashion 


men's  WIDE  SHOES 


EE-EEEEEE,  SIZES  5-13 

Extra  width  for  men  who  need  it. 
Excellent  variety,  styling  and  quality. 
Send  for  FREE 
CATALOG 


Tlie  IWIdest  Selection  ol  ttie  Widest  Slioes  Anywliere! 
HITCHCOCK  SHOES,  INC 

I».  |.|  .'..".A  HiiigluMi,  MA  iiLJiit.l 


Marketing  /  Consulting 


HIGH-POWERED  MARKETING 

Professional  Championship  Drag  Racing  Can  Be  Profitable  For  Your  Busi- 
ness! Reach  The  Specific  Demographics  Of  Your  Target  Market.  230  Mil- 
lion Total  Viewers,  6,5  Million  Prospects  Live  We  Design  Programs  To  Fit 
Your  Exact  Geographic.  Financial  And  Advertising  Requirements. 

FOR  HIGH-POWERED,  COST  EFFECTIVE 
MARKETING  CALL: 

STRAIGHTLINE  MARKETING 
(818)571-8900  (818)572-9027 


Videos/Books 


LEARN  THROUGH  VIDEOCOURSES 

On  topics  \\V.e  Business  and  Finance,  Manage 
ment.  Sales  and  Marlieting,  Communications. 
Computers,  Personal  Development,  etc  Train 
your  employees  and  Managers  to  higher 
productivity  without  spending  a  lortune.  Free 
Catalog.  Educational  Resources  ol  Princeton,  11 
Glengarry  Way.  Ccanbury,  NJ  08512.  Ptione 
609-275  61 19.  Fax  609  275-5600 


Professional  Equipment 


PROFESSIONAL  QUALITY 
WEATHERSTATION 
NOW  AFFORDABLE 
ENOUGH  FOR  HOME  USE! 

Tlie  new  WeatherPro  weatrier  station  uses  state- 
ol  the  art  tectinology  to  give  you  full  monotinng 
capability  at  an  incredibly  low  price  The  Weather- 
Pro  includes  a  weather  computer,  remote  preci- 
sion wind  direction  vane,  wind  speed  sensor,  ex- 
ternal temperature  probe,  mounting  hardware 
and  40'  of  cable-all  lor  only  $189! 


•WIMDSPSED 
•TEMPERATURE 
•WIND  DIRECTION 
•  TEMPERATURE  HIAO 
•RAINFALI  (DPTIDNAir 
•  I  4  DAY  MONI 


•  WINDCLIST 
•WIND  CHILE 

•  TIME 
•AUTO  SCAN 

•  I  YEAR  WARRANT> 
i.U'ARANIEE 


DICITAR  WEATHERPRO 

WEATHER  STATION:  ONLY  $189! 
ORDER  TODAY:  1-800-678-3669 

M  F  7AM  5  30  PM  Pacific  Time 

■Automatic-emptying   electronic   ram  gauge 
$49  95 

Add  $5  00  for  Shipping  CA  residents  add  sales 
Fax  1-415-732  9188^IVt/C  and  VISA 

DIGITAR^ 

3465  DIABLO  AVE,  HAYWARD,  CA  949545  BW 


CHINA  MANUFAGURER  SELLS  VIDEOTAPE  DIRECT' 


A  worldwide  video  based  (ompony  has  opened  its 
manufodunng  facilities  in  China  directly  to  buyers 
throughout  the  world  Super  high  quality  videotope,  bulk  or 
fully  pockoged,  is  avoilame  at  very  low  prices  Any  length 
avoiloble,  for  PAL/SECAM  or  NTSC  For  immediate  delivery 
of  any  quantity 

For  (omplele  details,  pleose  toll  or  lex  Oovid  Howe  in  Hong  Kong 
Tel.  No.  (852)  841-7888  or  Ht  No.  (8S2)  810-1868 

VU  VIDEO  (HK)  INC 
ftU  raODUn  MANUFAOURtD  UNDER  UC[HSf  Of  VinOII  (OMPftK'l  OF  JAPftH  (ftCl 


BLANK  VIDEO  tAPE 


Real  Estate 


Wooded  Colorado  Mountain  Land 

S(.fniL  4()-di.rt'  ycjr-round  reireals  in  picturesque 
central  jnd  southern  Colorado  From  $15,000 
Also  large  or  small  rancties  Affordable  pnces 
Easy  terms'  Call  for  brochures 
Jim  Sewick.  Broker,  Trails  West  Properties 


■752-6962 


Export/Import 


EXPORT/IMPORT  DIRECTORIES 
GUIDES  8  PUBL  ICATIONS 


EAST  &  WEST  EUROPE 
U.S.S.R.,  CANADA  &  U.S., 


800  359-6031,  fax:(415)495-4394 
INTERNATIONAL  TRADK  PRESS 
2  Townsend  St.. «  2-304.  San  Francisco.  CA  94107 

Business  Services 


CA$H 

GRANTS  OR  LOANS 
$500  to  $5  MILLION 

No  credit  •  Bad  credit  •  Great  crediti  Every  type  of 
grant  or  financing  $29  Pkg  .  JM  CO  ,  Metcalf 
BIdg  ,  17853  Santiago.  107-1841,  Villa  Pk  ,  Ca  , 
92657 


RESEARCH  REPORTS 

19.278  topics  avoilable!  Send  $2.0C 
for  the  306-page  catalog.  Custom 
written  report.,  also  avoilable.  Re- 
search Assistance.  17322  Idaho  Ave., 
»206BF,  Los  Angeles  CA.  90025.  Toll 
Free  Hotline;  800-351  0222  (Califor- 
nia: 213-477-8226) 


rUK  AU  KM  I  CO 

AND  INFORMATION 
PHONE: 
1  -800-424-3090 
(312)  337-3090 
OR  WRITE: 


mARKETrLAa 


MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  6j2 
CHICAGO,  IL6061 1 
FAX:  (312)  337-5633 


Business  Opportunities 


Pem:  Profits. 


Launcli  an  independent 
business  with  Lindal 
Cedar  Homes,  the 
world's  most  popular 
premium  custom  houses 

•  High  profit  margins. 

•  No  franchise  fees. 

•  World-class  sales 
support. 

•  Powerful  marketing. 
For  the  whole  story, 
please  call 

1-800-221-6063. 


A  Lindal  Cedar  Homes  » 

P.O.  Box  2U2(>.  Drpt.  KWI.  S.attI,-,  WA  <miL>Mm)  I'l^yAmU.  f 


MIRACLE  POLISHING  CLOTH 

Cleans/polishes  ANY  surface  like  magic 
Instantly'  Terrific  10  second  demonstration!  Fast 
$3  49  seller  pays  $2  90  proliti  Big  volume  Cham 
Store  Item  Exclusive  territory 

FREE  SAMPLE  ""^r^S^' 

Dfl.C  '312  WASHINGTON  AVENUE 
nOld    ST  LOUIS.  MO  63103-1989  USA 

Phone  or  write:  314-241-8464 


Business  Opportunities 


BUILD  ABETTER 
FmANCIAL  FUTURE 
WITH  DELTEC  HOMES 


Become  a  Deltec  Dealer.  Turn  youi 
"new  circular  home"  Into  a  profit 
center.  FOB  THOSE  WHO  QUALIFY  .  .  . 

■  NO  FRANCHISE  FEE 

■  EXCELLENT  EARNING  POTENTIAL 

■  SECURED  INVESTMENT 
CALL  DELTEC  FOR  DETAILS. 

1-800-642-2508  Ext.  083 


Business  Journals 


TheJapanTimes 

FREE  COPY 


To  compete  globally,  you  need 
to  know  Jap>an  from  the  inside. 
Now,  you  can  get  vital  news  and 
insight  about  Japan  from  its 
oldest  and  largest  English 
language  newspaper.  Every 
week,  direct  from  Tokyo, 
national,  business,  &  cultural 
news. 

Call  800-446-0200 

USA  Office,  5750  Wilshii^  Blvd.  2S7 
Los  Angeles,  CA  90036 


MEXICO'S 
MAQUILADORA  PROGRAM 


Before  you  spend  $  tfiousands  researching 
how  to  manufacture  in  Mexico 

Invest  $75  GO  in 
M«x(co's  Maquttadon  GukMmok 

(as  recommended  m  'The  Hiplingot  Cslitornia  Letter" 

To  order  or  receive  a  free  brochure 
Tfu  (619)  296-1373  o<  FAX  (619)  296-2218 


Inventories  Purchased 


CASH 
COW 


90SOt  N. 

\  fitecftt^^  and 

\^ 

FREE  FOR  THE  ASKING! 

Turn  your  excess  inventory  inlo  a  cash 
cow  This  free  book  covers  a  wide  range 
of  money  making  options,  tax  benefits  and 
pitfalls  Call  or  write  Gary  Lawrence.  Learn 
how  to  skim  the  cream  from  your  excess 
electronic  and  electromechanical 
inventories 

American 
^Design 
kCorp. 

Dept  30M20 
315  Fairview  Ave  ,  P.O.  Box  520 
Faifview,  NJ  07022 
1-800-776-3800 


Wine  Cellars 


WiNECELLARS-  USA 

IS  Models  -  We  ivon't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Your  i  on 


Visa/MC/AmEx/Discover 


296  Bottle  Credenza 

Ret:  $  2795 

$  1795 

44U  Bottle  Capjcity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models  - 

Not  Hitiitiriuidf 

40  Bottle  Glass  Door 

$  599 

$  499 

60  Bottle  Glass  Door 

749 

659 

Only 
$2.85 
per 
bottle 
Model 
700 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catklog 

134  W 131ST  St.  Los  Angeles  •  800/777/VINO  (777-8466)  or  in  CA  213/719-9500 


FurVault  holds  about  8  Furs  $3495       $  1895  j 


Financial  Services 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Performance  j 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9) 
-including  some  very  ^ 
famous  names- 
wfiicfi  I  believe  could 
"take  a  batfi."  I'll  rusfi  ,,.otiw  ywcir 
you  tfie  Performance  MARTIN  ZWEIG 
Ratings  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast Time  is  crucial. 

Three-Month  Trial  $50,  One  Year 
$245.  Visa  or  MC  1-800-633-2252 
Ext,  9024, 

THE  ZWEIG  FORECAST 

P.O.  Box  360,  Bellmore,  N.Y.  11710 


COMMERCIAL  BROKERS!!! 
BORROWERS  AND  PRINCIPALS!!! 
ENTREPRENEURS!!! 

TIRED  OF  SENDING  YOUR  PROJECTS  TO  OTHER 
BROKERS  AND  LOSING  YOUR  COMMISSIONS 
OR  PAYING  UNNECESSARY  UPFRONT  FEES' 
UNDERWRITE  YOUR  LOAN  REQUEST  AND  SUB- 
MIT DIRECTLY  TO  BONAFIDE  US  AND  FOR- 
EIGN LENDERS  FOR  ANY  TYPE  OF  PROJECT 
WORLDWIDE  FOR  ONCE  GET  THE  TRUTH!!!!!!!! 
CALL  FOR  DETAILS  704-537-9000  $$$$ 

FINANCIAL  PUBLISHERS  INTERNATIONAL 


Health/Fitness 


Executive  BackChair 


Engineered  for 
customized  orthopedic 
support  to  prevent 
and  relieve  back  pain 


■  Built-in  adjustable 
lumbar  support 

•  Adjustable 
neck  rest 

•  Forward-tilt 
feature 


pacKaaver  i.Mimi-2225or»riit 

,  SBiJ*i«y./V*,.P(^ 


Corporate  Gifts 


Corporate 
Ties 

(150  PC  minimunn) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request 

Barnard  Maine  ltd. 

33  Mead  Ave.  •  Cos  Cob 
CT  06807  •  U.S.A. 

Dept.  BW  ( 203 »  869  3006 


IMAGE 
BUILDERS 


CUSTOfVl 
EMBROIDERED 
CAPS  AS  LOW 
AS  $3.99 
CUSTOM 
IMPRINTED 
CAPS  AS 
LOW  AS 
$2.69 


Call  today 
for  our  FREE 
CATALOG 

with  fiundreds 
of  imaginative 
promofional 
ideas. 


800-792-2277 
In  CA  800-826-8585 

FAX  415-786-mi 
The  Corporate  Choice 

39i2  Point  Edtn  Vlay  •  Havward.  CA  '■hUi 


AND  INFORMATION 
PHONE: 
1  -800-424-3090 
(312)337-3090 
OR  WRITE: 


MmErrL/ia 


MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL6061 1 
FAX:  (312)  337-5633 


Sales  Promotion/Premiums 


FREE  $36  Lined  Jacket  SPECIAL! 
Buy  144  Logo  Caps 

Only  $1.98  Each 


PLUS 


(  1  Color  Print) 


AND 


SAVE  $20  Printed  Emblem  0R$6«CK 

800-458-8586 

^^^'^^^  CALL  TOLL  FREE 

aooo'^.ENTs  WINNER  PROMOTIONS 

ATLANTA  •  LOS  ANGELES  CHICAGO 


Health/Fitness 


WE  HAVE  YOUR  KNEE  PAIN  SOLUTION 

STAY  ACTIVE! 


Try  the  patented  Cho-Pat  Original  Knee  Strap  for 
relief  of  pain  associated  with  kneecap  disorders- 
Recommended  by  medical  professionals:  Only 
$12  95  PPD  each'  For  information  or  VISA/MC 
orders,  call 

1-800-221-1601 

Send  checks/money  orders  to  Cho-Pat,  Inc  ,  P  0  Box  293B- 
USA.  Hainesport  NJ  08036  •609-261-1336 

Before  calling  have  just  below  kneecap  circumference  mea- 
surement 


Computers/Office  Equipment 


■TmRRYmRC 


NDUSTRIESINC 


Our  14th  year  of  DISCOUNTS 
Tandy  '  Computers 
Radio  Shack  '  Products 
Toll  Free  800-231-3680 
2251 1  Katy  Fwy  Katy  (Houston)  TX  77450 
1-713-392-0747  Fax  (713)  574-4567 


Business  Software 

jyOS 

Planning  for  Retirement 

Need  help  planning  for  a 
prospersous  retirement? 
An  easy   to  use  DOS 

ftackase  is  now  available 
.  or  $79US.jyOS  Systems 
'iOC._  (4031  Zix  2  90X1  J 


Business  Opportunities 


•UNPRECEDENTED  INVESTMENT 
OPPORTUNITIES  IN  POLAND" 

■  -  Establishing  ot  sales  otiice  or  manufacturing  facilities 
lOf  Conitnental  Europe 

-  Exposure  oi  U  S  products  on  irade  shows  m  Poland  for 
European  Market 

—  High  return  on  investments  m  Poland  (loml  ventures, 
motels,  store  chains  etc  i 

Tel.  (416)  252-0224 
or  (416)  658-8425 

eiOTheOueerisnav  EloDirote  Om  MBY  tKl  Canada 


IT  PAYS  TO  ADVERTISE  IN  THE 
BUSINESSWEEK 
IVIARKET-PLACE 

The  Business  Week 
Market-Place  Section  is  a 
special  advertising  feature 
appearing  in  the  first  issue  of 
each  month.  The  Market-Place 
provides  an  ideal  Showcase 
for  advertisers  vyho  have 
products  or  services  that  appeal 
to  Business  Week  s  more  than 
6,2  million  responsive  readers. 

For  rates  and  information  call 
(312)337-3090 
FAX  (312)337-5633 


PRESERVATION 

PLAN  ON  IT 

Planning  on  restoring  a  house, 
saving  a  landmark,  reviving  your 
neighborhood; 

Gain  a  wealth  of  experience  and 
help  preserve  our  historic  and 
architectural  heritage.  Join  the 
National  Trust  for  Historic 
Preservation. 

Make  preservation  a  blueprint  for 
the  future. 

Write: 

National  Trust  for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


ersonal  Business 


Music 


»D-ONS  TO 
WARM  UP 
CD  SOUND 


R 


emember  the  promise 
the  record  industry 
made  when  compact 
jsks  first  appeared  in  1982? 
'hey  were  supposed  to  sound 
,s  good  as  the  original  master 
apes.  But  the  truth  is,  many 
:Ds  have  a  harsh  quaht}";  they 
ack  the  tonal  warmth  of  the 
enerable  long-pla\ing  album, 
'he  sound  of  a  string  orches- 
ra  can  be  especially  grating. 

Don't  despair.  Starting  with 
he  CD  player,  there  are  many 
-seful,  even  inexpensive 
tweaks"  that  can  enrich  the 
ound  of  your  disks.  They  im- 
prove the  laser's  abilit>'  to 
ead  data  off  the  disk  and 
laximize  the  transfer  of 
ound  from  player  to  the  rest 
f  the  system.  "'A  CD  will  nev- 
r  sound  like  a  record,  but  the 
:ap  is  closing,"  says  David 
Griffiths,  a  consultant  at  Au- 


dio Advisor  in  Grand  Rapids. 

By  far  the  most  important 
step  is  replacing  the  cables 
that  connect  the  player  to  the 
amplifier  or  receiver.  A  poor 
cable  can  cause  distortion  or 
even  loss  of  sound.  Look  for 
cables  that  use  low-resistance 
materials  and  high-purity  met- 
als, which  are  better  conduc- 
tors. Expect  to  pay  350  per 
cable — and  probably  a  great 
deal  more,  especially  for  those 
with  gold-plated  connectors. 
Robert  Stein,  owner  of  The 
Cable  Co.  in  Upper  Black 
Eddy,  Pa.,  says  you  can  dra- 
matically improve  sound  by 
plugging  your  CD  player  into 
a  SlOO  silver  extension  cord. 
THRIFTY  TIPS.  Another  easy 
upgrade:  Install  a  set  of 
feet — rubbeiy  disks  that  fit 
underneath  the  CD  player — to 
help  absorb  excess  electrical 
energy  and  isolate  unwanted 
\ibration.  At  about  S30  for 
four,  the  feet  provide  a  cheap 
but  audible  improvement.  You 
also  might  tr\-  CD  stabilizer 
rings,  which  are  circular,  ad- 
hesive devices  that  attach  to 
the  disk  and  weigh  it  down  to 
reduce  wobble  during  play. 
The  rings  are  about  61  each. 


For  SlOO,  you  can  buy  a 
Simply  Physics  Isodrive 
clamp,  which  goes  inside  the 
CD  mechanism  itself.  The 
clamp  helps  stabilize  the  disk, 
reducing  demands  on  the 


music.  Two  clear  sprays, 
Finyl  and  LaserGuide  (also 
about  815),  address  the  same 
problem. 

And  new  ideas  keep  coming 
along.  High-end  audio  jour- 
nals discuss  the  merits  of 
freezing  CDs  in  Uq- 
uid  nitrogen.  This 
changes  the 


player's 
power  sup- 
ply, and  ensur 
ing  that  the  laser 
will  more  accurately 
retrieve  data. 

There  are  all  kinds  of 
sprays  and  paints  to  apply  to 
disks.  CD  Stoplight  (S15)  is  an 
opaque  green  liquid  that  you 
put  on  the  edges  of  the  side 
the  laser  reads.  The  ti-eatment 
helps  cut  refractions,  which 
cause  the  laser  to  misread  the 


disks'  molecular  structure  in  a 
way  that  improves  sound.  So 
far,  the  idea  is  largely  con- 
fined to  the  outer  fringes  of 
audiophilia.  But  with  green 
paint  and  rubber  feet  already 
in  the  mainstream,  such  no- 
tions may  not  be  far-out  for 
long.  Tim  Smart 


When  you  settle  into  a 
thirtysomething  top 
tax  bracket,  tax-exempt  mu- 
nicipal bonds  gain  appeal.  But 
with  many  issuers  in  fiscal 
distress  and  investors  leerj- 
of  locking  away  money  for 
too  long,  mutual  funds  that 
invest  in  short-term  muni 
bonds  may  be  a  better  way  to 
fence-sit. 

Because  many  funds'  hold- 
ings have  an  average  maturi- 
ty of  about  two  years,  they're 
more  liquid  and  less  volatile 
than  longer-term  bond  funds. 
Their  yields  hover  around 
6% — equivalent  to  a  taxable 
yield  of  at  least  S.lo%  in  the 
31^c  bracket. 

SAFE  HAVEN.  Short-term  muni 
fimds  aim  for  yields  higher 
than  tax-free  money-market 
funds,  which  hold  paper  with 
a  life  of  120  days  or  less.  The 
16  short-term  (one-to-five- 
year)  muni  funds  tracked  by 
Lipper  Anahtical  Securities 
had  an  average  jield  of  6.1-  ^ 
in  1990,  compared  with  ■5.4"f 
for  tax-exempt  money  funds. 


Smart  Money 


SITTING  OUT  SCARY  TIMES 
WITH  SHORT-TERM  MUNIS 


And  muni  funds  aim  to 
keep  share  prices  nearly  as 
stable  as  those  of  money-mar- 
ket funds.  "Tax-exempt  bond 
funds  are  an  excellent  vehicle 
from  a  safety  standpoint," 
says  Leo  O'Neill,  president  of 
Standard  &  Poor's  Rat- 
ings Group.  "Investors 
should  always  be  cautious 
as  to  what  the  assets  are, 
but  they're  usually  verj- 
high-quality." 

Most  munis  don't  stick 
to  plain-vanilla  bonds. 
Scudder's  Tax-Free  Target 
Fund  1993  puts  half  of  its 
ST2  milhon  worth  of  assets 
in  prerefunded  bonds, 
meaning  they're  secured 
by  U.  S.  Treasun,"  obliga- 
tions. Double-  or  triple-A 
bonds  make  up  80%  of  the 


fund.  Unlike  competing 
funds,  the  Scudder  portfolio 
pays  off  when  its  bonds  ma- 
ture in  1993. 

The  Vanguard  and  Drev-fus 
funds  are  almost  as  conserva- 
tive as  Scudder's.  The  $764 


TAX-FREE 
PARKING  SPOTS 


Fund 

Yield  (%)' 

CALVERT  TAX-FREE  RESERVES 

6.05 

LIMITED-TERM  PORTFOLIO 

DREYFUS  SHORT-INTERMEDIATE 

5.92 

TAX-EXEMPT  BOND  FUND 

VANGUARD  MUNICIPAL  BOND 

5.58 

SHORT-TERM  PORTFOLIO 

SCUDDER  TAX-FREE 

5.35 

TARGET  FUND  1993 

"Annualized  rote  for  latest  30  days 
DATA:  BW 


million  Vanguard  Municipal 
Bond  Fund  Short-Term  Port- 
folio must  have  95%  of  its 
municipal  securities  rated  at 
least  A.  Dreyfus'  §75  mOlion 
Short-Intermediate  Tax-Ex- 
empt Bond  Fund  sticks  to 
bonds  rated  A  or  better,  and 
35%  of  the  fund  is  AAA. 

Calvert's  S151  million  Tax- 
Free  Reserves  Limited-Term 
Portfolio  takes  a  different  ap- 
proach. Although  they're 
backed  by  letters  of  credit 
from  banks,  a  quarter  of  the 
notes  in  the  fund  are  tm- 
rated  securities.  That 
doesn't  bother  portfolio 
manager  Reno  Martini, 
who  says  they're  equal  to 
A-rated  bonds  or  better. 

To  park  a  few  thousand 
in  short-term  funds,  you'll 
pay  about  1%  in  operatic- 
expenses,  and  sales  " 
range  from  zero 
That  buys  a  lot 
fication — som-  rat 
purchasers  ■  .aual 
munis  may  -ole  to 

afford.  .  -Voolley 
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Leisure 


SOAKING  AND 
SIPPING  IN 
THE  OLD  JAPAN 


I  as  Japan  lost  its  tradi- 
I  tional  ambience  and  al- 
lure? Many  Americans 
conclude  that  it  has  when 
they  visit  the  modern  metro- 
plexes  of  Tokyo  and  Osaka. 
Even  Kyoto,  which  is  famous 
for  its  ancient  Buddhist  and 
Shinto  temples,  is  heavily 
Westernized. 

But  pockets  of  Old  Japan 
still  lurk,  and  among  the  most 
delightful  are  the  bucolic 
mountain  hot-spring  spas,  or 
onsen.  Unlike  the  huge  and 
well-known  Atami  and  Beppu, 
which  are  overbuilt  and  gar- 
ish, these  onsen  usually  have 
only  one  or  two  quiet  inns. 
Authentically  rustic  in  design 
and  atmosphere,  some  have 
thatched  roofs.  A  handful  still 
rely  on  oil  lamps.  They're 
what  "off  the  beaten  track"  is 
all  about. 

The  oldest  inns  date  to  the 
late  1800s.  Yet  few  foreigners 
know  they  exist,  much  less 
how  accessible,  comfortable, 
and  welcoming  they  are. 
While  spread  throughout  Ja- 
pan, the  best  tend  to  be  two 
to  four  hours  north  or  north- 
west of  Tokyo.  Prices  range 
from  8,000  to  16,000  yen 
(about  $60  to  $120)  per  person 
per  night,  including  dinner 
and  breakfast. 

DRINK  TANK.  Onsen  bear  little 
resemblance  to  the  sterile, 
clinical  spas  of  Europe  and 
the  U.  S.  They  are  for  fun  and 
for  getting  back  to  nature. 
Many  of  the  baths  are  out- 
doors, surrounded  by  lush 
vegetation,  stone  lanterns, 
and  streams.  Soaking  and  sip- 
ping sake  go  together.  And 
skinny-dipping  is  de  rigueur. 
Every  onsen  has  separate 
men's  and  women's  indoor 
baths,  but  most  have  at  least 
one  pool  that's  coed.  Some- 
times there's  only  one  outdoor 
bath,  or  rotemburo.  For  the 
shy,  the  small  towels  the  inns 
provide  offer  sufficient  cover 
until  you  slip  into  the  water. 


AN  M5filf  SAMPLER 


Name 

Phone 

Comments 

HOSHI  ONSEN 

GUMMA  PREFECTURE 

0278-66-0005 

Traditional,  well-run,  lovely 
wooden  bathhouse 

KUROYU  ONSEN 

AKITA  PREFECTURE 

0187-46-2214 

Out  of  a  samurai  movie  set; 
thatched  root,  outdoor  bath 

OMARU  ONSEN 

TOCHIGI  PREFECTURE 

02877-6-3050 

Lavish  food,  very  comfortable, 
large  outdoor  bath 

DATA:  BW 

Onseri  are  extremely  relax- 
ing, but  they  may  also  be 
therapeutic.  Each  of  the  natu- 
ral hot  springs  has  its  own 
mineral  makeup  and  alleged 
curative  powers.  Some  are 
said  to  be  good  for  rheuma- 
tism, others  for  digestion, 
burns,  "women's  problems," 
or  a  host  of  other  complaints. 


Worth  Noting 

■  MORE  FOR  MILES.  A  deduc- 
tion for  business  use  of  a  car 
no  longer  drops  sharply  after 
the  first  15,000  miles.  The  IRS 
allows  a  flat  26$  a  mile  on 
1990  returns,  27V'2<t:  for  1991. 
To  keep  track,  start  an  odom- 


A  recent  study  at  Kyushu 
University  found  that  regular 
onsen  dips  diminish  cardiac 
arythmias,  which  can  lead  to 
heart  attacks. 

Many  Westerners  have 
heard  that  Japanese  baths  are 
intolerably  hot.  Only  some- 
times. Outdoor  rotemburo 
rarely  are.  "It  was  no  prob- 


eter  log  now,  says  Eileen 
O'Connor  of  accountants 
Grant  Thornton. 
■  STAY  AND  WIN.  Hotels  have 
followed  airlines  in  boosting 
bonuses  for  frequent  users. 
Staying  three  nights  at  a  Hy- 
att earns  a  free  weekend 
night.  And  30  independent  ho- 
tels joined  Inter-Continental's 


lem,"  says  Nicholas  Rogers,  a 
general  manager  at  Schroder 
Investment  Management  (Ja- 
pan), who  recently  visited  an 
onsen  for  the  first  time.  "It 
was  a  very  pleasant  experi- 
ence. We  sipped  our  sake  and 
just  chatted  away."  For  the 
nonaficionado,  one  night  is 
usually  enough.  But  if  there 
are  several  onsen  in  the 
neighborhood  to  try  during 
the  day,  or  if  you've  traveled 
a  long  way,  you  might  enjoy  a 
two-night  stay. 

Plan  to  arrive  at  your  on- 
sen in  the  afternoon.  Be  sure 
to  reserve  in  advance  through 
a  Japanese-speaking  friend, 
because  little  or  no  English  is 
spoken.  That's  rarely  a  prob- 
lem once  you  arrive,  however, 
unless  you  have  unusual 
needs;  inn  managers  are 
friendly  and  obliging. 
EGG  McSUSHi.  You'll  be  escort- 
ed to  your  room  by  a  maid 
and  served  tea.  Then,  you 
change  into  the  inn-provided 
yukata,  the  light  cotton  kimo- 
no you  should  wear  until  you 
check  out.  Grab  your  towel 
and  head  for  the  baths. 

Around  six,  there's  a  tradi- 
tional Japanese  dinner:  That 
means  healthful  and  perhaps 
more  exotic  than  what  you 
get  at  your  Japanese  restau- 
rant back  home.  Expect  raw 
and  grilled  fish,  wild  vegeta- 
bles, a  hot  stew,  rice,  soup, 
and  pickles.  Then,  another 
soak  or  two  is  in  order;  the 
best  time  for  an  outdoor  bath 
is  at  night.  In  the  morning, 
count  on  at  least  one  more 
bath  before  or  after  break- 
fast, which  coines  about  8 
a.m.  and  often  includes  a  raw 
egg,  seaweed,  broiled  fish, 
rice,  soup,  and  pickles. 

Checkout  is  at  10  a.m.  That 
leaves  time  to  explore  the  en- 
virons before  heading  back  to 
Tokyo  refreshed,  relaxed,  and 
reassured  that  a  part  of  Old 
Japan  survives.         Bob  Neff 


deal  where  nine  nights  fetch  a 

free  round-trip  flight. 

■  GAMES  IN  FRAMES.  The  new 

National  Art  Museum  of 
Sport  in  Indianapolis  (317  687- 
niS)  highlights  baseball, 
golf,  and  other  pastimes.  Af- 
ter Apr.  20,  the  premiere  ex- 
hibit will  travel  to  Phoenix, 
Washington,  and  New  York. 
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 <;i  in 

27 
million 
Americans 
cant  read. 
And  guess 
who  pays 
the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 
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We  couldrft  write  a  better  ad 


C/O  Nissan  Motor  Corporation  in  USA  vi^vi 

INFINITI.  ^  ''l^* 


nvestment  Figures  of  the  Wee 


COMMENTARY 

nvestors  nervously  eyed  the  gath- 
sring  storm  in  the  Persian  Gulf, 
and  nnost  took  shelter  at  the  side- 
ines.  Volume  was  light  during 
Host  of  the  week,  and  the  stock 
Tiorket  meandered  listlessly.  In  the 
3ond  market,  a  flight  to  quality 
Jrove  down  rates  of  Treasury  se- 
lurities.  Among  the  few  bright 
pots  were  oil  futures,  which 
:limbed  above  $30  a  barrel,  as 
well  OS  gold  and  gold-mining 
ihares.  The  dollar  gained  steadily, 
"oreign  exchanges,  London  in  par- 
icular,  fell  because  of  war  jitters. 


STOCKS 

Jan.       July  Jon. 


BONDS 


THE  DOLLAR 


Jan.  10-16                     Jan.       July       Jon.     Jon.  10-16                    Jon.       July       Jon.     Jon.  10-16 
325        1500  1   I   1350        110  1  


320  1350 


316-17 

315  1200 


52-week  chonge 


305  900 


Lehman  Brothers 
Treasury  Index 


52-week  change  1  -week  change 


1230  70 


J.  P.  Morgan 
Index 


-1.6 


r  0.4% 


52  week  change  1-week  change 

-6.3%  +1.1% 


MARKET  AMAIYSIS 


7o  change 


1>.  S.  STOCKS 

latest 

Week 

52-week 

)0W  JONES  INDUSTRIALS 

2508.9 

1.6 

-5.6 

}IG  COMPANIES  (Russell  1000) 

164.4 

1.5 

-7.0 

iMALL  COMPANIES  (Russell  2000) 

126.8 

0.1 

-22.5 

ML  COMPANIES  (Russell  3000) 

173.6 

1.4 

-7.9 

%  change  (local  currency) 
'OREIGN  STOCKS  latest  Week  52-week 

.ONDON  (FINANCIAL  TIMES  100)        2054.8  -3.5  -13.4 

rOKYO  (NIKKEI  INDEX)  22,487.4  -2.1  -38.9 

rORONTO  (TSE  COMPOSITE)  3164.5  -0.2  -18.3 


FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

6.2% 

6.4% 

7.9% 

30-YEAR  TREASURY  BOND  YIELD 

8.4% 

8.5% 

8.3% 

S&P  500  DIVIDEND  YIELD 

3.9% 

3.6% 

3.3% 

S&P  500  PRICE/EARNINGS  RATIO 

13.6 

13.2 

13.6 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

322.0 
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SPECIALTY  APPAREL  RETAILERS 

15.2 
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19.2 

13.1 
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!  GOLD  MINING 

10.2 

-22.9 

ECHO  BAY  MINES 

23.0 

-52.5 

9% 

S  SEMICONDUaORS 

5.6 

-3.6 

INTEL 

12.9 

14.5 

40% 

I  OFFICE  EQUIPMENT  AND  SUPPLIES 

4.1 

-24.7 

XEROX 

12.2 

-30.1 
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>  NEWSPAPER  PUBLISHING 

3.7 

-18.5 

NEW  YORK  TIMES 

8.4 
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20% 
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% 
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change 
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% 
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change 
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Price 

1  OIL  AND  GAS  DRILLING 

-16.8 

-21.2 

ROWAN 

-21.1 

-17.4 

8% 

I  HOTELS  AND  MOTELS 

-12.7 

-62.3 

PROMUS 

-26.0 

-58.7 

12Ve 

i  PAPER  CONTAINERS 

-11.7 

-27.0 

STONE  CONTAINER 

-24.2 

-62.3 
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I  HARDWARE  AND  TOOLS 

-10.6 

-30.9 

BLACK  &  DECKER 

-16.7 

-53.6 

8% 

>  COMPUTER  SOFTWARE  AND  SERVICES 

-8.8 

-24.6 

ORACLE  SYSTEMS 

-22.6 

-68.2 
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four-week  total  return 
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1.  STRATEGIC  INVESTMENTS 

2.  STRATEGIC  SILVER 

i.  UNITED  SERVICES  GOLD  SHARES 

23.8 
18.8 
16.5 

DFA  JAPANESE  SMALL  COMPANY 
FIDELITY  SELECT  ENERGY  SERVICE 
PAINEWEBBER  CLASSIC  EUROPE  GROWTH 

-11.8 
-9.9 
-9.3 

S2-week  total  return 

% 

52 -week  total  return 

% 

1.  FIDELITY  SELECT  BIOTECHNOLOGY 

2.  FIDELITY  SELEQ  HEALTH  CARE 

}.  FINANCIAL  STRATEGIC  HEALTH  SCIENCES 

40.8 
21.4 
20.9 

STEADMAN  OCEANOGRAPHIC  TECHNOLOGY 
STRATEGIC  INVESTMENTS 
SHERMAN  DEAN 

-47.0 
-45.4 
-43.4 

4-week  total  reiurr 
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RELATIVE  PORTFOLIOS 


Dollar  amounts 
represent  the  present 
tralue  of  $10,000 
invested  one  year 
ago  in  each  portfolio 

Percentages  indicate 
five-day  total  returns 


nil 


Money  market  fund 
$10,672 

+  0.14% 


Treasury  bonds 
$10,489 

-0.57% 


Gold 
$9,574 

+  2.26% 


U.  S.  stocks 
$9,295 

-0.37% 


DATA  RESOURCES  INC, 


Foreign  stocks 
$7,964 

-0.2 1  % 


Ml  cJota  on  this  page  are  as  of  market  close  Wednesday,  Jan.  16,  1991,  unless  otherwise  indicoted-  Jan.  15.  Mutual  fund  returns  are  as  of  Jan.  11-  Relative  portfo 
ndustry  groups  include  S&P  500  companies  only,-  performance  and  share  prices  ore  as  of  market  close        detailed  explonotion  of  this  page  is  available  on  request. 
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EVICTING  THE  IRAQIS 
IS  ONLY  THE  FIRST  STEP 

President  Bush  has  described  the  massive  U.  S.-led 
intervention  in  the  gulf  as  the  dawning  of  a  new 
world  order.  But  pushing  the  Iraqis  out  of  Kuwait 
can  only  be  a  first  step.  It  will  be  up  to  Washington  to  take 
further  steps  toward  peace  and  stability  in  the  Middle  East 
(page  26).  Powerful  forces  have  been  unleashed  throughout 
the  region  that  must  be  channeled  toward  positive  ends. 

One  must  be  a  settlement  of  the  festering  Israeli-Palestin- 
ian conflict.  Since  1967,  U.  S.  policy  has  called  for  Israeli 
withdrawal  from  the  occupied  territories  in  return  for  recog- 
nition and  peaceful  relations  with  its  Arab  neighbors.  It  is 
absurd  to  think  Saddam  invaded  Kuwait  to  liberate  the  West 
Bank  and  Gaza  from  Israeli  occupation.  Remember,  too,  the 
Israeli  occupation  came  only  after  Arab  threats  led  to  the 
1967  war.  Nonetheless  a  settlement  is  overdue  and  neces- 
sary. Washington  must  now  use  its  considerable  influence 
with  both  sides  to  push  them  toward  a  settlement. 

The  U.  S.  must  also  confront  the  tensions  created  by  un- 
imaginable disparities  of  wealth  between  oil-rich  and  other 
Arab  states.  The  huge  American  commitment  gives  us  the 
political  clout  and  moral  authority  to  insist  that  wealthy 
Arab  states,  the  main  beneficiaries  of  our  costly  interven- 
tion, must  now  do  more  to  help  their  neighbors.  Arabs 
constantly  invoke  their  common  heritage  as  members  of  a 
broader  Arab  nation.  Given  this  pan-Arabic  view,  it  would  be 
enlightened  self-interest  for  the  oil-rich  states  to  spread  the 
money  around.  The  U.  S.  can  contribute  its  enormous  experi- 
ence in  organizing  regional  development,  while  the  oil  states 
can  contribute  the  cash.  This  way,  all  the  countries  in  the 
region  can  be  locked  into  a  future  of  cooperation.  The  Euro- 
peans and  Japanese,  all  of  whom  have  a  bigger  stake  in  the 
region  than  the  U.  S.,  should  also  have  a  major  role. 

The  U.  S.  can't  stop  with  expulsion  of  the  Iraqis  from 
Kuwait.  The  job  must  be  finished,  or  the  sacrifice  will  have 
been  in  vain. 


VILNIUS:  CALL  GORBACHEV 
TO  ACCOUNT  

Since  1985,  there  has  been  reason  to  hope  that  the 
Soviet  Union  would  finally  mature  into  a  nation  ruled 
by  law  instead  of  the  jackboot.  Under  Mikhail  Gorba- 
chev, the  press  was  freed.  Independent  thinking,  open  de- 
bate, and  new  political  parties  were  encouraged.  The  Com- 
munist Party  lost  its  73-year-old  monopoly  on  power.  This 
new  attitude  fostered  brilliant  diplomacy  by  the  Kremlin 
that  allowed  Eastern  Europe  to  go  free  without  bloodshed, 
ended  the  cold  war,  and  seemed  ready  at  last  to  open  up  the 
Soviet  Union  to  the  outside  world. 

The  dream  soured  on  a  small  Lithuanian  hillside  early  on 
the  morning  of  Jan.  13.  There,  elite  Soviet  troops  brutally 
murdered  14  Lithuanians,  including  women  and  the  elderly. 
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As  they  had  in  Budapest  in  1956  and  Prague  in  1968,  the  Red 
Army  and  the  KGB  intervened  forcibly,  set  about  destroying 
the  elected  leadership,  and  then  moved  to  set  up  a  puppet 
government  (page  40).  Gorbachev  claimed  he  knew  nothing 
of  the  murders,  suggesting  that  he  is  either  a  liar  or  a  fool. 

It  also  suggests  something  very  ominous:  that  a  slow- 
motion  military  coup  d'etat  may  well  be  under  way  in  the 
Soviet  Union.  The  warnings  of  Foreign  Minister  Eduard  A. 
Shevardnadze  when  he  resigned  on  Dec.  20  have  taken  on  a 
chilling  reality.  Until  we  know  what's  going  on  and  get  a 
satisfactory  explanation  of  what  happened  in  Vilnius,  rela- 
tions with  Gorbachev's  government  should  go  on  hold.  If 
more  innocent  people  are  machine-gunned,  or  any  of  the 
popularly  elected  Baltic  governments  are  removed  from 
power  forcibly,  the  Bush  Administration  and  the  West  in 
general  must  say  nyet  to  government  trade  credits,  to  more 
aid,  to  more  financing,  and  to  relaxed  controls  on  technology 
transfer.  If  the  Soviets  are  serious  about  joining  the  world 
community,  they  must  first  show  they've  outgrown  the  bar- 
barity that  has  disfigured  their  history. 


REWRITING  BANKS' 
INSURANCE  POLICY 

Financial  oversight  of  U.  S.  banks  is  still  rooted  in  the 
Depression.  In  those  days,  regulators  felt  their  mission 
was  to  keep  as  many  banks  viable  as  possible.  But 
distinctions  between  banks  and  other  financial  institutions 
have  eroded;  a  consumer  may  be  able  to  earn  a  better  yield 
on  his  cash  by  taking  it  out  of  his  federally  insured  bank 
account  and  opening  a  money-market  account  with  American 
Express.  As  long  as  banks  can  count  on  Federal  insurance 
protecting  their  depositors,  they  have  little  reason  to  become 
more  efficient  to  meet  this  threat.  Instead,  to  produce  the 
profits  necessary  to  off'er  returns  as  good  as  the  competi- 
tion's, banks  have  taken  greater  and  greater  risks.  Federal 
regulators  looked  the  other  way  as  long  as  income  state- 
ments stayed  out  of  the  red.  Now,  U.  S.  taxpayers  are 
paying  a  hefty  price  for  this  inattention  (page  64) 

The  Administration  wants  to  help  banks  to  compete  by 
cutting  the  number  of  agencies  regulating  the  industry',  and 
by  giving  them  broader  powers,  including  branching  nation- 
wide to  diversify  their  risk.  All  well  and  good.  But  Washing- 
ton must  insist  that  if  banks  want  to  keep  up  with  the 
competition  and  retain  federal  insurance,  they  have  to  drasti- 
cally cut  operating  costs.  To  accomplish  this,  banks  may 
have  to  offer  lower  yields  on  insured  accounts.  In  any  case, 
banks  may  have  to  shrink,  consolidate,  or  merge. 

New  international  capital  standards  mean  many  U.  S. 
banks  will  have  to  beef  up  capital  sharply  by  1992.  That's 
sure  to  speed  up  the  consolidation  process.  Even  as  it  consid- 
ers allowing  banks  to  meet  their  unregulated  competitors 
product  for  product.  Congress  and  the  Administration  must 
set  a  timetable  for  reducing  the  scope  of  federal  deposit 
insurance,  as  well  as  ensure  that  banks  are  run  soundly.  A 
harder  line  may  cause  some  banks  to  go  belly  up.  But  even 
more  will  fail  if  the  U.  S.  doesn't  pull  its  Depression-era 
regulatory  system  intx)  the  1990s. 
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THE  NEAR-ZEM-lim 

From  its  beginnings,  over  70  the  new  2.5-iiter  M50  engine: 

years  ago,  BMWiias  enjoyed  A  power  plant  so  ingeniously 

an  unparalleled  reputation  for  engineered,  it  doesn^t  require 

developing  engines  with  the  valve  or  timing  adjustments 

mosladvanced  technology.  during  fts  regular  service  and 

And  now,  BMW  introduces  maintenance  checks— merely 


tODUCES 

MTENANCE  ENGINE. 


\he  simple  routine  of  changing 
^he  oil,  fillers  and  plugs.  Best 
»f  all,it  has  completely  elimi- 
nated the  distributor 

BMW^s  computeriwd  engine 
management  system  has  now 
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been  achranced  to  where,  for 
example,  it  continuously  self - 
tunes  the  engine,  ad  justs  it  for 
cold  temperature  starts  and 
monitors  thirty  different  func- 
tions to  assist  your  dealer  with 
service  diagnostics. 

Affording  the  owner  of  the 
S25i  not  only  a  smooth  run- 
ning and  dependable  power 
source,  but  ako  one  that  costs 
considerably  less  to  own. 

Six  cylinders 
and  24  valves 
have  now  ako 
boosted  output 
12%,to  an  en- 
ergetic 189  hp. 

And,  incredibly,  this  added 
power  has  not  come  at  the  ex- 
pense of  fuel  economy. 

All  of  which  serves  to  make 
a  sedan  already  recognixed 
for  superior  safety,  comfort 
und  poise,an  even  more  ex- 
ceptional value. 

For  more  information  about 
the 5251 and  its  newMSO  en- 
gine,call 800-334-4BMW.  Or 
visit  your  nearest  BMWdealer. 

Just  remember— with  this 
car  you  won't  have  to 
be  back  for  some  time. 

THE  ULTIIMATE  DRIVING  MACHINE. 
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FIRE  OVER  BAGHDAD:  IN  THE  FIRST  WEEK  OF  WAR,  ALLIED  PLANES  MET  LITTLE  OPPOSITION,  AND  ANTIAIRCRAFT  GUNS  WERE  INEFFECTIVE 
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MANAGING  THE  WAR 

Colin  Powell  is  a  veteran  of  battle 
both  inside  and  outside  the  Beltway. 
To  succeed  in  what  may  be  the  most 
complex  war  in  history,  he'll  need 
both  his  strategic  sense  and  his 
finely  tuned  political  instincts 
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PRODUCTION 

Change  from  lost  week;  -0.2% 
Change  from  lost  year:  -2.1% 
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Change  from  lost  week:  0.7% 
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The  production  index  fell  slightly  for  the  week  ended  Jan.  12.  Seasonally 
ad|usted  output  of  outos  and  trucks  was  down  sharply  as  some  assembly  plants 
remained  closed  because  of  weok  sales.  Crude-oil  refining  also  fell.  Lumber,  rail- 
freight  traffic,  and  coal  production  mcreased.  Steel  and  electric  power  output  was 
unchanged,  and  data  for  paper  and  poperboard  output  were  unavailable.  Prior  to 
calculation  of  the  four-week  moving  average,  the  index  rose  to  173.1,  from  169.1. 
BW  production  index  copyright  1991  by  McGraw-Hill  Inc 


The  leadinq  index  rose  for  the  week  ended  Jan.  12,  but  the  new  vigor  in  the 
index  is  misleading.  Real  estate  loans  appear  strong,  but  that  is  because  commercial 
banks'  purchases  of  assets  of  failed  thrifts  ore  showing  up  os  new  real  estate  loans. 
Elsewhere,  lower  stock  prices,  higher  bond  yields,  declining  material  prices,  rising 
business  failures,  and  slower  growth  in  M2  all  point  to  continued  recession.  Before 
calculation  of  the  four-week  moving  average,  the  index  fell  to  213.3,  from  215.7. 

Leading  index  copyright  1991  by  Center  for  International  Business  Cycle  Research 


PRODUCTION  INDICATORS 


latest 
week 

Week 
ago 

%  Change 
year  ogo 

STEEL  (1/19)  thous.  of  net  tons 

1,684 

1,718# 

-9.9 

AUTOS  (1/19)  units 

1 1 1,988 

85,538r# 

48.2 

TRUCKS  (1/19)  units 

54,260 

40,902r# 

4.4 

ELECTRIC  POWER  (1/19)  millions  of  kilowatt-hours 

56,636 

58,374  # 

4.6 

CRUDE-OIL  REFINING  (1/19)  thous.  of  bbl./doy 

12,585 

1 2,420  # 

-7.5 

COAL  (1/12)  thous.  of  net  tons 

19,008  = 

14,605 

-6.2 

PAPERBOARD  (1/12)  thous.  of  tons 

NA  = 

741. 4r 

NA 

PAPER  (1/12)  thous.  of  tons 

NA# 

733. Or 

NA 

LUMBER  (1/12)  millions  of  ft. 

464.5  = 

268.3 

-12.1 

RAIL  FREIGHT  ( l  / 1 2)  billions  of  ton-miles 

18.8ir 

14.3 

-2.1 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Poper  Inst.,  WWPA',  SFPA^,  Association  of 
American  Roilroads. 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (1/23) 

132 

137 

144 

GERMAN  MARK  (1/23) 

1.49 

1.54 

1.69 

BRITISH  POUND  (1/23) 

1.95 

1.90 

1.66 

FRENCH  FRANC  (1/23) 

5.08 

5.26 

5.74 

CANADIAN  DOLLAR  (1/23) 

1.16 

1.15 

1.20 

SWISS  FRANC  (1/23) 

1.26 

1.29 

1.49 

MEXICAN  PESO  (1/23)  ' 

2,944 

2,942 

2,717 

Sources:  Ma|or  New  York  banks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

in  units  per  U.  S.  dollar,  except  for 

PRICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (1/23)  $/troy  oz. 

378.300 

403.000 

-10.1 

STEEL  SCRAP  (1/22)  #  l  heavy,  $/ton 

106.00 

106.00 

-0.5 

FOODSTUFFS  ( l  /2 1 )  index,  1 967  =  1 00 

208.3 

205.8 

-0.8 

COPPER  (1/ 19)  c-/ib. 

1 13.9 

119.5 

5.1 

ALUMINUM  (1/19)  c/lb. 

69.5 

70.8 

-0.1 

WHEAT  (1/19)  #2  hard,  $/bu. 

2.67 

2.72 

-38.5 

COTTON  (1/19)  strict  low  middling  1-1/16  in.,  (t/\b. 

70.17 

69.37 

12.3 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week.  Kansas  Cit/  mkt.,  Memphis  mkt. 


LEADING  INDICATORS 

latest 
week 

Week 
ago 

%  Change 
year  ago 

STOCK  PRICES  (1/18)  S&P500 

320.52 

314.32 

-5.3 

CORPORATE  BOND  YIELD,  Aaa  (1/18) 

9.08% 

9.05% 

1.1 

INDUSTRIAL  MATERIALS  PRICES  (1/18) 

100.5 

99.7 

-2.2 

BUSINESS  FAILURES  (1/11) 

386 

314 

50.2 

REAL  ESTATE  LOANS  (1/9)  billions 

NA 

$398.2 

NA 

MONEY  SUPPLY,  M2  (1/7)  billions 

$3,321.0 

$3,326.  Ir 

2.9 

INITIAL  CLAIMS,  UNEMPLOYMENT  ( 1  /5)  thous. 

396 

472 

24.9 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980—  100),  Dun  & 
Bradstreet  (failures  of  lorge  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season 
ally  adjusts  data  on  business  failures  and  real  estate  loons 

MONTHLY  ECONOMIC  INDICATORS  1 

Latest 
month 

Month 
ago 

%  Change 
year  ago 

HOUSING  STARTS  (Dec.)  annual  rote,  thous. 

987 

1,127 

-22.5 

RETAIL  SALES  (Dec.)  billions 

$151.1 

$151. 6r 

3.6 

REAL  GROSS  WEEKLY  PAY  (Dec.) 

$258.36 

$256.1 1 

-1.6 

PRODUCER  PRICE  INDEX  (Dec.)  finished  goods 

122.1 

122.8 

5.7 

Sources:  Commerce  Dept.,  Census  Bureau,  BLS 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ogo 

MONEY  SUPPLY,  Ml  (1/7) 

$824.4 

$832. 6r 

3.8 

BANKS'  BUSINESS  LOANS  (1/9) 

317.2 

321. 3r 

-2.5 

FREE  RESERVES  (1/9) 

3,552 

l,450r 

223.5 

NONFINANCIAL  COMMERCIAL  PAPER  (1/9) 

144.4 

140.1 

9.5 

Sources:  Federol  Reserve  Boord  (in  billions,  except  for  free  reserves,  which  ore  expressed  for 
a  tv^o-week  period  in  millions). 

MONEY  MARKET  RATES 

latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (1/22) 

7.56% 

6.89% 

8.23% 

PRIME  (1/23) 

9.50-10.00 

9.50 

10.00 

COMMERCIAL  PAPER  3-MONTH  (1/22) 

6.96 

7.31 

8.12 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (1/23) 

7.05 

7.45 

8.19 

EURODOLLAR  3-MONTH  (1/18) 

7.41 

7.39 

8.20 

Sources:  Federal  Reserve  Board,  First  Boston 


Raw  data  in  the  production  indicators  ore  seasonally  adjusted  in  computmg  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1  =-  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         NA  =  Not  available         r  —  revised         NM  =  Not  meaningful 
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HUMAN  ABUSE  for  300 
years  has  gravely  in- 
jured the  Great  Lakes. 
Soil  erosion  from  defor- 
estation, pollution  from 
industrial  waste,  urban 
sev/age,  and  invader  species  have  all 
played  havoc  widi  &ie  ecosystem  of  the 
once  "sweet  seas!' 

To  save  the  lakes,  the  United  States  and 
Canadian  governments,  as  well  as  research 
institutes,  businesses,  citizens'  groups, 
and  private  individuals  banded  together  - 
in  a  spirit  of  restoring  die  waters  to  dieir        ^' ' 
fornier  glory. 

With  diis  new  spirit  of  concera,_lhere-^^^'^^^^ 
is  hope  for  die  millions  whose  health,  ^ 
welfare,  jobs,  and  recreation  depend  on-'-^ 
clean  water 


RESTORING  AMERICA'S  INLAND  SEAS 


HAS  THE  SHRTT 
OF  THE  LAKES 
COME  BACKT3 
SAVE  THEM? 


For  thousands  of  years  the 
Chippewa  have  believed 
that  a  spirit  lives  in  the 
Great  Lakes.  It  gives 
them  a  reverence  for  the 
vi^aterand a  concern  for 
its  continued  survival 
as  a  source  of  life. 
Perhaps  this  spirit  novo 
guides  all  those  who  are 
working  in  the  Great  Lakes 
basin  to  keep  the  lakes  alive 


Today  there  are  fishing  tournaments 
on  the  lakes.  Aboard  a  large  Great  Lakes 
schooner,  school  children  study  die  lake 


personal  stake  in  its  future. 
And  now  you 
can  explore  the 
boundaries  and  ride 
the  waters  of  these 
magnificent  inland  seas  in  "Great 
Lakes,  Fragile  Seas"  an  all-new  National 
Geographic  Special  on  Public  Tele- 
vision produced  by  the  National  Geo- 
graphic Society  and  WQED/Pittsburgh 
and  underwritten  by  the  people  of 
Chevron. 

It's  part  of  an  effort  by  Chevron  to 
respond  to  your  never-ending  quest  for 
knowledge  by  helping  to  expand  tele- 
vision's informational  horizon.  This  is 
but  one  of  four  Specials  this  year,  each  of 
which  brings  new  information  and  in- 
sight into  focus. 


Tune  in  Wednesday,  February  6th. 
Check  your  local  listings  for  show  times 
on  PBS.  

Do  j->cople  believe  that  a  wider  under- 
standing of  the  world  should  he  an 
essential  ingredient  of  television? 


Chevrop 


eople  Do. 


4A-CA 


Buy\fentura  Software 
now  and  get  an  immediate 
return  on  investment 


$75  REBATE 


Now  through  April  15— earn  a  $75  rebate  on  every  Ventura  Software 
product  you  buy 

Ventura  Publisher.  The  more  you  have  to  do,  the  more  you  need  it. 

Pick  your  platform:  Windows  3.0,  DOS/GEM,  OS/2— or  our  new 
Macintosh  Edition.  Ventura  is  the  powerful  desktop  publishing  soft- 
ware that  automates  steps  other  programs  make  you  repeat  over 
and  over.  It  makes  short  work  of  long  documents. 

FormBase  1.1.  The  easy-to-use  Windows  3.0  database. 

FormBase  is  the  relational  database  that  also  generates  forms.  Create 
a  form  and  FormBase  automatically  creates  the  database.  Enter  data 
once  and  FormBase  shares  it  with  other  forms  you've  created.  No 
programming  needed. 

FOR  REBATE:  Please  enter  your  name  and  the  product  serial  number 
Mail  with  proof  of  purchase  and  original  registration  card  to: 
Ventura  Software,  RO.  Box  1462,  Poway  CA  92074. 


Name  I  Print) 


Product  Serial  # 


I 

I  


For  priiduct  information,  call  (800)  822-8221  (US);  (800)  228-8579  (Canada).  Rebate  may  not  be  combined  with 
upgrade  or  any  other  promotional  offer  Only  one  rebate  per  package.  Good  only  in  US  and  Canada.  Allow  two 
to  three  weeks  for  processing.  Offer  begins  1/9/91  and  expires  4/15/91.Coupons  must  be  postmarked  by  4/30/91 . 


Ventura  Software  Inc. 
A  Xerox  Company 


BW91 


I 


Ventura  Publisher*  is  a  trademark  of  Ventura  Software  inc.,  a  Xerox  company.  FormBase?  published  by  Ventura  Software  Inc.,  is  a  trademark  of  Columbia  Software,  Inc. 
XEROX*  is  a  trademark  of  XEROX  CORf'OR  ATION.  All  other  product  names  and  trademarks  are  the  property  of  their  respective  owners.  ©  1991.  Ventura  Software  Inc. 
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DON'T  JUDGE  PENTAGON 
PROCUREMENT  BY  ITS  MISSTEPS 

With  much  dismay,  I  read  the  arti- 
cle entitled  "It  was  Mr.  Fixit  vs. 
the  Pentagon — and  the  Pentagon  won" 
(Washington  Outlook,  Dec.  24).  Much  of 
what  you  said  about  Navy  management 
of  the  A-12  program  may  be  factual. 
However,  your  condemnation  of  the  en- 
tire acquisition  system  is  a  conviction  or 
"guilt  by  association"  of  all  program 
managers  in  the  Defense  Dept. — a  total- 
ly false  hit  on  the  many  dedicated  and 
very  professional  project  managers. 

The  special  trust  and  confidence  (to 
say  little  of  the  responsibility)  placed  in 
program  executive  officers  and  project 
managers  was  a  welcome  change 
brought  about  by  Defense  Under  Secre- 
tary John  Betti.  His  willingness  to  dele- 
gate a  level  of  authority  necessary  for 
them  to  accomplish  their  daily  jobs  was 
long  overdue,  and  now,  as  the  result  of  a 
failure  of  a  small  faction  in  the  acquisi- 
tion system,  you  are  seemingly  demand- 
ing a  return  to  the  hands-tied  manage- 
ment of  old. 

Please  do  not  judge  the  majority  by 
the  acts  and  omissions  of  the  exception. 
We  don't  need  another  round  of  acquisi- 
tion reform.  What  we  need  is  to  be  al- 
lowed to  do  our  job  in  the  most  efficient 
and  effective  manner  possible. 

Lawrence  W.  Day  Jr. 
Colonel,  U.  S.  Army 
Medium  Tactical  Vehicles 
Warren,  Mich. 

WHAT  WAS  HONDA  REALLY  DRIVING 
FOR  IN  THE  U.S.?  

■ read  your  article  "Honda's  nightmare: 
Maybe  you  can't  go  home  again"  (In- 
ternational Business,  Dec.  24)  with  con- 
siderable interest. 

From  the  tenor  of  your  article,  it 
sounds  like  Honda  failed  in  meeting  its 
goal  of  exporting  U.  S.-made  Hondas  to 
Japan,  yet  it  appears  that  they  have  suc- 
ceeded in  producing  the  No.  1  passenger 
car  in  the  U.  S.  What  was  their  real 
strategy  here?  How  naive  can  we  get? 
This  appears  to  be  an  excellent  example 
of  misinformation. 

What  we  need  is  a  national  policy  to 


take  care  of  the  U.  S.  in  our  trade  rules, 
industry,  education,  etc.  Why  don't  we 
learn  from  the  Japanese  and  use  their 
plans  in  reverse?  After  all,  didn't  they 
learn  many  of  them  from  us?  Unless  we 
do,  U.  S.  dollars  will  continue  to  flow  to 
Japan,  making  them  economically  stron- 
ger, helping  them  in  their  "buying  of 
America"  (as  evidenced  by  recent  mega- 
deals),  and  enhancing  their  position  in 
the  global  marketplace. 

M.  A.  Maury  Jr. 
President 
Maury  Microwave  Corp. 
Cucamonga,  Calif. 

CONTINENTAL'S  BANKRUPTCY 
COULD  COST  THE  TAXPAYER  

After  having  read  the  article  "Killing 
a  rumor  before  it  kills  a  company" 
(Top  of  The  News,  Dec.  24)  and  other 
articles  on  Continental  Airline  Holdings 
Inc.'s  refiling  for  bankruptcy,  I  feel  out- 
raged that  Continental  may  be  allowed 
to  sell  one  of  its  main  assets  [the  Seat- 
tle-Tokyo route]  that  was  to  be  used  as 
collateral  to  the  Pension  Benefit  Guaran- 
ty Corp.  They  have  asked  to  pay  off 
selected  creditors  but  to  abstain  from 
their  liability  to  the  PBGC. 

This  sounds  a  lot  like  the  taxpayer  is 
going  to  be  shortchanged  again,  and  if  it 
is  allowed  to  happen  here,  we  may  see 
another  S&L  mess  starting  all  over  again. 

Pascal  G.  Houcke 
Richboro,  Pa. 

THE  ONLY  HOPE 

FOR  U.S.  SCHOOLS  

Your  analysis  of  American  career 
education  hit  the  mark  precisely 
("Why  we  should  invest  in  human  capi- 
tal," Special  Report,  Dec.  17).  The  struc- 
tured and  centrally  directed  system  that 
you  are  suggesting,  in  which  vocational 
and  academic  tracks  are  interchangeable 
and  equally  valued,  has  proved  itself  in 
Europe. 

It  could  work  in  America,  too,  if  edu- 
cators were  more  interested  in  results 
than  in  denying  their  own  imperfections. 
Until  the  entrenched  establishment  re- 
forms itself,  American  public  education 
is  beyond  salvaging. 

Our  family  escaped  a  crumbling  Dela- 
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These  Days  When  A  Worker  Has  An  Accident,  Eveti 


The  Workers  Compensation  Systenm  was 
designed  to  help  injured  workers  get  well,  and 
return  to  work.  In  most  states,  it  does.  In  other 
states,  the  problems  aren't  simply  big.  They're 
enormous. 

And  beginning  to  spread  into  other  states. 
Right  down  the  line,  everybody  's  starting  to  feel 
the  effects  — from  the  workers,  to  their  families, 
to  the  employers,  to  the  insurers. 

The  System 

Over  75  years  ago,  when  it  was  created  to 
protect  workers  from  on-the-job  injuries,  Workers 
Compensation  was  based  on  some  well-inten- 
tioned and  well-received  ideas: 

To  prevent  work-related  accidents  from  ever 
happening. 

To  give  prompt,  quality  medical  attention 


and  equally  prompt  income  benefits. 

To  rehabilitate  injured  workers  and  help  [ 
them  get  back  to  work.  ' 

To  offer  cost  stability  to  the  employer 

And  ultimately,  to  keep  the  entire  workplat 
productive  — the  less  down-time,  the  more  tim 
you  have  to  be  competitive,  and  stay  competiti'^ 
The  Obstacles 

It  bears  repeating:  There  are  problems.  Big 
problems,  in  many  states,  that  need  fixing.  We 
also  need  to  strengthen  the  system  so  that  thes( 
problems  don't  spread  to  other  states. 

Problems  like  unnecessary  time-consumii^ 
litigation.  Soaring  claims  costs.  Underfunded, 
understaffed  state-administered  agencies.  And 
on  a  national  level,  runaway  medical  costs. 

Fact  is,  the  economies  of  entire  states  are 
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jrting— partly  because  businesses  won't  relo- 
ite  m  places  where  Workers  Compensation  is 
I  disarray. 

For  some  states,  the  situation  is  so  critical, 
isurers  have  stopped  writing  Workers  Compen- 
ition  Insurance  altogether— premiums  won't 
^en  cover  losses  and  expenses. 

The  Way  To  Help 

What  can  yoii  possibly  do  to  help?  Youd  be 
irprised.  To  help  restore  and  strengthen  the 
^stem  in  your  state,  you  can  take  two  courses  of 
:tion. 

First:  Be  aware.  Find  out  what's  happening 
lyour  state,  how  you're  affected,  and  what  you 
in  do  to  help.  Talk  to  your  insurance  company 
r  business  trade  association. 

Or  two:  Share  your  views  by  writing  to 


Gary  Countryman,  President  and  CEO  of 
Liberty  Mutual,  175  Berkeley  Street,  Boston,  MA 
02117  We'll  help  you  get  in  touch  with  people  in 
your  state  who  can  help. 

When  strong  and  fit,  the  Workers  Compen- 
sation System  works  hard,  and  works  well. 
Everyone  it  touches,  it  benefits  —  especially  the 
injured  worker 

Which  is  why,  considering  all  it  stands  for, 
we  should  do  everything  possible  to  keep  it 
standing. 


LIBERTY 
MUTUAL 


Help  Strengthen  Workers  Compensation, 


bouglil  dl  J  U  i>  Giivfinmi'iil  Am  lion  recpnily  lot  only  bJU 

I  BOUGHT  A 
$50,000  BOAT 
FOR  ONLY  $10 

Profit  Irom  U.S.  Drug  Seizures 

How  would  you  like  a  new  house  oi  cai  courtesy  ol 
the  U  S  Governmeni'  Government  otticials  are  seizing 
automobiles,  boats  computers,  homes  and  other  real 
estate  Irom  drug  trallickeis  And  THEN  lesells  them  at 
bargain  prices' 

Over  30  difleient  government  agencies  participate  in 
ttte  auction  process  Enroll  now  in  a  special  program 
and  take  advantage  ol  the  fantastic  baigains  in  Militaiy 
Surplus  Real  Estate  Computers  Aiiplanes  Luxury  Auto- 
mobiles, Yachts  Many  auctions  hfid  tliioiiqlinut  Gieal 
Britain  and  Europe 

PHONE  FREE 

DIRECTLY  TO  THE  USA 
24  HOURS  EVERY  DAY 
US  &  CANADA 

1-800-468-5060 


FAX  USA  813-442-1942 
M/C-VISA-AMEX-DINER  S  CLUB 

Copyriqtll     IREC,  Irn,  All  Riqhib  ReS(,Tued 


IF  WRENOT 
RECYCUNG 
VOUDEIHROWING 


1-800-CALL-EDF 

8  BUSINESS  WEEK/f  ELstiUARr  4,  IWl 


ware  .school  district  by  sending  our  cliild 
to  public  school  in  Iceland.  For  those 
who  haven't  such  a  means  of  escape, 
radical  reform  is  the  only  answer. 

Edward  and  Louise  Heite 
Seydisfjordur,  Iceland,  and 
Camden,  Del. 

HEADHUNTERS  HAVE  ALWAYS 
BEEN  FAIR  GAME 

CORRECTIONS  &  CLARIFICATIONS 

In  "Culture  shock  at  home:  Working 
for  a  foreign  boss"  (Special  Report, 
Dec.  17),  we  erred  in  reporting  that  a 
former  executive's  lawsuit  attributed  a 
statement  to  then-President  Donald 
Moffet  of  Fujitsu  Systems  of  America 
Inc.  The  lawsuit  blamed  the  executive's 
dismissal  on  the  Japanese  parent  com- 
pany's wanting  to  replace  all  its  Ameri- 
can chief  financial  officers  with  Japa- 
nese. In  fact,  the  lawsuit  does  not  refer 
to  Moffet  specifically.  And  Moffet, 
whom  we  were  unable  to  reach  before 
the  story  was  published,  denies  ever 
making  the  statement. 

In  "Defenseless  against  cutbacks" 
(Cover  Story,  Jan.  14),  we  misstated 
the  value  of  a  contract  for  the  P-7A 
antisubmarine  plane  that  had  been  can- 
celed by  the  Pentagon.  The  contract 
was  worth  $5.3  billion;  the  government 
terminated  it  after  a  dispute  over  Lock- 
heed's design. 

Ithough  your  article,  "Why  head- 
hunters  are  hunting  each  other" 
(Top  of  The  News,  Jan.  14),  was  correct 
in  pointing  out  that  recruiters  are  being 
aggressively  sought  by  other  search 
firms,  you  failed  to  note  that  this  is  not 
a  new  phenomenon.  Regardless  of  the 
stagnant  financial  climate  at  present,  re- 
cruiters have  always  been  sought  out  by 
rival  firms,  particularly  during  the  in- 
dustry's heyday  in  the  1980s. 

Furthermore,  your  article  left  the  im- 
pression that,  by  its  very  nature,  steal- 
ing away  each  other's  people  seems  ram- 
pant  among   the   executive  search 
industry  in  particular.  All  industries  are 
guilty  to  an  equal  if  not  greater  degree 
in  good  times  and  bad.  Just  ask  any 
recruiter. 

Christopher  W.  Hunt,  Co-Editor 
Executive  Search  Review 
Greenwich,  Conn. 

A  DIAGNOSIS  OF 
CANADA'S  HEALTH  CARE 

people  must  wait  for  care,  and  I  have 
been  assured  that  this  is  simply  not  the 
case.  We  do  have  a  health  problem,  and 
it  will  have  to  be  solved.  Spreading  mis- 
information, however,  is  not  going  to  ac- 
complish that  end.  But  some  serious,  ob- 
jective investigation  just  might. 

R.  E.  Blackshaw 
Glenwood,  Md. 

THE  BANKS 

NEED  DELICATE  SURGERY 

^^kur  current  health  problems  will  not 
^^be  solved  by  relying  on  misinfor- 
mation, as  contained  in  the  letter  from 
Timothy  B.  Norbeck  of  the  Connecticut 
State  Medical  Society  ("Canadian  health 
care  wouldn't  win  kudos  in  the  U.  S.," 
Readers  Report,  Jan.  14).  His  statement 
that  all  Americans  make  10/^  to  157' 
more  than  Canadians  simply  cannot  be 
sujjported.  Nor  can  his  statements  about 
health  care:  Check  the  rate  of  infant 
mortality  for  just  one  area.  There  are 
many  other  [inaccuracies]. 

As  for  the  latest  technology,  it  is 
available  in  Canadian  hospitals.  Howev- 
er, since  there  are  very  few  private  (for- 
profit)  hospitals  in  Canada,  there  is  not 
the  expensive  competition  to  have  one  of 
everything  in  each  major  metropolitan 
hospital.  Does  a  large  city  really  need  20 
or  more  .MRI  [magnetic  resonance  imag- 
ing] machines?  As  for  acce.ss  to  such 
devices  as  a  divine  right,  I  imagine  most 
people  would  like  to  think  that  such 
great  expense  is  an  absolute  necessity 
and  not  simply  their  physician  s  self-pro- 
tection against  litigation. 

As  it's  been  some  time  since  I  lived  in 
Canada,  I  checked  with  friends  and  rela- 
tives there  about  the  many  articles  stat- 
ing that  health  care  is  rationed  and  that 

^Poday,  banking  regulators  are  react- 
1  ing  to  loan  portfolio  problems  as  if 
they  had  never  experienced  a  downturn 
in  an  economic  cycle.  It  is  true  that  some 
borrowers  will  fail  [to  repay  loans]  as  a 
result  of  general  economic  conditions 
and  that  real  estate  prices  will  not  soon 
return  to  the  heady  levels  of  the  mid- 
1980s.  But  it  is  important  to  keep  in 
mind  that  precipitous  actions  by  banks 
to  retrench  from  lending  activities  and 
to  demand   immediate   repayment  on 
loans  will  only  serve  to  extend  the  sever- 
ity and  duration  of  this  recession. 

Let  Washington  and  the  banking  in- 
dustry know  that  we  need  surgical 
cuts — not  broad  swings  of  the  ax — to 
protect  depositors  and  restore  health  to 
the  economy. 

Daniel  J.  McOlvin 
New  York 

Letters  to  the  Editor  should  be  sent  to  Readers 
Repon,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  N.  Y.  10020.  Fax:  (212)  512-4464, 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 
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may  not  be  far  behind. 
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SMALL  FORTUNES:  TWO  GUYS  IN  PURSUIT  OF  THE  AMERICAN  DREAM 

By  Edward  Zuckerman  ' 
Viking  •  296pp  •  $19.95 

THE  TEN-GALLON  SCHEMES 
OF  TEXAS  DREAMERS 


urinji'  the  late  1830s,  thousands 
(of  impoverished  tenant  farmers 
scrawled  GTT — gone  to  Texas — 
on  cabin  doors  across  the  Old  South  and 
moved  to  the  newly  independent  Lone 
Star  State.  They  fled  crop  liens  and  the 
eroded,  used-up  soil  of  Alabama  and 
Geoi-gia  to  claim  large  tracts  of  virgin 
prairie,  free  for  the  taking.  "Big  coun- 
try . .  .  fed  big  dreams,"  one  historian 
wrote  of  America.  And  Texas  fed  some 
of  the  biggest  dreams  of  all. 

Grand  ambitions  didn't  beget  many 
great  fortunes,  though.  The  lucky  few 
found  wealth  raising  cat- 
tle, and  later,  drilling  for 
oil.  The  many  just  scraped 
by,  but  even  so,  Texas  be- 
came tlie  repository  of 
American  dreams,  and 
generations  journeyed 
there  hoping  to  strike  it 
rich.  The  aura  of  wealth 
attracted  people  who  lived 
gaudily  and,  often 
enough,  went  bankrupt. 
It's  no  coincidence  that 
Texas  is  the  epicenter  of 
the  thrift  crisis. 

Like  so  many  others  be- 
fore him,  author  Edward 
Zuckerman  was  seduced 
by  the  spirit  of  Texas 
("which  is  America  but 
more  so,"  he  writes). 
Small  Fortunes:  Two  Guys  in  Pursuit 
of  the  America)!  Dreain  is  his  splendid 
ode  to  the  state  and  its  citizens.  At  once 
sad  and  amusing,  it  traces  the  rise  and 
fall  of  two  enti'epreneurs  who  try  to 
gral)  the  golden  ring  in  1980s  Texas, 
while  around  them  thrifts  blow  up,  the 
infamous  cavort,  and  fortunes  are 
scjuandered.  The  men's  ambitions,  it 
soon  becomes  clear,  run  way  ahead  of 
their  abilities. 

Zuckerman  sweeps  us  quickly  into  the 
mundane  yet  incredible  lives  of  his  sub- 
jects. Peter  Binion,  a  native  Texan,  in- 
tends to  become  a  cattle  liaron  by  mar- 
keting a  little-known  breed.  Ohio-born 
Jim  Teal  devoutly  believes  he'll  make 
millions  selling  T-shirts  featuring  char- 
acters from  the  comic  strips  Blootu 
County  and  Shoe. 

Teal  comes  closer  to  riches,  and  his 
fall  is  dramatic.  But  it's  Binion,  a  Texas 
A&M  grad,  Vietnam  veteran,  and  rodeo 


bull  rider,  whose  visions  soar  higher. 
Binion's  college  studies  introduced  him 
to  cattle  breeding  and  to  an  obscure 
strain  from  St.  Croix  known  as  Senepol, 
noted  for  its  lean  meat,  red  coat,  and 
heat  tolerance.  Convinced  he  has  hit  on  a 
way  to  reverse  the  declining  fortunes  of 
the  beef  industry  and  create  a  new  ex- 
port product,  Binion  sinks  his  money 
into  a  ranch. 

He's  in  trouble  from  the  start.  His 
efforts  to  raise  money  through  limited 
partnerships  fail.  Bad  luck  plays  a  role, 
as  Zuckerman  notes:  "The  deal  appeared 


to  be  all  but  set  when  one  of  the  inves- 
tors was  found  dead  of  a  shotgun  blast 
in  his  Cadillac."  Cattle  sales  to  shadowy 
figures  in  Sri  Lanka,  Argentina,  and 
Guatemala  collapse.  When  cash-strapped 
Texas  banks  foreclose  on  the  ranch  and 
Binion  retreats  to  the  hazardous-waste- 
disposal  business,  you  can't  help  but  feel 
his  loss. 

Teal,  on  the  other  hand,  is  already 
wealthy  when  the  book  opens.  Zucker- 
man vividly  retells  his  rise  from  chicken- 
breader  at  an  Ohio  Kentucky  Fried 
Chicken  store  to  an  owner  of  bars  fea- 
turing male  strippers.  Teal  sums  up  his 
approach  to  life  when  he  tells  Zucker- 
man of  an  encounter  with  some  young 
hoodlums  on  a  window-breaking  spree 
during  his  days  at  KFC.  "We  were  going 
to  shoot  them  if  they  came  over,"  he 
recalls.  "This  was  all  against  the 
rules  of  Kentucky  Fried  Chicken,  of 


As  the  first  store  manager  of  the 
Wendy's  hamburger  chain,  Teal 
amassed  stock  options  that  made  him  a 
millionaire.  And  after  he  moved  to  Tex- 
as, he  did  well  with  his  bars.  But  other, 
ilbstarred  ventures  put  a  dent  in  his 
bounty.  His  hot-tub  rental  business  was 
clobbered  by  the  herpes  scare.  Then  an 
effort  to  market  high-tech  phones 
soured.  Writes  Zuckerman:  "The  biggest 
problem  with  the  phones,  from  Jim's 
point  of  view,  was  that  they  would  occa- 
sionally explode.  He  had  one  in  his 
house,  and  when  it  burst  into  flames  one 
day,  he  called  the  business  quits." 

Teal  and  his  partner  in  the  T-shirt 
venture,  Gary  Shuster,  are  devoted  to 
sophomoric  high  jinks  that  Zuckerman 
manages  to  describe  without  ever  being 
insulting  or  judgmental.  We  accompany 
them,  among  other  places,  on  a  topless 
golf  outing  attended  not  only  by  drunks 
and  bare-breasted  women  but  also 
by  the  fierce  Texas  fire  ant.  Here 
Zuckerman  offers  an 
important  advisory 
for  those  who  venture  to 
Texas:  "If  you  brush  off 
fire  ants  with  your  hands, 
you  get  fire  ants  on  your 
hands,  as  the  visitor 
from  New  York  learned 
about  five  seconds  too 
late." 

To  finance  such  fast  liv- 
ing and  to  continually 
expand  their  business. 
Teal  and  Shuster  draw  on 
their  profits  and  then 
start  borrowing  reckless- 
ly. As  a  consequence, 
their  company  fails,  and 
Teal  is  wiped  out. 

Recklessness,  Zucker- 
man understands,  defines 
Texas.  Its  thrifts  are  a  case  in  point.  At 
Austin's  Lamar  Savings,  Teal  gets  a 
loan  in  exchange  for  little  more  than  a 
handshake.  But  that's  not  so  surprising: 
At  the  same  time,  the  thrift  is  busy  ap- 
plying for  federal  approval  to  operi  a 
branch  on  the  moon. 

Zuckerman,  a  Spy  contributing  editor, 
writes  with  grace  and  wit,  his  sharp 
style  buttressed  by  his  ear  for  dialogue, 
as  when  he  catches  one  of  Binion's  in- 
vestors moaning:  "I  just  wanted  the  cat- 
tle for  relaxation."  About  the  only  weak 
point  is  his  tendency  to  end  chapters 
with  portentous  comments,  several  of 
which  fall  flat. 

Zuckerman  captures  the  essence  of 
Texas  and  renders  Texans  in  all  their 
mind-bending  complexity:  driven  to  ex- 
cess, devoted  to  family,  always  looking 
for  an  angle,  yet  somehow  retaining 
their  idealism.  They're  admirably  resil- 
ient, even   in  their  follv.  Elsewhere, 
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Medical  studies  reveal. . . 


The  earlier  you  use  Rogaine, 
the  better  your 
chances  of  growing  hair. 


"My  hair's  completely  filled  in,  // 
ll  was  amazing!  Early  treatment. . . 


Rogaine  is  the  only  product  ever 
proven  to  grow  hair.  And  studies 
show  that  using  it  at  the  first  signs 
of  hair  loss  greatly  increases  the 
chances  that  it  will  grow  hair 
for  you. 

What  are  the  early  warning 
signs  of  losing  hair? 

Everyone  loses  a  little  hair.  Fifty  to  80  hairs  a  day  is 
normal.  If  you're  losing  more  than  100  hairs  a  day  without 
normal  replacement,  the  first  sign  will  often  be  thinning  of 
KX'^'^'ifli^HBHHH  the  "crown"  at  the  top  of  your 
scalp.  See  your  doctor  when  you 
first  notice  it,  because  this  small 
bald  spot  can  grow  larger  over 
time. 

Two  million  men  worldwide 
have  tried  Rogaine.  In  year-long 
clinical  tests  conducted  by  derma- 
tologists at  27  medical  centers 
nationwide,  virtually  half  (48%) 
of  the  men  who  tried  Rogaine 
saw  at  least  moderate  hair  re- 
growth.  Thirty -six  percent  had 
minimal  regrowth  and  the  rest 
(16%)  had  no  regrowth. 

Doctors  also  found  that  it  took 
as  little  as  4  months  and  as  long 
as  12  months  before  regrowth 
began.  Side  effects  were  mini- 
mal: only  5%  of  the  men  tested 
had  itching  of  the  scalp. 


started  growing  in  under  2  months 
it  works'" — Jim  Wilets.  SO 


Will  Rogaine  work  for  you? 

Only  your  dermatologist  or 
family  doctor  can  tell  you,  so  see 
one  soon.  The  sooner  you  get  your 
prescription  for  Rogaine,  the 
sooner  you  could  be  growing  hair. 

For  more  information,  a  list 
of  doctors  in  your  area  who  can 
help  you,  and  a  certificate  worth  $10  as  an  incentive  to  visit 
your  doctor  (sorry,  this  offer  is  available  for  men  only),  call 
the  toll-free  number  below: 

Send  in  the  coupon  or  call 

1  800  772-0033  ext.  679 

for  your  $10  certificate.  Soon. 


/  may  not  have  grown  any 
hair  after  6  months,  but  most  of 
my  hair's  stopped  falling  out. 
I'm  glad  I  got  to  the  doctor  fast. " 
— Lewis  Silva,  20 


"The  first  time  I  saw  hair  growing 
was  at  about  8  months.  1  hadn't 
lost  much.  .  . but  I'm  not  taking  any 
chances."  —  Tonv  Vila 


Upjohn 


rpiii  this  in  now. 

Then,  start  to  fill  in  your  hair  loss. 

Mr.  Keith  Barton,  The  Upjohn  Company 

PO  Box  9040,  Opa  Locka.  Florida  33054-9944 

Dear  Mr.  Barton: 

Please  send  me  a  free  brochure,  full  of  information  on  how  to  treat  my 
hair  loss  with  Rogaine.  And  just  to  make  sure  I  don't  forget  to  go  to  my 
doctor  about  my  hair  loss,  please  send  me  a  list  of  doctors  who  can 
help  me  and  a  certificate  worth  $10  as  an  incentive  to  see  my  doctor. 
Thanks. 

Name  


71 


Address- 


City/State/Zip_ 


Phone  

j  LISJ-.lf):3  0(1  f)19 


-Age. 


't'  1^90  The  Upjohn  Cumpuny  Novembei 
For  a  summary  of  product  information,  see  adjoining  page. 
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Rogaine 

SOLUTION  ^-^minoxidil  2% 

The  only  product  proven  to  grow  hair. 


Ro^aine 

Son  ^-'minoxidil  2% 


SOLUTION  I  I  III  lUAIUII 

The  only  product 
proven  to  grow  hair. 

lat  is  ROGAINE? 


IS  a  slandafdized  topical  (tor  use  only  on  the  skin) 
male  pattern  baldness  ol  the  ctown 
m  has  been  used  since  1980  to  lowef  blood  pressure 
high  blood  pressure  When  a  high  enough  dosage  in 
r  atlenlion  may  occur  These  effects  appear  lo  be  dose 

■plion  ol  minoxidil,  much  lower  than  that  of  persons 
ihe  likelihood  that  a  person  using  HOGAINE  Topical 
small  In  tact,  none  of  these  ef feels  has  been  directly 


What  is  ROGAINE? 

ROGAINE  Topical  Solution,  discovered  and  made  by  Ihe  Upiohn  Compai 
prescfiplion  medicalion  proved  eltective  lor  the  long  term  treatment  of 
ROGAINE  'S  the  only  topical  solution  ot  minoxidil  Minoxidil  tn  tablet  tor 
The  use  ol  minoxidil  tablets  is  limited  to  treatment  ot  patients  with  severe 
tablet  form  is  used  to  lower  blood  pressure,  certain  effects  that  merit  your 
related 

Persons  who  use  ROGAINE  Topical  Solution  have  a  low  level  of  absoi 
being  ireated  with  minoxidil  tablets  lor  high  blood  pressure  Therefore, 
Solution  will  develop  the  effects  associated  with  minoxidil  tablets  ts  very 
attributed  to  ROGAINE  m  clinical  studies 
How  soon  can  t  eip«ct  results  from  using  ROGAINE? 

Studies  have  shown  that  the  response  to  Ireatment  with  ROGAINE  may  vary  widely 

Some  men  receiving  ROGAINE  may  see  faster  results  than  others,  others  may  respond  with  a  slower  rate  ol  hatr  growth  You 
should  noi  expect  visible  growth  in  less  than  tour  months 
If  I  respond  to  ROGAINE.  what  will  the  hair  took  like? 

II  you  have  very  litlle  haii  and  respond  to  treatment,  your  first  hair  growth  may  be  soft,  downy,  colorless  hair  that  is  barely 
visible  Aiier  lutiher  treatment  ihe  new  hair  should  be  the  same  color  and  thickness  as  the  other  hair  on  your  scalp  II  you  start 
with  subsianliai  hair,  the  new  hair  should  be  of  the  same  color  and  thickness  as  the  rest  o(  your  hair 
How  long  do  I  need  to  use  ROGAINE? 

ROGAINE  IS  a  Ireatment,  not  a  cure  It  you  respond  to  treatment,  you  will  need  to  continue  using  rtOGAlNE  to  maintain  or 
increase  hair  growth  It  you  do  not  begin  to  show  a  response  lo  treatment  wilh  ROGAINE  after  a  reasonable  period  q1  time  (at 
least  tour  months  or  more),  your  doctor  may  advise  you  to  discontinue  using  ROGAINE 
What  happens  If  I  stop  using  ROGAINE?  Will  I  keep  the  new  hsir? 

M  you  ^lop  u'.,ing  ROGAINE  you  will  probably  shed  Ihe  new  hair  wiihin  a  tew  months  after  stopping  treatment 
What  Is  the  dosage  of  ROGAINE? 

You  should  apply  a  t  mL  do;.e  ol  ROGAINE  two  limes  a  day,  once  in  the  morning  and  once  at  night,  belore  bedtime  Each 
bottle  should  last  about  30  days  (one  month)  The  applicators  in  each  package  ol  ROGAINE  are  designed  to  apply  the  correct 
amount  ol  ROGAINE  with  each  application  Please  refer  to  ttie  Instructions  tor  Use 
What  If  I  miss  a  dose  or  forget  to  use  ROGAINE? 

It  you  miss  one  or  two  daily  applications  ol  ROGAINE.  you  should  restart  your  twice-daily  application  and  return  to  your 
usual  schedule  You  should  not  attempt  to  make  up  tor  missed  applications 
Can  I  use  ROGAINE  mora  than  twice  a  day?  Will  It  work  (aster? 

No  Studies  by  The  Upiohn  Company  have  been  carefully  conducted  to  determine  the  correct  amount  ot  ROGAINE  to  use  to 
obtain  the  most  satisfactory  results  More  trequeni  app'icaiions  or  use  of  larger  doses  (more  than  one  ml  twice  a  day)  have  not 
been  shown  lo  speed  up  the  process  ot  hair  growth  and  may  mcrease  the  possibility  ol  side  effects 
What  are  the  most  common  side  etfects  reported  In  clinical  studies  with  ROGAINE? 

Studies  of  patients  using  ROGAINE  have  shown  that  the  mosi  common  adverse  effects  directly  attributable  lo  ROGAINE 
Topical  Solution  were  itchmg  and  other  skm  irritations  ol  the  Ireated  area  ol  ihe  scalp  About  5%  ot  patients  had  these 
complaints 

Other  side  etiects.  including  ligtil-headedness,  dizzmess.  and  headaches  were  reported  by  patients  using  ROGAIfJE  or 
placebo  (a  similar  solution  without  the  active  medication) 
What  are  some  of  the  side  effects  people  hate  reported? 

The  Irequency  of  side  effects  listed  below  was  similar,  except  tor  dermalologtc  reactions,  tn  the  ROGAINE  and  placebo 
groups  Respiratory  (bronchitis,  upper  respiratory  mlection.  sinusitis).  Dermaiologic  (irritant  or  allergic  contaci  dermatitis, 
eczema,  hypertrichosis,  local  erythema,  pruritus,  dry  skm/scalp  flaking,  exacerbation  of  hair  loss,  alopecia).  Gastrointestinal 
(diarrhea  nausea,  vomiting).  Neurology  (headache,  dizziness,  famlness,  lighi-headedness).  M(jscu/osiife/efa/(lractures.  back 
pain,  tendinitis)  Cardiovascular  (edema,  chest  pain,  blood  pressure  increases/decreases,  palpitation,  pulse  rate  increases/ 
decreases).  Allergy  (nonspecific  allergic  reactions,  hives,  allergic  rhinitis,  facial  swelling  and  sensitivity).  Special  Senses 
(coniunctivitis,  ear  mlections,  vertigo  visual  disiurbances,  including  decreased  visual  acuity).  Metabolic -Nutritional  {etlema. 
weight  gam).  Urinary  Tract  (urinary  trad  inteclions,  renal  calculi,  urethritis).  Genital  Trad  (prostatitis,  epididymitis,  sexual 
dysfunction).  Psychiatric  (anxieiy,  depression,  fatigue).  Hematology  (lymphadenopathy,  thrombocylopenia).  Endocrine 
Individuals  who  are  hypersensitive  to  minoxidil,  propylene  glycol,  or  eihanol  must  not  use  ROGAINE 
ROGAINE  Topical  Solution  contains  alcohol  which  could  cause  burning  or  irritation  of  the  eyes,  muCous  membranes,  or 
sensitive  skin  areas  If  ROGAINE  accidentally  gets  into  these  areas,  baihe  the  area  with  large  amounis  of  cool  lap  waier  Contact 
your  doctor  it  irritation  persists 

What  are  the  possible  side  effects  that  could  affect  the  heart  and  circulation  when  using  ROGAINE? 

Although  serious  side  ettecis  have  not  been  attributed  to  ROGAINE  m  clinical  studies,  there  is  a  possibility  that  they  could 
occur  because  the  active  ingredient  in  ROGAINE  Topical  Solution  is  the  same  as  m  minoxidil  tablets 

MinoxirJil  tablets  are  used  lo  treat  high  blood  pressure  Minoxidil  tablets  lower  blood  pressure  by  relaxing  the  arteries,  an 
etieci  called  vasodilation  Vasodilation  leads  to  retention  ot  lluid  and  increased  heart  rate  The  lollowing  ellects  have  occurred 
in  some  patients  taking  mino'idil  tablets  lot  high  blood  pressure 

Increased  heart  rate— sortie  patients  have  reported  that  their  resting  heart  rate  increased  by  more  than  20  beats  per  minute. 
Rapid  weighi  gam  ol  more  than  5  pounds  or  swelling  (edema)  ol  Ihe  face  hands,  ankles,  or  stomach  area,  Ditliculty  in 
breathing,  especially  when  lying  down,  a  result  ol  an  increase  m  body  fluids  or  fluid  around  the  heart.  Worsening  of.  or  new 
onset  of.  angina  pectoris 

When  ROGAINE  Topical  Solution  is  used  on  normal  skin,  very  little  minoxidil  is  absorbed  and  the  possible  etiects  attributed 
to  minoxidil  tablets  are  not  expected  with  the  use  ol  ROGAINE  II  however,  you  experience  any  ol  the  possible  side  eftects 
listed,  discontinue  use  of  ROGAINE  and  consult  your  doctor  Presumably,  such  effects  would  be  most  likely  if  greater 
absorption  occurred,  e  g  ,  because  ROGAINE  was  used  on  damaged  or  inllamed  skin  or  in  greater  than  recommended 
amounis 

In  animal  studies,  minoxidil,  in  doses  higher  than  would  be  oblamed  from  topical  use  in  people,  has  caused  important  heart 
structure  damage  This  kind  ol  damage  has  not  been  seen  in  humans  given  minoxidil  tablets  for  high  blood  pressure  at  effective 
doses 

What  factors  may  increase  the  risk  of  serious  side  effects  with  ROGAINE? 

Individuals  with  known  or  suspected  underlying  coronary  artery  disease  or  the  presence  ot  or  predisposition  to  heart  lailure 
would  be  al  particular  risk  il  systemic  etiects  (that  is,  increased  heart  rate  or  tluid  retention)  ol  minoxidil  were  to  occur 
Physicians,  and  patients  wilh  ihese  kinds  ol  underlying  diseases,  should  be  conscious  ol  the  potential  risk  ol  treatment  it  they 
choose  to  use  ROGAINE 

ROGAINE  Should  be  applied  only  to  the  scalp  and  should  not  be  used  on  other  parts  ot  Ihe  body,  because  absorption  ol 
mino,<idii  may  be  mr.rpased  and  the  risk  of  side  ettects  may  become  greater  You  should  not  use  ROGAINE  it  your  scalp  becomes 
irritated  or  is  sunburned,  and  you  should  nol  use  it  along  with  other  topical  treatment  medication  on  your  scalp 
Can  men  with  high  blood  pressure  use  ROGAINE? 

Individuals  with  hypertension,  including  those  under  trealmenl  wilh  antihypertensive  agents,  can  use  ROGAINE  but  should 
be  monitored  closely  by  their  doctor  Patients  taking  guanethitJine  for  high  blood  pressure  should  nol  use  ROGAINE 
Should  any  precautions  be  followed? 

Individuals  using  ROGAINE  should  be  monitored  by  their  physician  one  month  after  starting  ROGAINE  and  at  least  every  six 
months  afterward  Discontinue  ROGAINE  i!  systemic  ellects  occur 

Oo  not  use  ii  m  coniunction  with  other  topical  agents  such  as  corticosteroids,  retinoids  and  petrolatum  or  agents  that 
enhance  percutaneous  absorption  ROGAINE  is  lor  topical  use  only  Each  mL  contains  20  mg  minoxidil  and  accidental  ingestion 
could  cause  adverse  systemic  ettects 

No  carcinogenicity  was  found  with  topical  application  ROGAINE  should  not  be  used  by  pregnant  women  or  by  nursing 
mothers  The  effects  on  labor  and  delivery  are  not  known  Pediatric  use  Salety  and  eltecttveness  has  not  been  established 
under  age  18 

Cauiion  Federal  law  prohibits  dispensing  without  a  prescriphon  You  must  see  a  doctor  lo  receive  a  prescription 
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bankruptcy  and  depression  might  break 
the  spirit.  But  as  we  leave  Teal  and  Bin- 
ion,  they're  both  plotting  comebacks. 

BY  KEVIN  KELLY 
As  a  Dallas  Correspondent,  Kelly  covered 
the  thrift  crisis  and  the  collapse  of  the 
Texas  economy. 


BOOK  BRIEFS  I 

SIGN  OFF 

By  Jon  Katz 
Bantam  Books 


374pp  •  $18.95 


A  NEWSiHAN'S  REVENGE 


Anyone  burned  by  a  corporate  re- 
structuring will  relish  this  enter- 
taining novel  of  redemption  and 
revenge.  Jon  Katz,  formerly  a  producer 
at  CBS  Morning  News,  writes  about  a 
TV-news  producer  whose  network  is  ac- 
quired in  a  hostile  takeover.  With  sting- 
ing humor  and  sure  depiction,  Katz  zaps 
journalists  and  "suits"  alike. 

Sign  Off  opens  with  an  early-morning 
news  alert  at  USB  News,  the  once-glori- 
ous news  division  of  the  No.  3  network. 
The  pace  is  harrowing  as  producer  Peter 
Herbert  scoops  the  competition.  But  that 
small  victory  will  be  his  last.  USB  be- 
comes the  target  of  a  takeover  bid  by  a 
real  estate  developer  who  craves  the  le- 
gitimacy USB  could  provide.  The  fat  and 
complacent  network  swiftly  succumbs. 

That's  when  the  fun  begins.  When 
USB's  remaining  executives  are  ordered 
to  wield  the  ax,  Herbert  manages  to  fire 
longtime  employees  with  barely  a 
qualm.  Then  he's  pushed  aside.  Soon 
he's  hatching  plots  for  revenge,  which 
he  carries  out  with  the  aid  of  friends  at 
USB.  Imagine  a  Donald  Trump-ish  char- 
acter on  Nightline,  his  voice  distorted  to 
sound  like  Donald  Duck's.  That's  just 
the  first  of  Herbert's  sweet  reprisals. 

Sign  Off  is  full  of  moments  of  mali- 
cious fun,  especially  in  its  depiction  of 
the  post-takeover  scramble  up  the  ladder 
at  USB  News.  A  former  cable-shopping- 
channel  queen,  Linda  Burns,  is  bent  on 
proving  herself  as  a  journalist.  When  a 
Television  magazine  writer  proposes  to 
profile  her,  she  realizes  the  right  story 
could  make  her  a  star.  So  over  a  sump- 
tuous dinner,  she  turns  on  the  charm. 

Between  the  veal  piccata  and  the  sor- 
bet, the  gorgeous  Burns  leans  toward 
the  writer,  Don  Kristed,  a  Yonkers  resi- 
dent with  a  fleeing  hairline  and  expand- 
ing waist.  "Dammit,  Kristed,"  she  purrs, 
"if  we're  going  to  be  friends — and  I  feel 
in  some  ways  closer  to  you  than  any- 
body I've  met  since  college,  no  matter 
what  you  write  about  me,  and  I  mean 
that — I  want  to  ask  you  .  .  .  Have  you 
ever  thought  about  doing  television?" 

BY  JULIA  FLYNN  SILER 


BOOKS' 


1  HE  Common  Ground  in  Managed  Care 

If  you  have  questions  about  managed  health  care,  you'll  find  the  answers 
in  Washington,  DC  on  April  8-11. 


"Fragmented." 
"Perplexing."  "Insular." 

While  managed  health  care  in 
the  U.S.  made  great  strides  during 
the  past  decade,  it  still  presents  a 
range  of  challenges  to  each  of  its 
constituencies — health  care  pro- 
viders, payors  and  purchasers.  Those 
challenges  are  made  all  the  more 
difficult  by  the  oft-recognized  lack 
of  communication  between  the 
managed  care  constituencies. 

"Practical."  "Immediate." 
"Comprehensive." 

Those  are  words  previous  parti- 
cipants have  used  to  describe  the 
National  Managed  Health  Care 
Congress  (NMHCC).  The  Con- 
gress is  the  only  executive-level 
forum  where  all  of  the  important 
communities  in  the  world  of 
managed  care  gather  to  explore 
today's  health  care  solutions — 
together. 

This  past  April,  nearly  2,000  partici- 
pants from  46  states  and  four  nations 
attended  the  Second  Annual  Congress. 
On  April  8-11,1991,  more  than  2,500 
executives  with  an  interest  in  managed 
care  will  descend  upon  the  Washington 
Hilton  &  Towers  to  exchange  ideas,  ex- 
plore common  challenges,  and  learn  from 
the  most  prominent  leaders  in  the  field. 

Find  your  own  common  ground  at 
NMHCC'91.  It  may  be  the  most  valu- 
able real  estate  investment  you'll  ever  make. 

Mail  or  FAX  in  the  coupon  below  or 
call  1-617-290-0400  for  more  informa- 
tion today. 


CFOs  •  CEOs  •  HMOs  •  PPOs  •  TPAs  •  EAPs 
Human  Resource  Professionals  •  Behavioral  Specialists 

Military  •  Government/Union  Executives 
Specialty  Providers  •  Insurers  •  Phamacists  •  Physicians 
UR/Case  Managers  •  Hospital  Executives  •  Consultants 
Health  Coalitions  •  Manufacturers  &  Suppliers 


NMHCC  is  co-sponsored  by 
Business  Week, 
and  is  the  site  of  the 

1991 

Businessweek 

CFO/VP-HR 

Summit  on  Controlling 
Health  Care 
Costs  and  Quality. 


Keynote  Speakers 

Representative  Patricia  Schroeder 
(D-Colorado) 

Dr.  Henry  Aaron 
Director  of  Economic  Studies 
Brookings  Institution 

Kenneth  Abramowitz 
Analyst,  Sanford  C.  Bernstein  &  Co. 

Vernon  R.  Loucks,  Jr. 
Chairman/CEO,  Baxter  International 

Joseph  T.  Brophy 
President,  Travelers  Managed  Care 

1991  Conference  Tracks 

•  Corporate  Benefit  Managers 

•  Managed  Health  Care  Executives 
and  Administrators:  An  Overview 

•  PPOs  in  Managed  Care 

•  Pharmaceutical  Benefits  and  Services 

•  Behavioral  Health  Care 

•  Information  Management 

•  Hospitals  and  Managed  Care 

•  Managed  Care  for  High  Risk 
Employees  and  Clients 

•  Physicians  and  Managed  Care 

•  Strategic  Marketing  in  the 
Managed  Care  Environment 

Training  Issues  for  Managed  Care:  How  to 
Attract,  Train,  and  Keep  Good  People 
Issues  for  Managed  Care  and  the  Military 
Medical  Delivery  Network 


The 


National 


Managed 


Health  Care 


Congress  


WASHINGTON  HILTON  ■  APRIL  8-11, 1991 


Yes!  I'd  like  to  save  $100.  Register  me  for  NMHCC91  at  the  ad 


□  4-Day  Passport  (4/8-11):  Conference,  Seminar,  Expo,  &  Banquet:  $845* 

Includes  Half-Day  Seminar  and  Luncheon  on  April  8,  and  opening  night  banquet. 
Please  check  Seminar  choice  here: 

□  SI  The  Basics  of  Managed  Care 

O  S2  Marketing  Managed  Care  to  Employers  and  Executives 
O  S3  Supplying  the  Managed  Care  Industry 

□  S4  Chemical  Dependency  and  Managed  Care 

□  S5  Pharmaceutical  Services:  Economics  and  Quality  of  Care 

□  86  Technology  Assessment  and  Impact  for  Managed  Care  ,  , 
G  S7  How  to  Attract.  Train,  and  Keep  Good  People 

□  S8  The  Military  Medical  Services  System:  Overview  and  Opportunities 
n  S9  Preferred  Provider  Organizations 


Title, 


eanization 


Address. 


Ciry/State/Zip_ 
Phone  


Cardholder's  name  _ 


□  3-Day  Conference  and  Expo  (4/9-11):  $595* 

□  Business  Week  Summit  (including  4-Day  Passport):  $995 
Tell  me  more,  please  send  infonnation  about: 

I  □    The  Conference  Program  □    Business  Week  C¥0/W?-HR  Summh 

*  Regular  on-site  price  is  $945 for  i-Day  Passport.  $695 for  3-Day  Conference.  Advance  registration  ends  March  22,  1991 


Payment:  □  Check  enclosed  (to  NMHCC)  □  MC  □  Visa  □  Ame 
Card  #  


Exp 


Seating  is  limited—don 't  delay!  Mail  the  coupon  to  NMHCC,  Expo  Management  Inc. 
1601  TrapeloRd,  Waltham.  MA  02154,  fax  it  to  617-290-0409.  or  call  617-290-0400. 
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Economic  Viewpoint 


THE  BANK  CRISIS  AND  THE  S&L  FIASCO: 
TWO  SIDES  OF  A  BAD  COIN 


BY  ALAN  S.  BLINDER 


B^mks  and  thrifts  cire 
both  in  sorry  shape 
— but  not  for 
the  sanie  reasons. 
The  S&Ls  suffered 
from  deregulation, 
while  banks  are 
losing  money  the 
old-fashioned  wav 


ALAN      BLINDER  IS  THE  GORDON  S. 
RENTSCHLER  MEMORIAL  PROFESSOR 
OF  ECONOMICS  AT  PRINCETON 
AND  THE  AUTHOR  OF  HARD  HEADS. 
SOFT  HEARTS 


IS  it  deja  vu  all  over  again?  Is  the  current 
banking  crisis  a  replay  of  the  savings  and 
loan  debacle?  Since  Yogi  Berra  has  not 
ruled  on  the  matter,  allow  me.  My  answer  is: 
yes  and  no,  but  more  no  than  yes. 

The  major  difference  is  that  the  savings  and 
loan  associations,  children  of  regulation,  were 
designed  with  a  fundamental  flaw  that  com- 
mercial banks  do  not  share:  They  borrowed 
short  to  lend  long.  That's  risky  when  interest 
rates  change,  because  market  values  of  fixed- 
rate  mortgages  fluctuate  dramatically  while 
tlie  values  of  bank  deposits  hardly  move. 
When  interest  rates  soared  in  the  1970s  and 
early  1980s,  the  asset  values  of  many  thrifts 
plunged  so  far  that  their  net  worth  became 
negative  at  market  value.  Barring  an  interest- 
I'ate  miracle,  they  were  finished. 

Congress  made  a  last-ditch  effort  to  save 
the  dying  s&Ls  by  broadening  their  lending 
powers  and  expanding  deposit  insurance.  But 
Congress  forgot — that's  the  charitable  inter- 
pretation— one  small  detail.  If  you  grant  new 
powers  to  moribund  institutions  with  insured 
deposits,  you'd  better  watch  them  carefully.  If 
you  don't,  even  honest  executives  may  suc- 
cumb to  the  temptation  to  use  insured  deposits 
to  make  risky  but  high-yielding  investments.  If 
the  gambles  pan  out,  the  .s&L  may  be  saved.  If 
they  don't . . .  well,  it  was  doomed  anyway — 
and  depositors  are  protected.  When  Congress 
failed  to  beef  up  the  supervisory  agencies,  an 
unseemly  number  of  unscrupulous  financial 
cowboys  were  attracted  by  the  prospect  of 
gambling  with  other  people's  money.  Thus  did 
the  once-sleepy  S&L  industry  come  to  be  the 
home  of  Charlie  Keating. 
OVER  THE  CLIFF.  None  of  this  resembles  the 
plight  of  the  commercial  banks.  They  closely 
match  the  maturity  structures  of  their  assets 
and  liabilities,  and  so  are  relatively  immune  to 
interest-rate  swings.  They  have  not  received 
new  lending  powers.  And  they  are  supervised 
more  rigorously  than  thrifts  were.  Why,  then, 
are  so  many  banks  heading  for  the  tank?  It 
seems  they  lost  money  the  old-fashioned  way: 
through  bad  business  judgment.  Imitating 
lemmings,  too  many  bankers  lent  too  much 
money  to  developing  countries,  to  corporate 
raiders  and  defenders,  and  to  real  estate  devel- 
opers who,  in  retrospect  and  perhaps  even  in 
prospect,  were  poor  credit  risks.  Too  many 
allegedly  prudent  bankers  left  their  loan  port- 
folios inadequately  diversified. 

While  banks  were  shooting  themselves  in 
the  foot,  new  competitors  were  shooting  them 
through  the  heart  by  encroaching  on  their  tra- 
ditional territories.  Now,  all  of  us  can  hold 
checkable  balances  outside  banks — with  mutu- 
al-fund companies,  with  stock  brokers,  and 


even  with  thrifts.  The  best  corporations  bo 
row  more  than  ever  on  the  securities  marke 
and  from  foreign  banks. 

So,  the  banking  crisis  is  not  a  replay  of  tl 
S&L  crisis.  Nonetheless,  there  are  some  disqi 
eting  similarities.  First,  severe  loan  loss* 
have  left  many  banks  in  a  weakened  state  an 
in  conjunction  with  deposit  insurance,  ha\ 
created  incentives  to  "bet  the  bank"  on  risl< 
ventures.  Sound  familiar?  Second,  the  Feder 
Deposit  Insurance  Corp.  is  badly  underfunde 
This,  too,  sounds  familiar — and  will  soon  fon 
Congress  to  act.  The  premiums  that  banks  pE 
for  deposit  insurance  will  surely  be  raised,  ar 
there  is  talk  of  a  one-time  levy  to  bolster  tl 
insurance  fund. 

BENIGN  STEPS.  Two  Other  ideas  are  under  a 
five  discussion  but  should  be  approached  wr 
caution.  Some  kind  of  limit  on  federal  de 
osit-insurance  coverage  may  well  be  part  « 
a  long-term  redesign  of  the  banking  syster 
But  it  should  not  be  enacted  now,  in  tl 
midst  of  a  recession.  The  last  thing  we  ne(j 
in  1991  is  a  collapse  of  confidence  in  deposj 
insurance. 

The  other  idea — forcing  banks  to  raise  mo 
capital — must  certainly  be  part  of  the  long-n 
solution.  A  bank's  capital  is  the  "deductible" 
its  deposit-insurance  policy:  If  the  bank  fai 
the  FDIC  subtracts  the  deductible  and  pays  tl 
balance  to  depositors.  Thus,  more  bank  capit, 
reduces  the  FDlc's  exposure.  But  once  agai 
this  is  the  wrong  time  to  do  the  right  thin 
With  the  stock  market  so  sour  on  bank  stock 
it's  not  a  propitious  moment  to  force  them  < 
issue  new  shares.  Nor  can  troubled  banks  wii 
depressed  earnings  accumulate  much  equi 
by  retaining  earnings.  (But  they  have  no  bu 
ness  paying  dividends!)  So  if  regulators  for 
banks  to  raise  the  ratio  of  capital  to  assets,  t[ 
banks  may  extend  less  credit — thereby  deepc 
ing  the  recession. 

In  short,  now  is  not  the  time  to  punish  t 
banks,  even  if  they  have  sinned.  In  fact,  sin 
higher  deposit-insurance  premiums  will  imp: 
bank  profitability,  we  should  probably 
thinking  of  ways  to  repair  the  damage.  0 
relatively  benign  step  is  to  end  the  archr 
restrictions  on  interstate  banking.  Anothei' 
to  permit  or  even  encourage  mergers  and  o 
solidations  that  reduce  costs.  After  all,  it- 
better  to  weed  out  redundant  banks  throu 
mergers  than  through  bankruptcies. 

Neither  measure  offers  quick  results,  buU 
third  one  does:  By  lowering  reserve  requi- 
ments,  the  Federal  Reserve  Board  can  bra 
give  bank  profits  a  quick  boost  and  fight  f- 
cession.  By  no  coincidence,  the  Fed  did  preci  - 
ly  this  last  month.  Perhaps  it  is  time  fon 
second  dose.  ^ 
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J&B  Scotch  Whisky.  Blended  and  bottled  in  Scotland  by  Justerini  &  Brooks,  fine  wine  and  spirit  merchants  since  1749. 
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What  does  Compaq  give  386  users 
who  expect  the  moon? 


Giving  demanding  users 
the  best  PC  possible  is  a 
tradition  at  Compaq. 
A  tradition  we  upheld 
when  we  introduced  the 
world's  first  PCs  based 
on  Intel's  386  and  386SX 
microprocessors.  And  a 
tradition  that  continues  in 
our  comprehensive  line  of 
desktop  PCs. 

Within  this  line  you'll  find  six  different  levels  of 
386  performance  and  affordability.  And  a  PC  designed 
to  give  you  the  perfect  balance  of  features  and  power. 
You'll  find  the  reliability  and  compatibility  you've 
come  to  expect  from  Compaq.  Plus  the  flexibility  to 
choose  from  a  wide  array  of  optional  features. 

You'll  also  find  an  Authorized  COMPAQ  Computer 
Dealer,  who's  trained  to  match  the  right  peripherals 
and  software  with  the  right  PC.  And  to  tailor  a  solution 
to  your  exact  needs.  All  at  prices  that  are  more 
competitive  than  ever. 

Come  look  at  the  COMPAQ 
DESKPRO  386N  Personal  Computer, 
for  example.  It's  a  full-function  PC 
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with  breakthrough 
features  for  networked 
environments.  As  a 
stand-alone  PC,  its 
16-MHz  386SX 
microprocessor 
handles  all  of  the 
general  business 
applications  our 
other  386SX-based  PCs 
run.  With  so  many  integrated  features,  you  can  take  care 
of  your  expansion  needs  using  only  two  slots. 

And  it  comes  with  a  host  of  unique  network 
features  like  multilevel  security,  making  if  the  best 
full-function  PC  for  connected  environments.  All  of 
this  fits  neativ  into  a  space-saving  design. 

The  COMPAQ  DESKPRO  386s 
Personal  Computer  is  also  designed 
to  handle  general  business 
applications.  Its  16-MHz  386SX 
micfupiucessur  gives  you  exceptional  386 
performance.  And  its  32-bit  architecture  lets  you 
run  today's  popular  business  software.  It  also 
offers  the  flexibility  to  run  tomorrow's  advanced 
business  software. 


The 
stars. 


Project 
managers 
and  other 
general 
business 

users  will  find  everything  they  need 
to  manage  databases  and  speed  through  complex 
spreadsheets  in  the  COMPAQ 
DESKPRO  386S/20  Personal 
||UH  Computer.  It  delivers  the  maximum 
in  20-MHz  386SX  performance  and 
a  broad  range  of  integrated  features. 

The  COMPAQ  DESKPRO  386/20e  Personal 
Computer  is  for  experienced  users.  It's  perfect  for 
demanding  applications  like  presentation  graphics. 
And  it's  loaded  with  high- 
performance  features  like  an 
advanced  cache  architecture. 
So  it  runs  up  to  50%  faster  than 
other  20-MHz,  non-cached  386-based  PCs. 

For  users  doing  similar  jobs,  but  with  more 
stringent  performance  needs,  we  offer  the  COMPAQ 
DESKPRO  386/25e  Personal  Computer.  Its  25-MHz 
32-bit  performance  lets  you  fly  through  financial 
analysis  as  well  as  other  demanding  applications. 


It's  the  perfect 
personal 
computer  for 
people  who 
are  serious 


number  crunchers,  administrators 


who  manage  massive  loads  of 
information  and  engineers  who 
work  on  generating  complex  two- 
dimensional  CAD  drawings. 

At  the  most  demanding  level  of  386  computing  are 
the  power  users  who  do  graphic-intensive  applications 
like  3-D  CAD  drawings  and  other  performance- 
intensive  applications.  These  people  need  the  kind  of 
high  performance  that  the  COMPAQ  DESKPRO  386/33L 
Personal  Computer  delivers.  It 
combines  the  fastest  386  chip 
with  high-performance  innovations. 
And  it  lets  you  easily  upgrade  to  the 
power  and  performance  of  a  486  chip. 

If  you're  looking  for  the  386  desktop  PC  that  simply 
works  better  for  whatever  you  do,  call  1  -800-23 1  -0900, 
Operator  129.  In  Canada,  call  1-800-263-5868,  Operator  129. 

 comPAa 

It  simply  works  better. 


BY  GENE  KORETZ 


AS  HOUSING  STARTS 
GO,  SO  GOES 
THE  ECONOMY 


Keep  your  eye  on  residential  con- 
struction if  you  want  to  Itnow 
whether  the  recession  is  about  to  bottom 
out.  A  leading  indicator  of  business  ac- 
tivity, housing  starts  have  never  lagged 
behind  a  recovery  and  have  turned  up 
prior  to  the  economy  in  six  of  the  eight 
postwar  recessions. 

Judging  by  the  latest  numbers,  then, 
the  outlook  for  a  near-term  economic  re- 
vival and  for  the  housing  sector  itself 
remains  grim.  Housing  starts  continued 
to  weaken  in  December,  plunging  12%, 
to  an  annual  rate  of  just  987,000,  bring- 
ing last  year's  total  to  1.19  million,  the 
lowest  level  since  1982. 
The  old  adage  that  it's  always  darkest 


HOME  BUYING  GETS 
MORE  AFFORDABLE 
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before  the  dawn  may  well  apply  to  the 
current  housing  situation,  however.  At 
least  that's  the  way  Wall  Street  appears 
to  see  it.  Housing  analyst  Barbara  Allen 
of  Kidder,  Peabody  &  Co.  notes  that 
homebuilding  stocks  led  the  market  in 
the  fourth  quarter  and  are  still  outper- 
forming the  broad  indexes.  "If  mortgage 
rates  continue  to  decline,  as  I  expect 
them  to,"  she  says,  "we  could  see  a  sur- 
prisingly strong  comeback  in  housing  de- 
mand in  the  spring." 

Economist  David  Hale  of  Kemper  Fi- 
nancial Services  Inc.  thinks  the  public 
has  been  so  obsessed  with  the  Persian 
Gulf,  liie  deepening  recession,  and  ru- 
mors o  "olhtpsing  housing  prices  that  it 
has  faile*'  to  appreciate  positive  develop- 
ments such  as  declining  interest  rates 
and  inflation.  He  points  out  that  while 
respondents  to  the  University  of  Michi- 
gan's latest  monthly  consumer  survey 


show  a  growing  awareness  that  good 
housing  buys  at  low  prices  are  now 
available,  they  continue  to  complain  of 
tight  credit  and  high  interest  rates  even 
though  mortgage  rates  have  been  com- 
ing down.  "Once  the  Persian  Gulf  crisis 
is  resolved,"  he  says,  "potential  home 
buyers  are  likely  to  realize  just  how 
much  mortgage  rates  have  fallen." 

One  indicator  that  bodes  well  for  sales 
of  both  new  and  existing  homes  is  the 
National ~ Association  of  Realtors'  affor- 
dability  index,  which  uses  interest  rates, 
housing  prices,  and  household  income 
trends  to  measure  how  affordable 
homes  are  to  average  families.  With 
mortgage  rates  falling  and  home  prices 
soft,  that  index  has  been  strengthening 
sharply  recently  and  in  November  hit  its 
highest  level  since  1977  (chart). 

While  that  implies  an  appreciable  pick- 
up in  demand,  neither  Hale  nor  Allen 
expects  the  kind  of  sharp  rise  in  residen- 
tial construction  itself  that  characterized 
earlier  recoveries.  For  one  thing,  the 
overbuilt  multifamily  sector  is  likely  to 
remain  depressed  for  some  time.  For  an- 
other, the  financial  woes  of  banks  and 
thrifts  will  severely  reduce  credit  avail- 
ability for  the  thousands  of  small  private 
builders  who  traditionally  account  for 
90%  to  957"  of  single-family  starts. 

"The  coming  demand  pickup,"  says 
Allen,  "will  mainly  benefit  the  large  pub- 
licly held  builders  with  access  to  credit." 
It  should  also  benefit  sales  and  prices  of 
existing  homes.  "The  biggest  initial  plus 
for  the  economy,"  says  Hale,  "may  well 
be  the  tonic  effect  of  stabilizing  asset 
prices  on  consumer  confidence." 


A  WHITE-COLLAR 
RECESSION? 
WRONG  COLOR 


Despite  the  widely  publicized  woes  of 
highly  paid  white-collar  workers, 
economist  Bruce  Steinberg  of  Merrill 
Lynch  &  Co.  points  out  that  157'  of  the 
820,000  employees  (excluding  health  care 
workers)  cut  from  private  payrolls  since 
June  have  been  blue-collar  factory  or 
construction  workers.  And  though  ser- 
vice-sector employment  has  slowed  more 
than  in  past  downturns,  the  biggest  hit 
has  been  taken  by  lower-level  employees 
such  as  sales  clerks,  bank  tellers,  and 
office  temps. 

Statistics  tell  the  story.  While  overall 
joblessness  has  jumped  from  5.3%  to 
6.19^  over  the  past  year,  the  unemploy- 
ment rate  among  white-collar  managers 
and  professionals  has  only  edged  up 
from  1.9%  to  2.1%.  But  the  rate  has 
climbed  to  4.4%-  among  sales,  technical, 
and  clerical  types,  and  among  skilled  and 


unskilled  blue-collar  workers  it  has 
jumped  to  7.1%  and  9.9%,  respectively. 
Many  industries  that  have  cut  payrolls, 
such  as  retail  and  wholesale  trade  and 
banking,  have  still  made  no  net  reduc- 
tion in  their  management  ranks. 

In  sum,  there's  a  noticeable  blue  ring 
around  the  so-called  white-collar  reces- 
sion. "Nearly  99%-  of  the  net  job  loss  to 
date,"  says  Steinberg,  "has  been  among 
production  and  nonsupervisory  work- 
ers— the  same  as  in  every  recession." 


WHY  SLOWER  GROWTH 
OVERSEAS  WON'T  SLOW 
U.S.  EXPORTS  MUCH 


*BJears  that  an  economic  slowdown 
Foverseas  will  curtail  growth  in  U.  S. 
exports  and  thus  impede  an  upturn  in 
the  economy  later  this  year  are  exagger- 
ated," argues  Maury  Harris  of  Paine- 
Webber  Inc. 

Harris  points  out  that  the  trade- 
weighted  dollar  declined  by  about  10%  in 
1990,  and  econometric  research  indicates 
that  each  percentage-point  drop  in  the 
exchange-rate  value  of  the  dollar  boosts 
real  merchandise  exports  by  about  a  per- 
centage point  over  a  two-year  period. 
Similar  studies  indicate  that  each  per- 
centage-point drop  in  foreign  growth 
lowers  real  U.  S.  exports  by  a  full  per- 
centage point  over  a  year. 

Thus,  "if  such  research  is  reasonably 
accurate,"  says  Harris,  "it  would  take 
an  implausibly  large  five-percentage- 
point  drop  in  foreign  growth  to  fully 
offset  the  stimulative  effect  of  last 
year's  dollar  decline  on  exports."  Re- 
cently, the  Organization  for  Economic 
Cooperation  &  Development  projected 
that  real  growth  among  its  members, 
excluding  the  U.  S.,  would  decelerate  by 
a  little  more  than  a  percentage  point, 
from  3.7%  in  1990  to  2.5%  in  1991. 


MORE  COMPANIES 
HAVE  LESS 
FOR  EMPLOYEES 


The  recession  is  inspiring  new  efforts 
to  control  labor  costs.  According  to  a 
mid-December  survey  of  412  major  U.  S 
companies  by  Sibson  &  Co.,  one-fourth 
have  decided  to  reduce  the  salary  in- 
creases for  1991  that  they  projected  only 
three  months  earlier.  Among  those  cut- 
ting back,  average  executive  salary  in- 
creases have  been  trimmed  from  5.79 
to  4.8%,  while  scheduled  increases  for 
other  employees  have  now  been  lowered 
to  4.6%  or  4.7%'  from  a  range  of 
5.2%  to  5.4%.  B 
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Office  copiers  are  growing  up  and  going  digital 
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WITH  MORE  POWER 


Today's  dynamic  machines  improve  your  performance  by  delivering  much 


more  power.  *X*  Digital  office  copiers  offer  you  one  exciting  surprise  after 


another:  Imagine  a  copier  that  can  produce  a  collated,  folded,  saddle- 


stitched  pamphlet,  or  an  8  1/2"  x  11"  report  with  an  1 1"  x  17"  Z-folded 


spreadsheet  inserted  -  either  format  at  the  touch  of  a  button.  *l*  Or  how 


about  a  copy  machine  that  can  highlight  headlines  or  captions  throughout 


a  report  at  a  single  operator  command  -  and  in 


your  choice  of  color?      And  what  would  you  think 


of  a  copier  that  can  sense  when  something  is 


wrong,  self-diagnose  the  problem,  automatically 


call  for  servicing,  fix  the  situation  over  the  phone 


Digital  Copying  from  Kodak 
These  capabilities  and  feature 
are  not  on  the  planning  boon 
but  on  the  production  line  at 
Eastman  Kodak  Company 
today.  Their  latest  office  cbpie 
are  designed  to  improve  user 
performance  -  by  saving  tin 
I  and  money. 


when  possible,  or  schedule  a  service  visit  and  order  the  parts  needed  to 


complete  the  repair?  V 
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Every  copier  company 
makes  promises. 
Kodal<  bacl<s  them  up 
with  what  counts: 
exceptional  performance 
that's  kept  Kodak  copiers 
rated  #/  in  customer 
satisfaction  year  after  yean 


COUNTS 


Performance  that  counts 
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ELCOME  TO  THE  DIGITAL  AGE 

Digital  copiers  afford  users  new  solutions  to  current 
problems.  For  example,  the  "tired"  original  that 
gets  re-fed  over  and  over  to  make  multiple  copies 
never  ends  up  dog-eared  in  a  digital  copier.  Ohginals 
are  scanned  in  one  time  only,  and  their  images  are 
stored  in  digital  format  so  that  any  number  of 
copies  can  be  made  from  that  single  pass. 

Because  there  are  fewer  moving  parts,  digitally 
based  office  copier  systems  are  more  reliable  and 
easierto  service.  In  fact,  reliability  and  serviceability 
are  integral  parts  of  the  original  design  specifications 
for  these  machines.  Service  personnel  now  use 
laptop  computers  to  diagnose  problems  and 
replacement  modules  to  fix  them.  That  translates 
into  fewer  and  faster  service  calls. 

Like  most  new  technologies,  digital  copying  is  going 
through  an  introductory  period  as  offices  initiate 
the  crossover  from  optical  copying.  Kodak  is 
helping  to  facilitate  that  process  by  offering  a  new 
series  of  copier-duplicators,  some  fully  digital, 
others  that  bridge  digital  and  analog  technologies. 

Kodak's  solutions  are  not  merely  innovative  ma- 
chines with  short,  straight  paper  paths,  but  a 
system  of  customer  support,  service,  and  interac- 
tion designed  with  one  goal  in  mind:  improve  the 
performance  of  the  customer,  whether  the  user  be 
a  workgroup,  a  department,  a  central  reproduction 
department,  or  all  three.  And  Kodak's  sales  people 
are  specially  trained  in  industry-specific  and  busi- 
ness-specific applications  in  order  to  better  serve 
the  unique  needs  of  individual  users. 


{ERFORMANCE-PLUS  DIGITAL  COPIERS 

With  the  KODAK  1500  Series  Copier-Duplicators, 


kodak's  digital  !  500  Series  Copier-Duplicalors  can  be  specifically 
configured  to  individual  workplaces. 


digital  copying  comes  of  age.  An  original  is  scanned 
once  and  printed  limitless  times,  with  each  copy  as 
perfect  as  the  original.  A  revolutionary  break- 
through, the  Kodak  imaging  technology  employs 
the  world's  fastest  simultaneous  scanning  and 
printing  speeds  -  70  pages  per  minute  -  with  high 
resolution.  The  series  can  be  customized  to  the 
user  -  that  is,  each  machine  is  composed  of  mod- 
ules so  that  systems  can  be  expanded  and  config- 
ured to  suit  the  needs  of  individual  workplaces. 

KODAK'S  1500  Series  machines  can  also  be  up- 
graded as  needs  evolve.  Whether  originals  are  on 
paper,  on  a  diskette,  or  on  a  network,  the  KODAK 
1500  Series  Copier-Duplicators  will  have  the  capa- 
bility to  accommodate  all  three  modes  of  input  and 
turn  out  unlimited  original  copies.  Even  color  will 
soon  be  available  to  enhance  communications. 

Digital  copiers  from  Kodak  make  it  simple  to  in- 
clude oversized  spreadsheets  and  drawings  in  an 
8  1/2"  x  11"  stapled  report,  such  as  those  used  in 


COPIER 

SAnSFAOnON 
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Kodak  copiers  come  with  a  customer  satisfaction  guarantee: 
either  you're  happy  or  well  do  whatever  it  takes 
to  make  you  happy  Your  satisfaction  counts. 


Performance  that  counts 


legal,  accounting,  and  engineering  firms.  Over- 
sized pages  are  copied  onto  11"  x  17"  sheets  that 
are  automatically  Z-folded,  inserted,  and  stapled  in 
their  proper  place  in  a  report. 

Headaches  and  paper  cuts  from  trying  to  number, 
collate,  and  assemble  the  pages  of  large  booklets 
sequentially  are  a  thing  of  the  past.  With  the  1500 
series,  the  originals  of  an  odd-  or  even-number  page 
booklet  are  first  scanned  into  memory.  The  ma- 
chine then  paginates,  lays  out  the  sequence,  prints 
double-sided  11"  x  17"  sheets  in  the  correct  order, 
collates  and  folds  them,  and  then  saddle-stitches 
the  results  into  an  8  1/2"  x  11"  booklet  -  all 
automatically  at  the  touch  of  a  button. 

A  special  insertion  feature  allows  users  to  add  in 
additional  pages  from  a  separate  feed  tray,  so  that 
8"  x  10"  glossy  photographs,  original  signature 
pages,  and  pre-printed  tab  stock  can  now  be  in- 
serted automatically. 

Remote  billing  and  remote  diagnostics  are  addi- 
tional standard  features  that  help  improve  user  per- 
formance by  reducing  downtime,  eliminating  unnec- 
essary service  calls,  and  drastically  reducing  paper- 
work and  clerical  time  involved  in  copier  mainte- 
nance and  accounting. 

PTICAL  COPIERS  WITH  DIGITAL  CAPABILITY 

Like  the  1500  series,  the  KODAK  2100  Series 
Duplicators  use  the  SPD  (Small  Particle  Develop- 
ment) toner  system,  which  ensures  that  each  copy 
preserves  the  quality  details  of  the  original.  The 
2100  series  also  employs  VHQ  (Very  High  Quality) 
technology  that  emulates  offset  printing  with  the 
ease  and  turnaround  of  office  copying.  These 
Kodak  imaging  technology  exclusives  mean  that 
details,  from  fine  lines  to  photographs,  are  repli- 


cated with  superior  reproduction  quality. 

While  digital  color  capability  is  on  Kodak's  drawing 
board  as  an  option  for  the  KODAK  1500  Series 
Copier-Duplicators,  optical  color  is  available  now  in 
the  2100  series  duplicators.  This  nev;  family  of  ma- 
chines is  the  first  to  combine  optical  copying  and 
digital  capability,  bridging  the  two  technologies. 
The  2100  sehes  also  delivers  the  best  image  qual- 
ity and  the  fastest  speed  (110  pages  per  minute) 
ever  offered  by  Kodak  -  characteristics  most  wel- 
comed by  the  frequent  copier  operator. 

The  2100  series  can  also  be  used  as  an  advanced 
duplicator  with  such  features  as  automatic  page 
numbering,  automatic  f/meandc/afestamping,  and 
the  ready  addition  of  user-defined  descriptive  nota- 
tions such  as  "Confidential,"  "Restricted  Informa- 
tion," or  "Draft  Copy."  When  used  in  the  digital 
mode,  KODAK  2100  Series  Duplicators  can  act  as 
proof  printers,  accepting  originals  on  diskette 
through  the  copiers'  3  1/2"  or  5  1/4"  disk  drives, 


The  KODAK  21 00  Series  Duplicators  combine  optical  copying  witfi 
digital  capability- 


COPIER 

SERVICE 
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Kodak  copiers  come  with  service  from  well -trained, 
well -equipped  people  who  arrive,  and  do  the  job,  quickly. 
That's  what  counts.  That's  what  we  deliver 


Performance  that  counts 
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and  printing  at  110  pages  per  minute. 

The  2100  series  also  features  a  mail-merge  capa- 
bility  that  allows  users  to  merge  a  distribution  list 
with  documents  electronically,  thereby  cutting  down 
on  clerical  work  and  increasing  throughput.  User 
creativity  is  given  free  reign  with  the  2100  series' 
ed/l/ng  capabilities:  Users  can  remove  parts  of  a 
page  and  insert  substitutions;  color  can  be  used  to 
highlight  headlines  and  captions;  and  the  erasure 
feature  gets  rid  of  marginal  notes  and  unwanted 
markings  on  the  original  so  that  the  copy  can  look 
even  better  than  the  original  document. 

USTOMER  PERFORMANCE  ABOVE  ALL 

A  long-standing  and  essential  component  of  all 
these  new  products  is  Eastman  Kodak  Company's 
assurance  of  quality  and  support. 

"At  Kodak  we  believe  our  relationship  with  our  cus- 
tomers is  the  strongest  in  the  industry,"  explains 
Chuck  Trowbridge,  vice  president  and  general 
manager  of  Kodak's  Copy  Products  Division.  "For 
years  we  have  been  the  leader  in  our  commitment 
to  comprehensive  customer  satisfaction,  and  to- 
day our  people  continue  to  make  the  difference." 

Supporting  that  heritage,  Kodak  has  a  service  force 
of  committed  people  ready  to  assist  on-site.  In  ad- 
dition, the  company  has  established  a  Customer  In- 
formation Center  with  a  toll-free  number  (1-800- 
255-3434,  Ext.  179)  direct  to  its  copying  and 
printing  systems  experts  who  are  specially  trained 
in  customer  applications. 


i 


ULTI-FUNCTION  PERSONAL  PRINTER 

Businesses  that  are  looking  for  more  productive 
ways  of  generating  paper  output  will  find  help  with 


Kodak's  Copy  Products  innovafions   ;  •■  :■  ' 
Among  Kodak's  Many  "Firsts": 

1 975  -  benchmark  image  quality,  product 
reliability  with  microprocessor  control 

1 976  -  completely  finished  sets  with  automatic 
feeding  and  in-line  stapling        *  . 

1 979  -  bi-directional  sorter . 

1 982  -  single-pdss  duplexing  and  d  tri-modgl 
feeder 

1 983  -  built-in  copy  controller"  ■ 

1 986  -  AccentColor  and  high-speed,  cut-sheet, 
non-impact  LED  page  printer 

1 988  -  high-speed  color  copying  at  23  copies 
per  minute,  four  times  faster  than  any  other  color 
copier  product 

1 989  -  Kodak  copier  rated  #r  in  averall 
customer  satisfaction  for  9th  year  in  a  row 

1990  -  superspeed  networked  printing 
capability  . 

1991  -  digital  modularity! 


that  problem  through  digital  technology  and  a  new 
kind  of  printer  from  Kodak. 

In  response  to  user  needs,  the  company  has  devel- 
oped a  multi-function  personal  printer,  the  KODAK 
Ektaplus  7016  printer,  which  is  a  candidate  for  a 
new  industry  standard. 

The  Ektaplus  7016  serves  up  to  four  users  or 
networks  on  Apple  Macintosh  and  MS-DOS-based 
computers  with  laser-quality  output  at  16  pages 
per  minute  -  twice  as  fast  as  most  personal  page 
printers.  The  Ektaplus  7016  also  produces  con- 
venience copies  at  6  pages  per  minute. 

"This  multi-function  printer  is  a  productivity  tool  for 
workgroups  in  every  office  environment,  from  the 
smallest  company  to  The  Business  Week  1000 
firms,"  says  Geoffrey  J.  Smith,  managerfor  Kodak's 
Personal  Printer  Products.  "Because  the  Ektaplus 


Kodak  copier  customers  have  benefitted  from  the  most 
advanced  technology  in  the  industry.  What  counts  is  our  continued 
innovations  that  mal<e  people  more  productive. 
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7016  printer  is  twice  as  fast  as  most  personal  page 
printers,  users  are  able  to  retrieve  documents 
quickly.  Combining  convenience  copying  with  pow- 
erful printing  improves  workgroup  productivity  by 
bringing  these  daily  office  functions  closer  to  users' 
desktops." 

The  printer  comes  with  two  ports,  expandable  to 
four,  and  accepts  requests  from  all  ports  simulta- 
neously. Each  port  can  be  configured  independ- 
ently with  one  of  six  printer  emulations,  including 
IBM  Proprinter,  Hewlett  Packard  LaserJet  II  (HP- 
PCL),  Epson  FX80,  Diablo  630,  and  the  Hewlett 
Packard  7475A  plotter  (HPGL).  Adobe  PostSchpt 
page  description  language  is  available  as  an  option 
for  the  Ektaplus  7016  printer,  while  the  Ektaplus 
7016PS,  an  upgraded  model,  comes  already 
equipped  with  an  Adobe  PostScript  board. 


KODAK'S  Ektaplus  7016  desktop  printer  can  be  shared  by  both 
Apple  Macintosh  and  MS-DOS  users. 


optical  and  digital  technologies.  Our  newest  ma- 
chines give  people  the  option:  stay  with  optical,  go 
digital,  or  have  it  both  ways.  Whatever  the  choice, 
we're  there  to  see  to  it  that  the  result  is  improved 
customer  performance." 


IGITAL  COLOR  IS  NEXT 

The  possibilities  for  increased  copier  capabilities 
are  seemingly  limitless  as  digital  technology  en- 
ables machines  to  afford  users  more  and  more 
flexibility  and  power.  At  Kodak,  digital  color  copying 
is  currently  under  development,  and  the  technology 
will  be  available  in  the  near  future  as  an  option  for 
the  KODAK  1500  Senes  Copier-Duplicator. 

As  copiers  continue  to  evolve  into  digital  machines 
that  can  speak  to  the  other  equipment  in  today's 
high-tech  offices,  Kodak  is  committed  to  delivering 
performance-enhancing  innovations  and  to  helping 
users  expand  their  systems  as  their  needs  change. 

"Allowing  business  and  industry  -  service  compa- 
nies, manufacturers,  government,  universities,  quick 
printers,  and  others  -  to  move  at  their  own  pace  in 
the  switch  to  digital  is  key,"  maintains  Trowbridge. 
"We  want  to  help  them  bridge  the  gap  between 


That  focus  on  the  individual  customer  is  paramount 
at  Kodak  and  is  integral  to  all  the  copying  and  print- 
ing systems  available  now  and  underdevelopment. 

"Our  goal,"  explains  Michael  J.  Murray,  general 
manager  of  marketing  and  vice  president  of  Kodak's 
Copy  Products  Division, "  is  to  improve  the  perform- 
ance of  our  customers  through  increased  produc- 
tivity, improved  reliability,  and  enhanced  image 
quality.  Or  by  any  specific  goal  set  by  the  individual 
customer. 

"Our  role  is  to  help  the  customer  perform,  period. 

FOR  MORE  INFORMATION  REGARDING  THE  PRODUCTS  IN  THIS 
SECTION,  CALL  1 -800-255-3434,  EXT.  179. 


I  The  text  was  written  by  Ron  Bognore  in  conjunction 
with  USA  Chicago,  Inc.  Photo  illustrations  by  David 
McGlynn.  Art  Direction  by  Platinum  Design/ Inc. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


A  DOUBLE  WHAMMY 

HAS  THE  ECONOMY  REELING 


Wi 


ar  abroad  and  recession  at  home:  It's  a  combi- 
nation that  the  U.  S.  has  never  experienced. 
Economists  are  still  grappling  with  how  it  is 
likely  to  play  out.  Clearly,  the  August  oil  shock  contrib- 
uted to  the  severity  of  the  downturn.  But  because  the 
economy's  problems  go  far  beyond  the  price  of  oil,  even 
a  quick  victory  over  Iraq  isn't  likely  to  lift  the  economy 
out  of  recession. 

So  far,  the  biggest  surprise  of  the  war  is  that  the 
feared  spike  in  oil  prices  lasted  only  a  few  hours  instead 
of  a  few  weeks.  By  Jan.  18,  barely  two  days  into  the 
war,  prices  of  Arabian  light  crude  had  plunged  below 
$20  a  barrel  (chart).  That's  about  where  they  were  just 
before  Iraq's  invasion  of  Kuwait  on  Aug.  2. 

There  is  no  question  that  low- 
er oil  prices  are  a  plus  for  the 
economy.  They  will  mean  lower 
inflation  and  lower  long-term  in- 
terest rates,  which  will  help  the 
economy  where  it  needs  help 
most — in  the  consumer  sector. 
Lower  inflation  and  rates  will 
boost  consumers'  purchasing 
power,  shore  up  confidence,  and 
lift  demand  for  big-ticket  items 
such  as  houses  and  cars. 
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But  lower  oil  prices  alone  will  not  end  the  recession. 
First  of  all,  it's  not  yet  clear  that  crude  prices  will  stay 
down.  As  it  becomes  increasingly  apparent  that  the  war 
will  not  be  over  quickly,  fear  and  uncertainty  are  start- 
ing to  creep  back  into  the  oil  markets.  By  Jan.  22,  prices 
had  drifted  back  up  to  more  than  $24.  As  long  as  the 
Saudi  facilities  are  not  damaged,  prices  aren't  likely  to 
spike  sharply  higher.  But  the  longer  the  war,  the  greater 
the  risk  that  anything  could  happen. 

In  addition,  the  economy  faces  other  deep-seated  prob- 
lems. The  most  important  is  the  overhang  of  debt  in  the 
consumer  and  business  sectors.  These  troubles  are  so 
pervasive  that  they  will  continue  to  exert  a  downdraft  on 
economic  activity  well  after  the  war  is  over. 

WALKING  From  the  end  of  World  War  II  until  the 
AWAY  early  1980s,  the  economy  carried  debt  in 

FROM  IT  thg  consumer,  business,  and  government 
sectors  that  ranged  from  1.3  to  1.4  times 
the  gross  national  product — a  manageable  amount,  as 
history  has  shown.  But  by  the  end  of  1990,  that  ratio  had 
soared  to  nearly  1.9  times  GNP,  the  largest  since  the 
1930s.  Such  a  burden  will  not  be  shed  quickly. 
In  fact,  many  households  and  businesses  are  just 


throwing  it  off  and  walking  away.  Personal  bankruptcies 
were  up  15%'  last  year,  according  to  the  American  Finan- 
cial Services  Assn.  And  in  early  January,  large  business 
failures,  those  involving  liabilities  greater  than  $100,000, 
were  up  more  than  40%  from  a  year  ago.  Financial  stress 
will  continue  to  depress  demand  and  keep  the  recovery 
at  bay. 

Making  matters  worse,  the  government  is  simply 
shoveling  its  debt  onto  the  private  sector.  Higher  federal 
taxes  in  1991,  combined  with  tax  hikes  and  spending  cuts 
in  many  states,  will  eat  into  consumers'  purchasing  pow- 
er, offsetting  some  of  the  benefits  of  lower  oil  prices. 

For  this  fiscal  year,  which 
started  in  October,  1990,  the 
federal  deficit  is  likely  to  top 
$300  billion,  way  above  the  pre- 
vious record  of  $221.2  billion  in 
1986.  In  December,  the  U.S. 
government  posted  a  $7.4  billion 
deficit,  bringing  the  first-quar- 
ter total  to  $86.9  billion. 

According  to  estimates  by  the 
Congressional  Budget  Office,  a 
short  war  without  replacement 
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of  military  hardware  will  cost  $17  billion,  but  that  figure 
could  multiply  4  to  5  times  in  a  long  war  that  required 
new  materiel.  The  war,  the  recession,  and  the  cost  of  the 
S&L  bailout  will  all  take  their  toll  on  the  budget. 

Federal  red  ink  is  nothing  new,  but  it  isn't  only  Wash- 
ington that's  in  financial  trouble.  State  and  city  govern- 
ments are  also  racing  to  balance  their  budgets — a  task 
usually  mandated  by  state  constitutions.  Already,  28 
states  are  cutting  outlays  or  raising  taxes.  The  reason: 
Heading  into  last  year's  fourth  quarter,  state  operating 
budgets  were  in  deficit  by  a  record  amount,  and  the 
recession's  blow  hadn't  even  hit. 

Cheaper  oil  and  lower  interest  rates  may  take  some 
pressure  off  state  budgets,  but  not  nearly  enough  to 
offset  the  loss  of  tax  receipts  because  of  the  recession. 
In  addition,  demand  for  services  from  the  states  will 
increase  as  the  downturn  continues. 


A  LITTLE 
LEEWAY 


THE  FED  For  the  economy,  the  most  important  by- 
COULDGAIN  product  of  a  quick  victory  in  the  gulf 
would  be  the  maneuvering  room  that  the 
Federal  Reserve  Board  would  gain  in  the 
battle  against  recession  here  at  home.  Interest  rates 
have  fallen,  but  they  will  have  to  decline  further  (chart). 

In  congressional  testimony  on  Jan.  22,  Fed  Chairman 
Alan  Greenspan  said  that  while  the  length  of  the  war  in 
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the  gulf  will  play  a  role  in  determining  the  length  of  the 
recession,  "there  are  other  key  elements  involved,  main- 
ly in  the  financial  area." 

Those  concerns  will  keep  the  Fed  biased  toward  fur- 
ther easing  of  monetary*  policy.  And  lower  inflation  and 
lower  long-term  interest  rates  will  give  the  Fed  more 
freedom  to  push  down  short-term  rates  even  further. 
That  will  help  correct  the  banking  system's  liquidity' 
problems.  Eventually,  rates  will  drop  low  enough  to  get 
banks  back  in  the  business  of  making  loans  and  borrow- 
ers back  in  the  banks  looking  for  them. 

BUILDERS  A  big  beneficiary  of  lower  rates  should 
fACE  be  the  beleaguered  housing  industry.  But 

WEAK  lii^e  thg  economy's  other  problems,  the 

DEMAND  slump  in  housing  started  long  before  the 
gulf  crisis.  Housing  starts  have  fallen  in  each  of  the  last 
four  years.  A  big  reason  is  demographics.  New  house- 
holds aren't  forming  as  rapidly  as  they  did  in  the  1970s 
or  early  1980s,  when  most  baby  boomers  became  adults. 

The  recession  just  accelerated 
what  was  already  a  pretty  rapid 
decline.  In  December,  housing 
starts  dropped  12%,  to  an  annu- 
al rate  of  just  987,000  starts — 
the  lowest  since  the  last  reces- 
sion (chart). 

A  quick  war  v/ould  lift  some 
uncertainty  from  the  outlook 
and  allow   homebuilding  to 
stage  a  small  rebound  in  the 
J  months  ahead.  Home  sales  will 
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also  get  some  help  from  falling  mortgage  rates. 

But  housing  is  unlikely  to  offer  the  economy  any 
robust  growth.  Banks'  lending  requirements  for  both 
home  buyers  and  homebuilders  remain  unusually  tight. 
The  weakness  in  the  resale  market,  which  has  brought 
about  declines  in  home  prices,  means  that  some  people 


are  unable  to  sell  their  existing  homes  to  buy  new  ones. 
And  in  some  regions  there  is  still  a  large  overhang  of 
vacant  apartments,  which  will  prevent  any  recovery  in 
the  multifamily  sector.  All  these  troubles  will  not  disap- 
pear because  of  lower  oil  prices. 

CHEAPER  Of  course,  cheaper  oil  will  help  our  trade 
OILALOHE  deficit.  But  even  here  the  benefits  may 
WON'T  CUT  iiot  be  all  that  great.  Despite  the  dollar's 
IMPORTS  decline  during  the  past  year,  and  despite 
the  recession,  other  imports  remain  stubbornly  high.  In 
addition,  exports  are  growing  more  slowly. 

The  merchandise  trade  deficit  narrowed  in  November 
to  $9.7  billion,  from  $11  billion  in  October,  mainly  be- 
cause November  imports  fell  by  5.8%,  to  $43.3  billion. 
However,  that  drop  was  from  a  record  level  in  October, 
and  foreign  oil  shipments  caused  some  of  the  decline  as 
a  drop  in  volume  offset  a  small  uptick  in  oil  prices. 

But  the  growth  of  nonoil  imports  hasn't  slowed  much. 
In  November,  nonpetroleum  imports  were  up  8.2%  from 
a  year  earlier,  not  much  different  from  their  9^^'^  pace 
over  the  previous  12  months. 

Foreign  producers  still  hold  a  large  share  of  American 
markets.  Imported  cars,  for  example,  account  for  a  hefty 
26%  of  all  new  autos  sold  here.  U.  S.  demand  may  have 
to  sink  even  lower  in  order  to  stem  the  flow  of  imports. 

U.  S.  exports  are  offering  some  support  during  the 
recession,  but  with  world  growth  slowing,  exports  aren't 
rising  nearly  as  fast  as  they  were  a  year  ago.  In  Novem- 
ber, they  fell  4%,  to  $33.6  billion,  after  peaking  in  Octo- 
ber. Exports  of  capital  goods,  consumer  products,  and 
cars  all  declined  in  November. 

The  data  on  trade  and  other  sectors  are  saying  that,  | 
like  Iraq,  the  recession  will  not  be  an  easy  foe  to  con-  | 
quer.  Right  now,  the  war  is  playing  well  as  a  TV  miniser- 
ies,  but  if  it  continues  as  regular  programming  into  the  i 
spring,  both  oil  prices  and  interest  rates  could  end  up  r 
higher — and  that  could  lengthen  the  recession. 


THE  WEEK  AHEAD 


PERSONAL  INCOME 

third  quarter.  Still,  wage  growth  likely 
showed  signs  of  slowing  last  quarter. 

DURABLE  GOODS  ORDERS 

ing  to  the  MMS  consensus.  In  November, 
new  homes  sold  at  a  weak  .506,000  pace, 
as  recession  and  uncertainties  about  war 
kept  many  consumers  from  buying. 

EMPLOYMENT 

Monday,  Jan.  28.  10  a.m. 
Personal  income  probably  rose  a  small 
0.3'"<:  in  December,  the  same  gain  as  in 
November,  according  to  economists  sur- 
veyed by  .MMS  International,  a  unit  of 
McGraw-Hill  Inc.  Consumer  spending 
likely  increased  a  mere  0.2%  in  Decem- 
ber after  a  0.1%  rise  in  November. 
That's  suggested  by  weak  retail  sales  in 
December. 

EMPLOYMENT  COSTS 

Tuesday.  Jan.  29,  8: JO  a.m. 
New  orders  for  durable  goods  likely  ad- 
vanced just        in  December,  after  a 
stunning  10.7%  fall  in  November. 

LEADING  INDICATORS 

Friday.  Feb.  1,  8:30  a.m. 
The  MMS  economists  think  that  nonfarm 
payrolls  were  little  changed  in  January", 
after  losing  76,000  in  December.  The  job- 
less rate  in  January  is  expected  to  rise 
to  6.2%  from  6.1%  in  December. 

NAPM  SURVEY 

Wednesday,  Jan.  30.  8:30  a.m. 
The  MMS  consensus  expects  that  the  in- 
dex of  leading  indicators  fell  0.2%  in  De- 
cember, its  sixth  monthly  drop  in  a  row. 

NEW  SINGLE-FAMILY  HOME  SALES 

Tuesday,  Jan.  29,  8:30  a.yn. 
Wage  and  b-mefit  costs  for  private 
workers  probaL'y  increased  by  4.8%  in 
the  year  ended  in  the  fourth  quarter, 
about  the  same  as  the  4.9%  pace  of  the 

Friday.  Feb.  1,  10  a.m. 
The  business  activity  index  of  the  Na- 
tional Association  of  Purchasing  Man- 
agement will  likely  be  unchanged  in  Jan- 
uary from  its  December  level  of  40.4%. 

Thursday.  Jan.  31.  10  a.m. 

New  homes  probably  sold  at  an  annual 

rate  of  just  500,000  in  December,  accord- 
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tf^esert  Storm  will  go  down  as 
one  of  th6  most  complex  military 
Ufiijl^rtqkings  in  history 
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MANAGING 

THE  WAR 

IT  INVOLVES  FAR  MiDRE  THAN  COMBAT— AND 
COLIN  POWELL  IS  MiCH  MORE  THAN  A  WARRIOR 


It  was  44  hours  i  ;e  t 
the  bombardment  f,  I 
Iraq.  In  a  top-sec  agii 
ty  room  at  the  Per  i 
gon,  the  Commam 
in-Chief  wanted  soool 
answers.  Surround 
by  a  council  of 
military  advisers,  a  stern-faced  Geo: 
Bush  was  firing  off  questions  faster  tleJtl 
Tomahawk  missiles.  How  much  dam; 
had  Saddam  Hussein's  forces  sustain 
What  remained  of  Iraq's  air  defensjjen 
And  what  were  U.S.  plans  for  handlowel 
the  surrender  of  demoralized  Iraqi  uiajir, 
that  might  lay  down  arms? 

Typically,  General  Colin  L.  Powell 
mained  unflappable.  For  each  urgi 
Presidential  query,  the  chairman  of  ilita. 
Joint  Chiefs  of  Staff  had  a  calm,  pred 
answer.  Finally,  after  a  half-hour  of 
tense  questioning,  Bush  abruptly  rose  : 
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e  the  tension  when  he  deadpanned: 
I'm  going  to  have  do  more  micro- 
aging  of  this  thing."  The  room  erupt- 
1  laughter. 

5  one  laughed  harder  than  Powell,  the 
oo\  strategist  who  had  spent  the  pre- 
5  five  months  meticulously  preparing 
war  and  who  was  now  enjoying  the 
flush  of  success.  While  no  one  ex- 
id  the  first  rounds  of  Desert  Storm  to 
to  a  quick,  painless  knockout  of  Iraq, 
President  made  one  thing  clear  from 
'ery  start:  He  plans  to  stick  with  Col- 
)well  as  his  chief  operating  officer  in 
iging  one  of  history's  most  complex 
ary  undertakings. 

■  HAND.  Never  has  the  U.  S.  fought 
a  war,  but  neither  has  the  nation  had 
ilitary  manager  quite  like  Powell. 
1  has  so  much  faith  in  the  53-year-old 
'  grad  from  the  South  Bronx  that  he 
ed  Powell  unfettered  power  not  seen 


since  Franklin  Roosevelt  gave  Army  Chief 
of  Staff  George  C.  Marshall  a  free  hand  in 
running  World  War  II. 

The  only  chairman  of  the  Joint  Chiefs 
with  prior  service  in  a  top  White  House 
job,  Powell  has  the  political  instincts  of  a 
salon  diplomat.  Those  skills  could  prove 
crucial  to  keeping  domestic  politics  from 
hindering  Desert  Storm,  as  it  did  the  mili- 
tary's effort  in  Vietnam.  The  question  is: 
Will  all  of  Powell's  savvy  be  enough?  For 
after  a  week  of  unrelenting  air  attacks — 
double  the  bomb  tonnage  dropped  on  Ger- 
many in  all  of  1944 — the  Iraqi  military 
still  appears  to  be  largely  intact. 

The  U.  S.  estimates  that  more  than  400 
Iraqi  combat  aircraft  may  remain  opera- 
tional. And  Saddam's  ability  to  keep  lob- 
bing missiles  has  put  Americans  on  notice 
that  victory  will  not  be  quick  or  easy. 
When  another  Scud  missile  hit  Tel  Aviv  on 
Jan.  22,  resulting  in  three  deaths  and 


scores  of  injuries,  alarms  sounded  anew 
of  possible  Israeli  retaliation  that  could 
strain  the  Arab-Western  alliance. 

Amid  all  this,  Powell's  mission  is  to 
prove  Bush  right  when  he  vows  that  the 
gulf  war  won't  be  another  Vietnam.  His 
military  doctrine  is  simple:  "Strike  sud- 
denly, decisively,  and  in  sufficient  force  to 
resolve  the  matter.  Do  it  quickly,  and  do  it 
with  minimum  loss  of  life." 

That  formula  worked  easily  in  Panama, 
the  first  major  operation  he  led  as  chair- 
man of  the  Joint  Chiefs.  After  Iraq's  Aug. 
2  invasion  of  Kuwait,  Powell  urged  Bush 
to  send  troops  to  the  region  immediately. 
After  an  October  visit  with  soldiers  in 
Saudi  Arabia,  he  advised  Bush  to  double 
the  number  of  troops  in  response  to  an 
Iraqi  buildup  along  the  Saudi  border. 

The  complicated  maneuvering  plays  to 
Powell's  strengths.  Says  former  Defense 
Secretary  James  Schlesinger:  "It  is  very 
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clear  that  Powell  has  a 
sophisticated  under- 
standing of  the  political 
underpinnings  of  any 
military  operation."  In 
the  months  leading  up 
to  the  outbreak  of  war 
on  Jan.  16,  Powell  criss- 
crossed Europe  and  the 
Mideast,  coordinating 
military  preparations 
with  his  counterparts. 
As  he  went,  he  built  an 
integrated  command 
structure  that  met  the 
political  and  military 
needs  of  the  tenuous 
Western-Arab  coalition. 
"In  World  War  II,  it 
took  some  time  to  get 
[Allied]  cooperation  go- 
ing," says  British  Gen- 
eral John  Akehurst,  for- 
mer deputy  supreme  commander  of 
NATO.  "This  time,  the  air  and  naval 
forces  have  been  perfectly  coordinated." 
WIDE  LATITUDE.  All  allied  commanders  in 
the  Persian  Gulf  theater  report  to  H. 
Norman  Schwarzkopf,  the  burly  Army 
general  who  is  commander-in-chief  of 
Desert  Storm.  In  the  field,  however, 
there's  an  international  command.  For 
example,  the  British  Royal  Air  Force  pi- 
lots who  use  their  low-flying  Tornado 
bombers  to  crater  Iraqi  runways  fly  un- 
der the  U.  S.  Air  Force.  When  the  ex- 
pected ground  war  begins,  U.  S.  Marines 
on  the  Kuwait  front  will  get  their  orders 
from  a  British  general.  And  Powell  has 
taken  pains  to  soothe  Arab  sensitivities 
by  establishing  a  chain  of  command  for 
Egyptian,  Saudi,  Moroccan,  and  Syrian 
forces  under  Saudi  Lieutenant  General 
Khalid  bin  Sultan. 

Powell's  clout  is  also 
enhanced  by  institutioii 
al  changes  in  Washing 
ton.  A  1986  law  formal- 
ly designated  the 
chairman  of  the  Joint 
Chiefs  of  Staff  as  the 
President's  top  military 
adviser,  giving  him  the 
power  to  speak  indepen- 
dently of  the  service 
chiefs.  The  legislation 
also  made  the  Joint 
Chiefs'  1,600-person 
staff  responsible  direct- 
ly to  the  chairman.  The 
result  is  that  the  gulf 
war  may  be  the  first 
large-scale  conflict  in 
which  the  chairman's 
hands  aren't  tied  by  the 
veto  power  of  rival  ser- 
vice    chiefs.  "The 
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the  authority  of  the  chairman's  job,  mak- 
ing it  much  more  productive,"  says  for- 
mer Defense  Secretan,'  Harold  Brown. 

But  Bush's  unswer\-ing  confidence  in 
Powell  may  be  the  general's  greatest 
strength.  Unlike  Lyndon  B.  Johnson, 
who  micromanaged  the  Vietnam  war  to 
the  extent  of  picking  bombing  targets, 
Bush  relies  on  Powell  to  set  the  pace 
and  direction  of  the  war.  And  unlike 
LBj's  meddling  Defense  Secretary'  Rob- 
ert S.  McNamara,  Pentagon  boss  Dick 
Cheney — who  was  a  senior  member  of 
the  House  Intelligence  Committee  while 
Powell  sen'ed  as  President  Reagan's 
National  Security  Adviser — gives  his 
hand-picked  chairman  wide  latitude. 
"They  are  cut  from  the  same  cloth," 
says  Howard  H.  Baker  Jr.,  who  served 
as  Ronald  Reagan's  Chief  of  Staff. 

Powell  is  part  of  a  militar\'-politicaI 


team  in  which  each 
player  knows  his  task 
well  (page  37).  When 
Iraqi  missiles  began  hit- 
ting Tel  Aviv,  for  in- 
stance. Bush  turned  to 
telephone  diplomacy  to 
urge  restraint  on  Israeli 
Prime  Minister  Yitzhak 
Shamir.  Secretary  of 
State  James  A.  Baker 
III  then  dispatched  his 
deputy,  Lawrence  S. 
Eagleburger,  to  Jerusa- 
lem to  reassure  the  Sha- 
mir gov'ernment. 
FAST  TRACK.  If  Powell 

seems  unrattled  in  this 
pressure  cooker,  that's 
because  he's  as  much  a 
product  of  Washing- 
ton's Machiavellian  poli- 
tics as  he  is  a  militarj- 
man.  As  a  White  House  fellow  in  1972, 
then-Lieutenant  Colonel  Powell  worked 
in  the  Office  of  Management  &  Budget. 
There  he  caught  the  eyes  of  his  superi- 
ors, Caspar  W.  Weinberger  and  Frank 
C.  Carlucci,  both  of  whom  would  later 
head  the  Pentagon  under  Reagan.  The 
fast  track  brought  this  son  of  Jamaican 
immigrants  to  top  postings  at  the  Penta- 
gon, where  he  helped  procure  weapons 
for  the  massive  1981-84  militan,'  buildup. 
And  as  National  Securitj^  Adviser — the 
first  black  in  that  position — he  was  in- 
strumental in  forging  arms  control 
agreements  with  the  Soviet  Union. 

But  Powell  is  far  more  than  a  Beltway 
commando  and  bristles  at  being  called  a 
political  general.  He  won  a  Bronze  Star 
and  Purple  Heart  in  two  tours  of  duty 
as  an  infantry  officer  in  Vietnam.  And 
he  climbed  the  chain  of  command  from 
platoon  leader  to  a 
corps  command  in  Ger- 
many to  commander  of 
all  forces  in  the  conti- 
nental U.  S.  One  of  the 
few  chairmen  of  the 
Joint  Chiefs  who  didn't 
graduate  from  West 
Point  or  Annapolis, 
Powell  studied  geologv' 
at  the  City  College  of 
New  York  and  holds  an 
MB.\  from  George 
Washington  University. 
Senator  John  McCain 
(R-Ariz.),  a  Vietnam  vet 
and  former  prisoner 
of  war,  calls  Powell 
"the  finest  militarj'  of- 
ficer this  nation  has 
produced  since  World 
War  II." 
His  protests  notwith- 


changes  have  enhanced    ■  powell  in  korea  in  the  1970s:  far  more  than  a  beltway  commando 


standing,  Powell  is  a  po- 
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litical  operatX)r  par  excellence.  He  lec- 
tures every  new  group  of  generals  that 
they  must  understand  not  only  military 
doctrine  but  the  role  politics  and  public 
relations  play  in  achieving  military  objec- 
tives. Many  think  he  has  the  makings  of 
an  elected  official.  When  GOP  strategists 
are  asked  how  high  Powell  could  go  in 
politics,  they  get  a  dreamy  look  that  indi- 
cates it  could  be  very  high  indeed. 

Still,  between  Powell  and  a  bright  po- 
litical future  stands  the  gritty  reality  of 
the  war.  The  first  week  looked  easy, 
with  coalition  air  forces  meeting  little 
opposition.  But  Iraqi  troops  are  dug  in 
and  protected  from  air  attack.  That's 
why  the  U.  S.  is  intensifying  efforts  to 
isolate  the  Iraqi  army  in  Kuwait.  "First 
we're  going  to  cut  it  off,"  says  Powell. 
"And  then  we're  going  to  kill  it." 

The  onset  of  ground  fighting  will  be 
the  true  test  of  Powell's  doctrine  of  irre- 
sistible force.  Some  analysts  believe 
Powell  has  already  violated  his  own  phi- 


losophy by  opting  to  wait  for  the  buildup 
in  the  gulf,  giving  Saddam  time  to  hun- 
ker down,  hide  his  aircraft,  and  consoli- 
date his  forces.  Says  Alan  Sabrosky,  for- 
mer research  director  for  the  U.  S.  Army 
War  College:  "The  U.  S.  is  faced  with  a 
war  in  which  we  may  suffer  unnecessar- 
ily high  losses"  because  of  Powell's  pre- 
occupation with  moving  large  numbers 
of  troops  into  the  region. 

Back  home,  the  war  is  also  taking  a 
turn  for  the  worse.  The  euphoria  of  the 
opening  strike  has  faded.  And  despite 
Powell's  vaunted  public  relations  skills, 
the  Pentagon  is  tempting  a  media  back- 
lash by  withholding  all  but  the  most  san- 
itized dispatches  from  the  front.  "They 
are  going  to  discover  that,  unless  they 
give  the  press  something  to  chew  on,  the 
press  gets  restless,"  says  Schlesinger. 

Don't  think  Powell  isn't  figuring  every 
angle.  At  the  Command  &  General  Staff 
College  at  Fort  Leavenworth,  Kan.,  one 
case  study  Powell  pored  over  was  the 


1916  Battle  of  the  Somme,  probably  the 
bloodiest  battle  in  history.  The  British 
shelled  the  Germans  continuously  for 
seven  days,  thinking  that  no  infantry 
could  survive  the  assault.  But  when  the 
British  foot  soldiers  attacked,  the  Ger- 
mans rose  up  out  of  their  bunkers  and 
fought  to  a  standoff  that  claimed  over  a 
million  casualties. 

Powell  isn't  about  to  send  U.  S.  troops 
into  a  meat  grinder  like  the  Somme.  But 
for  all  the  complex  technological,  politi- 
cal, and  diplomatic  planning  Powell  has 
done,  the  crucial  battles  of  the  Iraq  war 
are  likely  to  be  fought  by  foot  soldiers, 
tank  crews,  and  artillerymen  on  an  open 
battlefield.  On  the  outcome  of  this  gi- 
gantic battle  rests  the  spit-and-polish 
reputation  of  Colin  Powell — and  the  fate 
of  the  Bush  Presidency. 

By  Douglas  Harbrecht,  Amy  Borrus,  and 
Bill  Javetski  in  Washington,  with  Mark 
Maremont  in  London,  Neal  Sandler  in  Je- 
rusalem, and  bureau  reports 


THE  PRESIDENT'S  MEN 
AND  THEIR  MISSIONS 


As  President,  George  Bush  is  the  top  manager  in  the  war  effort.  But  in  that  role, 
he  has  delegated  substantial  operational  responsibility  for  carrying  out  his 
policy  objective  of  getting  the  Iraqis  out  of  Kuwait 

I  I  1  DICK  CHENEY 

Defense  Secretary 

The  President's  top  war 
adviser.  A  civilian, 
Cheney  coordinates 
advice  for  the  President 
and  carries  out  strategy 


JAMES  A.  BAKER  III 

Secretary  of  State 

Works  to  minimize  strains  i 
3S  the  coalition.  Is  formulating  a  bluep 

st  on  for  postwar  order  in  the  region. 

Like  Scowcroft,  he  reports  direct 

to  the  President 


COIIN  L.  POWELL  | 

Chairman  of  the 
Joint  Chiefs  of  Staff  I 

The  President's  senior  I 
military  adviser  Reportingl 
to  Cheney,  Powell  is  the  < 
bridge  between  political  ^ 
decisions  made  in  the  i 
White  House  and  military  | 
strategy  in  the  field  | 


GENERAL 
H.  NORMAN 
SCHWARZKOPF 

Commander,  U.S.  Central 
Command  in  Saudi  Arabia 

Serving  under  Powell, 
Schwarzkopf  is  in 
charge  of  all  U.S. 
Tied  forces  in  the 
j\on,  plus  British  and 
snch  forces,  and  is 
facto  commander  of 
illied  Arab  forces 
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THE  GULF  WAR  I 


THE  HIGH-TECH 
WAR  MACHINE 


Its  power  is  awesome,  but  much  of  it  remains  to  be  tested 


9 


It's  a  tableau  forev- 
er etched  in  the  an- 
nals of  warfare:  On 
Sept,  2.  1945.  under- 
neath the  menacing. 
16-inch  guns  of  the 
battleship  Missouri. 
Japanese  officials 
signed  ine  ai-t:cles  of  surrender,  ending 
World  War  II.  Nearly  half  a  centun- 
later,  a  few  hours  after  midnight  local 
lime  on  Jan.  17.  1991.  the  Missouri 
helped  open  a  new  chapter  in  militar}' 
history- — what  Army  General  H.  Nor- 
man Schwarzkopf,  the  commander  of 
Desen  Storm,  calls  "technology"  war." 

The  war  began  -Rith  Tomahawk  cruise 
missiles  streaking  from  the  decks  of  the 
47-year-old  Missouri  and  its  sister  battle- 
ship, the  Wisconsin.  Crammed  with  com- 
puters, the  robot  bombs  skimmed  across 
the  Persian  Gulf  toward  targets  inside 
Iraq,  far  beyond  the  27-mile  range  of  a 
banleship's  big  guns.  Close  behind  fol- 
lovsed  a  multinational  sv^-arm  of  comput- 
erized jet  fighters  and  bombers — 
steahhv  F-117s.  Wild  Weasels.  Tornados. 


Intraders.  and  Hornets,  among  others — 
firing  missiles  and  laser-guided  bombs, 
often  \vith  deadeye  aim. 

At  the  early  briefings  over  the  follow- 
ing hours  and  days.  Defense  Dept.  lead- 
ers could  barely  hide  their  glee.  Desert 
Stomi's  high-tech  forces  seemed  to  be 
perfom">ing  bener  than  anyone  could 
have  hoped.  But  as  the  conflict  edges 
toward  a  ground  invasion  to  expel  Iraq: 
troops  from  Kuwait,  sobering  questions 
are  beginning  to  surface. 
STILL  BLIND.  Just  days  into  the  aii-  wai-. 
ir.e  Pei'.iagor.  brass  was  obliged  to  back- 
pedal. Strikes  on  Israel  and  Saudia  Ara- 
bia dramatically  disproved  their  initia- 
optimism  that  they  had  neutralized  Sad- 
dam Hussein's  Scud  missile  threat. 
Moreover,  clouds  and  fog  hampered  the 
hunt  for  Iraq's  mobile  missile  launch- 
ers— even  though  the  search  planes 
were  outfitted  with  electronic  sys- 
tem.s  that  supposedly  conferred  all- 
weather  capabilities.  Some  of  the  ad- 
vanced systems  could  be  fooled  by  such 
simple  measures  as  using  aluminum  foil 
deeovs  (boxt. 


IMAeiNC  UTELLITES 

rowerfui  reiescopes  linked  to 
keen-eyed  video  sensors  can 
reod  Q  cor's  license  piote  or 
pinpoint  the  location  of  tanks 
and  missile  lounchers.  But  the* 
video  eyes  cannot  see  througl- 
douds.  One  type  of  satellite  h 
more  odvanced  rodar  systems 
ttKJt  con  penetrate  doud  cove 
but  with  less  precision,  in  any 
case  though,  tttere  ore  sizable 
gaps  in  the  soteflites'  cove'og 
of  tf>e  Iroqi  land  moss 


AWACS 

With  its  rodar  dome  and  comp^-r-;  -f  -  c: 
Warning  &  Contrd  System  mon  z-.z  c.rec- 
air  battles.  A  complementary  prototype  plane, 
dubbed  JSTARS,  is  designed  to  oversee  the 
ground  war.  These  planes  are  slow,  and  in  man 
ing  dogfights  the  AWaCS  often  hos  a  toogh  tir 
telling  friend  from  foe 


RPVS 

Remotely  piloted  vehides  are  unrrtonned  plooe 
that  are  difficult  to  detect.  They  con  loiter  over 
emy  positions,  relaying  TV  pictures  to  o  bottief 
commander.  But  their  range  is  very  limited,  ore 
their  cameras  cover  only  a  narrow  area 


EXOTIC  WEAPONS— 
AND  THEIR  LIMITATIONS 


RECONNAISSANCE 
TACTICAL  WEAPONS 

GROUND-BASED  ANTENNAS 

A  network  of  inteiiigence-gothering  antennas — 
some  in  places  as  distent  os  Cyprus  and  Diego 
Garcia,  others  in  Turkey  or  neor  the  front  lines — 
ec^esdrops  on  enemy  communications.  But  since 
most  of  the  traffic  is  encrypted,  decoding  the 
signds  may  take  hours  or  doys 


Allied  forces  have  deployed  a  wide  array  of  high-tech  weaponry, 
from  reconnaissance  satellites  orbiting  22,000  miles  overhead  to 
tank-attacking  Apache  helicopters.  The  blowing  sand  and  harsh 
desert  environment  will  pose  a  severe  test  for  new  technology  and 

the  warriors  who  rely  on  it 


ARMORED  PERSONNEL  CARRIER 

The  new,  urtes ted  60.0(X)-pound  Bradley 
Fighting  Vehicle  is  o  tracked,  ormored  personnel 
carrier  that  would  accompany  Abroms  tanks  in  a 
ground  ossoult.  Its  moin  weapon  is  o  25mm 
rapid-fire  gun.  But  the  Brodley  could  be 
vulnerable  under  repeated  heavy  fire 


M-1A1 TANKS 

Prcbcb^-.  — e  >■  o'  a's  most  advanced  tank,  th 

Vi-'-'  ::-5:.  -  r  —  r-e-d.  high- 


desert  conditions  is  the  big  question 


EARLY-WARNING 
SATEUITES 

Sensors  high  in  the  sky  keep 
watch  for  missiles.  But  the 
time  it  takes  to  detect  a 
blast-off,  confirm  it,  then 
relay  the  alert  is  almost  as 
long  as  it  takes  an  Iraqi  mis- 
sile to  hit  Saudi  Arabia 


1  RECONNAISSANCE  PLANES 

:essor  to  the  U-2  spy  plane,  the  high-flying 
i  carries  cameras  and  radars  that  can  "map" 
de  swath  of  enemy  territory  from  behind 

  friendly  lines.  But  from  a  distance,  its 

radar  can  easily  be  fooled  by  small  alu- 
jm-foil  reflectors,  end  its  cameras  can't  see 
ugh  clouds.  Gettina  close-up  pictures  by  pen- 
ting  enemy  skies  is  risky,  because  these  planes 
be  hit  by  enemy  missiles 


riCAL  RECONNAISSANCE  PLANES 

d  to  find  military  targets  and  snap  photos  for 
ssing  the  damage  done  by  previous  raids, 
e  planes  are  hampered  by  bad  weather  and 
vulnerable  to  missiles.  Because  this  mission  is 
'itical,  the  Pentagon's  newest  model  is  a 
lified  version  of  the  fast  F- 1 6 


In  short,  the  effectiveness  of  the  high- 
tech weaponry  is  still  in  doubt,  and  it 
remains  to  be  seen  whether  technologi- 
cal superiority  can  prove  decisive.  "The 
jury  has  not  even  begun  to  hear  the 
evidence,  much  less  return  a  verdict," 
cautions  a  senior  staff  member  of  the 
House  Armed  Services  Committee. 

Still,  the  Persian  Gulf  conflict  will  al- 
most certainly  come  to  mark  the  transi- 
tion between  two  forms  of  war — and 
heavily  tilt  the  debate  pitting  the  Penta- 
gon against  Congress  over  whether  it's 
better  to  buy  a  few  high-tech  weapons 
or  many  simpler  ones.  Until  Desert 
Storm,  many  in  Congress  held  that  low- 
tech  arms  were  more  reliable.  To  them, 
"investing  so  much  in  small  numbers  of 
expensive  systems"  puts  national  securi- 
ty at  risk,  notes  Robert  S.  Cooper,  for- 
mer head  of  the  Defense  Advanced  Re- 
search Projects  Agency  (DARPA)  and  now 
president  of  Atlantic  Aerospace  Elec- 
tronics Corp.  in  Greenbelt,  Md. 
SAND  FACTOR.  Indeed,  the  conventional 
wisdom  is  that  high-tech  weapons  are 
inherently  less  reliable.  But  in  the  civil- 
ian sector,  experience  has  proved  that 
increasing  the  amount  of  electronics  in  a 
product  also  increases  its  reliability.  The 
same  holds  for  jet  fighters,  says  Air 
Force  Colonel  Dennis  M.  Ridnouer,  who 
flew  fighters  in  Vietnam  and  is  now 
chief  of  the  division  that  buys  new  fight- 
ers. Advances  in  electronics,  he  insists, 
have  brought  "improved  reliability, 
maintainability,  and  accuracy."  What's 
not  so  certain  is  whether  this  will  hold 
true  in  the  blowing  sand  and  harsh  con- 
ditions of  the  desert. 


The  exceptionally  low  aircraft  losses 
in  the  early  stages  of  Desert  Storm  dem- 
onstrate, in  part,  the  advances  in  tech- 
nology, starting  with  electronic  counter- 
measures.  Some  of  the  same  airframes 
used  in  the  gulf  flew  in  Vietnam  and  fell 
victim  to  surface-to-air  missiles.  Iraq  has 
improved  Soviet  SAMs  and  modern  air-de- 
fense radars  from  Thomson  CSF  of 
France.  But  the  new  jamming  hardware 
crammed  into  old  planes  appears  to  be 
much  more  effective  and  less  costly  than 
building  new  planes  from  scratch. 

Moreover,  the  integration  of  high-tech- 
nology-based systems  "is  changing  the 
face  of  war,"  says  retired  Engineer-Gen- 
eral Daniel  Coulmy,  who  remains  influ- 
ential in  France's  Direction  Generale  de 
I'Armement,  which  oversees  military 
technology.  These  systems  tie  together 
tasks  ranging  from  collecting  intelli- 
gence to  delivering  laser-guided  bombs 
and  missiles  with  incredible  precision. 

All  that  gear  faces  a  stern  test  in  the 
ground  phase.  Traditionally,  wars  have 
been  decided  by  pitched  battles.  Only  af- 
ter one  side  prevails  on  the  field  and 
sweeps  into  the  other's  homeland  can 
the  victor  root  out  the  opponent's  politi- 
cal leadership.  But  the  pinpoint  accuracy 
of  "smart"  weapons  makes  it  feasible  to 
attack  a  country's  political  and  military 
infrastructure  directly,  from  long  range. 
Contrary  to  the  massed-armor  assaults 
of  classic  military  theory,  high-tech 
ground  tactics  call  for  stealth  and  rapid 
mobility  that  permit  forces  to  leapfrog 
and  outflank  the  enemy. 

Military  analysts  such  as  Trevor  N. 
Dupuy,  a  retired  Army  colonel,  predict 


LETED  URANIUM  SHELLS 

ied  by  the  Abrams  tank,  these  rounds 
50  heavy  that  they  can't  be  stopped 
ne  armor  on  any  Iraqi  tank.  In  fact, 
pack  a  wallop  that  can  lift  a  30-ton 
.  into  the  air.  They  will  also  slice 
ugh  most  fortifications,  including 
■ral  feet  of  concrete 


A- 10  ANTITANK  PLANES 

Old  and  slow-flying  Warthogs  stick  to  treetop 
level  to  avoid  enemy  radar.  Armed  with 
Maverick  antitank  missiles  that  can  be  aimed  by 
either  laser  or  infrared  detectors,  the  A- 10  is 
intended  to  help  blunt  armored  attacks.  The 
airframe  con  absorb  a  lot  of  hits — essential 
because  they're  on  easy  target 


APACHE  HELICOPTERS 

The  Army's  newest  antitank  weapon,  the 
Apache  is  equipped  with  potent  Hellfire  missiles. 
The  targeting  system  allows  a  pilot  to  pop  up 
over  a  hill,  fire  at  a  target  illuminated  by  a  loser 
aimed  by  another  helicopter  or  ground  soldier, 
and  then  take  cover.  But  the  need  for  frequent 
and  careful  maintenance  often  keeps  the 
Apache  grounded 


■  STATE-OF-THE-ART  ALLIED  FIREPOWER  FAILED  TO  WIPE  OUT  IRAQ'S  SCUD  MISSILE  LAUNCHERS,  AS  THE  ATTACKS  ON  TEL  AVIV  ATTEST 


that  Desert  Storm's  coming  ground  at- 
tack will  unleash  many  surprises  of  its 
own.  "I  call  it  razzle-dazzle,"  he  told  a 
House  Armed  Services  Committee  meet- 
ing last  December.  Like  many  Air  Force 
and  Navy  weapons,  much  of  the  infan- 
try's new  arsenal  leans  heavily  on  the 
satellites  and  aircraft  of  America's  mul- 
titiered  intelligence-gathering  network. 

Parked  in  orbit  22,500  miles  high  are 
Defense  Support  Program  (DSP)  satel- 
lites equipped  with  ultrasensitive  infra- 
red sensors  to  spot  missile  launches. 
Next  are  the  KH-11  Keyhole  and  La- 
crosse satellites,  circling  the  globe  in 
low-earth  orbits  between  150  miles  and 
250  miles  up  (box). 

NO  HIDING.  Normally,  those  satellites 
dump  their  data  as  they  pass  over 
ground  stations  in  Greenland,  the  Pacif- 
ic, and  the  U.  S.  The  digitized  pictures 
are  relayed  to  the  National  Photographic 
Interpretation  Center  at  the  Washington 
Navy  Yard  for  analysis.  But  during  hos- 
tilities, their  pictures  can  be  relayed  to  a 
new  mobile  battlefield  ground  station, 
providing  real-time  intelligence.  Unfortu- 
nately, the  satellites  do  not  provide  con- 
tinuous coverage  of  the  gulf  area. 

To  fill  in  the  gaps.  Desert  Storm's 
commanders  rely  heavily  on  the  TR-1 
reconnaissance  plane,  which  flies  at  alti- 
tudes above  70,000  feet,  using  sophisti- 
cated instruments  in  interchangeable 
modules  to  collect  tactical  information. 


Its  side-looking  airborne  radar  (SLAR) 
package  can  peer  30  miles  into  hostile 
territory  from  friendly  skies.  And  the 
data  from  several  TR-ls  can  be  com- 
bined by  a  special  computer  to  triangu- 
late the  locations  of  distant  targets. 

Desert  Storm  also  has  a  new,  more 
sophisticated  system  for  keeping  tabs  on 
enemy  troop  and  tank  movements. 
Called  the  Joint  Surveillance  &  Target 
Attack  Radar  System,  or  jstars,  its 
SLAR  and  signal-processing  computers 
are  carried  in  a  modified  Boeing  707  that 
can  stay  aloft  for  eight  hours,  scanning 


a  250-mile  radius  on  the  ground.  Only 
two  .JSTARS  prototypes  exist.  After  Iraq 
invaded  Kuwait,  at  least  one  and  proba- 
bly both  were  rushed  to  Saudi  Arabia. 

The  five-month  prelude  to  war  gave 
the  coalition's  array  of  intelligence  ser- 
vices time  to  amass  a  wealth  of  informa- 
tion that  made  it  possible  to  feed  precise 
target  locations  to  Tomahawk  cruise 
missiles  and  the  coalition's  fighter- 
bomber  squadrons.  They  continue  to  do 
so,  and  this  will  be  vital  to  the  coming 
ground  war. 

The  ground  offensive  will  be  the  first 


THE  EYES  IN  THE  SKY 
KEEPING  WATCH  ON  IRAQ 


r 


With  high-powered 
telescopes  and  infra- 
red sensors,  U.  S.  sat- 
ellites hover  in  orbits 
22,500  miles  high, 
searching  for  the  tell- 
tale signs  of  missiles 
blasting  off.  Intended 
to  spot  Soviet  launches,  these  Defense 
Support  Program  satellites  (DSP)  have 
joined  the  search  for  Iraqi  Scud  missiles. 
"This  war  is  the  first  war  where  satellites 
are  really  making  their  mark  in  terms  of 


support  for  battlefield  operations,"  i 
Brookings  Institution  analyst  Paul 
Stares. 

But  that's  no  easy  task.  To  get  m 
mum  coverage  of  the  earth's  surface, 
DSP's  telescope  revolves  five  to  six  tim- 
minute.  When  it  detects  the  heat  froi 
rocket  launch,  the  satellite  transmits 
information  to  an  Air  Force  ground 
tion  in  Alice  Springs,  Australia. 

Within  about  45  seconds,  analysts  e 
uate  the  information  and  decide  whei 
to  pass  it  on  to  North  American  A 
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test  of  the  Army's  new  tactics.  L'l) 
through  the  Vietnam  war,  the  Army 
used  firepower  and  attrition  to  beat  the 
enemy.  Now,  the  plan  is  to  exploit  tech- 
nology to  shock  and  surprise. 

The  Army's  main  battlewagon  will  be 
the  M-1  Abrams  tank,  which  costs  about 
$4.8  million.  The  latest  model  is  the 
M-lAl,  which  can  protect  its  crew  from 
chemical  warfare  agents  and  has  a 
r20mm  smooth-bore  gun.  It  can  fire  ei- 
ther an  e.xplosive  "shaped-charge"  round 
or  a  "kinetic"  round — basically  a  dart  of 
depleted  uranium,  a  heavy,  nonradioac- 
tive form  of  the  metal  that  packs  so 
much  energy  that  it  will  slam  through 
any  tank's  armor.  Inside  the  tank  is  a 
laser  rangefinder  and  a  thermal  imaging 
sight.  Once  the  gunner  locks  on  a  target, 
which  can  be  up  to  2,000  meters  off,  the 
tank's  fire-control  computer  and  stabi- 
lized turret  keep  steady  aim,  even  while 
moving  over  rough  terrain. 

Only  the  Soviet-built  T-72  tank,  a 
lighter  and  slower  model  that  also  has  a 
120mm  gun,  threatens  the  Abrams — and 
then  only  if  the  T-72  can  get  in  a  side  or 
rear  shot.  The  M-lAl's  frontal  armor, 
made  with  depleted  uranium  by  a  classi- 
fied process,  will  probably  absorb  most 
hits.  Iraq  has  about  500  f-72s.  The  bulk 
of  its  5,000  tanks  are  older  models. 

Accompanying  the  Abrams  into  battle 
will  be  the  Bradley  Fighting  Vehicle,  a 
lightly  armored  cross  between  a  tank 
and  an  armored  personnel  carrier  (APC). 
The  Bradley  will  be  a  key  tool  in  the 
Army's  new  line  of  tactics.  Formerly, 
the  infantry  followed  the  tanks  in  APCs, 
jumping  out  to  fight.  But  the  Bradley 
sports  a  machine  gun,  a  25mm  cannon, 
and,  for  killing  tanks,  TOW  missiles.  The- 
oretically, by  staying  in  the  Bradley,  in- 
fantry squads  can  outflank  and  cut  off 
dug-in  troops  and  avoid  fixed  battles. 

The  Bradley  is  also  equipped  with  so- 
called  reactive  armor.  This  armor  is  de- 
signed to  explode  outward  when  hit, 
counteracting  some  of  the  incoming 


■  DEADEYE  MISSILE;  THE  PATRIOT'S  SUCCESS 
MAY  SPARK  AN  ANTIBALUSTIC  RUSH 


round's  force.  Even  so,  the  Bradley's 
aluminum  armor  is  no  match  for  any 
tank.  One  of  JSTARS'  chief  objectives  will 
be  to  help  steer  the  Bradley  out  of 
harm's  way.  When  tanks  do  threaten, 
.JSTARS  will  call  in  the  A-10  Warthogs 
and  AH-64  Apache  helicopters  flying 
overhead  in  close  support. 

The  Apaches  will  unleash  Hellfire  mis- 
siles. Produced  by  Rockwell  Internation- 
al Corp.,  the  Hellfire  is  a  supersonic  mis- 
sile that  will  slam  through  armor 
plating — even  the  advanced  materials 
being  developed  for  next-generation 


tanks.  Its  laser-guidance  system  is  sup- 
posed to  be  as  accurate  as  the  system 
that  sent  a  laser-guided  bomb  down  an 
air  shaft  of  the  Iraqi  Air  Force  head- 
quarters. Moreover,  once  the  target  has 
been  "illuminated"  with  a  laser  spot — by 
another  helicopter  or  a  ground  soldier — 
the  Apache  can  head  for  cover  before 
firing  the  missile  in  the  general  direction 
of  the  tank.  And  if  the  enemy  tank 
moves,  the  missile  will  follow  it.  Under 
development  is  an  improved,  aim-and- 
forget  guidance  system  that  will  remem- 
ber a  tank's  location. 

Although  available  since  1982,  only 
seven  Hellfire  missiles  have  ever  been 
fired  in  combat — in  Panama.  They  per- 
formed flawlessly,  Rockwell  claims,  in- 
cluding the  two  that  went  through  Gen- 
eral Manuel  Noriega's  headquarters. 
Kent  M.  Black,  Rockwell's  chief  operat- 
ing officer,  believes  the  Hellfire  will  be 
the  Patriot  of  the  ground  war. 

But  all  helicopters,  including  Apaches, 
are  notoriously  susceptible  to  ground 
fire — even  to  small  arms,  let  alone  shoul- 
der-fired missiles  such  as  Stingers.  After 
they  were  supplied  to  Afghan  rebels,  for 
example,  Stingers  helped  turn  the  tide 
against  the  Soviet  army. 
BIG  TAB.  So,  while  the  new  high-tech 
weapons  have  overlapping  strengths  to 
cover  each  other's  weaknesses,  manag- 
ing the  looming  push  into  Kuwait  will 
require  unprecedented  interservice  coor- 
dination. Otherwise,  the  Iraqis  may  be 
able  to  exploit  weak  spots,  and  casual- 
ties could  mount  alarmingly. 

Long  after  this  war  ends,  the  U.  S. 
and  other  countries  will  be  pondering 
how  much  higher  the  tab  for  high-tech 
weapons  can  go.  Missiles  like  the  Patriot 
cost  $600,000  a  throw.  "If  the  trend  [to- 
ward ever  more  expensive  weapons]  con- 
tinues, it  will  be  a  problem"  even  for 
rich  nations,  says  Michael  Rich,  an  ana- 
lyst at  Rand  Corp.  in  Santa  Monica, 
Calif.  Yet  backing  away  from  high  tech 
isn't  the  answer,  unless  the  spread  of 
military  technology  is  contained.  That's 
not  likely  to  happen,  says  Cooper  at  At- 
lantic Aerospace,  so  there's  every  reason 
to  suppose  that  another  Saddam  Hussein 
will  someday  be  able  to  build  a  nuclear 
warhead  and  deliver  it  by  missile. 

As  a  result,  Cooper  foresees  a  major 
push  among  industrialized  countries  to 
develop  antiballistic  missiles.  The  Patri- 
ot's success  seems  to  guarantee  that,  he 
says.  And  the  technologies  that  will  go 
into  ABM  systems  will  no  doubt  find  spin- 
off applications  that  boost  the  deadliness 
of  other  weapons.  So,  sadly,  Desert 
Storm's  successes  may  just  trigger  the 
start  of  another  round  in  the  arms  race. 

By  Otis  Port  in  New  York,  with  Paul 
Magnussort,  Seth  Payne,  and  Tim  Smart  in 
Washington,  Jonathan  B.  Levine  in  Paris, 
Eric  Schine  in  Los  Angeles,  and  Patrick 
Oster  in  Brussels 


e  Defense  Command  (NORAD)  in  Colo- 
Springs,  the  only  place  where  the 
analysis  can  be  made.  "By  the  time 
rocket  plume]  is  identified  at  norad, 
about  two  minutes  after  the  launch," 
Bruce  G.  Blair,  an  arms-control  ex- 
at  Brookings.  It  takes  another  min- 
or two  before  the  information  is  re- 
d  back  to  the  gulf.  That  leaves  just 
igh  time  to  provide  a  local  warning  of 
linute  or  more  before  the  missile 
es.  The  satellite  data  also  furnish  the 
ch-site  location  for  prowling  allied 
bers.  Meanwhile,  the  Patriot  batteries 
their  own  radars  to  detect  and  fire 
cuds. 

le  DSP  is  just  part  of  the  satelhte  fleet, 
irding  to  space  expert  John  Pike  of 
American  Federation  of  Scientists,  the 


U.  S.  has  six  so-called  Keyhole  satellites 
that  use  TV  cameras  with  telescopes  that 
can  spot  objects  as  small  as  six  inches 
wide  from  their  150-  to  250-mile-high  or- 
bits. Another  satellite,  the  Lacrosse,  has 
radar  that  can  spy  objects  roughly  the 
size  of  a  jeep,  even  through  clouds. 

Still,  there  are  major  gaps  in  the  cover- 
age. Because  of  its  orbit,  the  Lacrosse  can 
spy  into  Iraq  and  Kuwait  for  only  a  few 
minutes  per  day.  Some  experts  estimate 
that  the  periods  when  the  Keyhole  satel- 
lites can't  see  into  Iraq  are  as  long  as  five 
hours.  And  that's  if  skies  are  both  clear 
and  bright.  When  there's  heavy  cloud  cov- 
er, most  of  the  U.  S.  satellites  with  all 
their  high-tech  wizardry  aren't  much  use 
to  allied  forces. 

By  John  Carey  in  Washington 
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THIS  ARMY  MARCHES 
ON  SILICON 


The  big  test  for  the  Pentagon's  legion  of  computers  will  come  when  fighting  on  the  ground  starts 


The  communica- 
tions and  computer 
gurus  at  the  Penta- 
gon didn't  win  any 
medals  in  the  1983 
invasion  of  Grena- 
da. An  Army  lieu- 
tenant who  tried  to 
transmit  bombing 
coordinates  from  a  portable  computer  to 
Air  Force  fighters  overhead  gave  up  in 
frustration.  He  resorted  to  using  a  pay 
phone  to  call  Fort  Bragg  in  North  Caro- 
lina, which  relayed  the  message.  At  the 
same  time,  Army  Rangers  and  Navy 
commandos  were  hampered  by  incom- 
patible radios. 

After  Grenada,  the  Pentagon  launched 
an  all-out  attack  on  its  computer  woes. 
Now,  the  gulf  war  presents  the  critical 
test  of  those  efforts.  Coordinating  the 
often  squabbling  U.  S.  military  services 
is  tough  enough,  let  alone  integrating 
forces  from  28  other  nations  that  are 
battling  by  air,  sea,  and  land.  While  the 
Pentagon's  smart  bombs  and  Top  Gun 
fighters  have  grabbed  the  limelight,  a 
huge  array  of  computer  and  communica- 
tions systems  may  ultimately  prove  to 
be  the  Pentagon's  decisive  weapon. 
BATTLE  HARDENED.  "One  of  the  unique 
things  about  this  war  is  how  many  com- 
puters we  have  gone  to  battle  with," 
says  Michael  W.  Evans,  president  of  Co- 
dar  Technology  Inc.,  a  Longmont  (Colo.) 
company  that  "ruggedizes"  computers 
for  the  military.  "There  are  thousands 
and  thousands  of  computers  in  Saudi 
Arabia  now."  Equally  significant  are  ad- 
vances in  the  way  those  computers  can 
work  together  to  speed  vital  logistical 
and  tactical  data  across  vast  networks. 
"The  linkage  of  many  small  computers, 
passing  data  from  machine  to  machine, 
is  the  breakthrough,"  says  Fred  L.  Fros- 
tic,  a  retired  Air  Force  pilot  and  now  a 
defense  analyst  for  RAND  Corp. 

It's  far  too  early  to  judge  whether  the 
military's  computer  mavens  have  won. 
Much  information  about  the  systems  is 
classified,  and  neither  the  Pentagon  nor 
such  large  contractiirs  as  IBM  will  dis- 
cuss performance.  A  spokesman  foi-  Dig- 
ital Equipment  Corp.,  w  hich  has  supplied 
dozens  of  minicomputei  s  to  U.  S.  forces. 


declined  to  talk  about  DEC's  role,  saying 
its  security  department  "doesn't  want 
terrorists  to  target  us." 

The  Pentagon  line  is  predictably  ebul- 
lient. Colonel  William  C.  Pulver,  deputy 
program  executive  officer  for  Standard 
Army  Management  Information  Sys- 
tems at  Fort  Belvoir,  Va.,  says  one  Uni- 
sys service  technician  based  in  Dhahran 
"is  sort  of  like  the  Maytag  repairman — 
he  doesn't  have  anything  to  do." 

That  would  indicate  enormous  prog- 
ress. As  recently  as  Grenada,  the  Penta- 
gon still  relied  on  1960s-vintage  main- 
frames. Its  soldiers  used  paper,  not  PCs, 
to  plan  their  missions.  Coordinating  a 
joint  effort  by  the  Army,  Navy,  Air 
Force,  and  Marines  was  nearly  impossi- 
ble because  each  had  unique  computer 
systems  and  communications  protocols 


and  could  not  readily  exchange  battle- 
field messages.  Realizing  the  gravity  of 
the  problem,  the  Defense  Dept.  set  up  a 
special  group  known  as  the  Joint  Tacti- 
cal Command,  Control  &  Communica- 
tions Agency  with  the  mission  of  making 
the  computers  of  the  four  services  and 
NATO  allies  more  compatible. 

Standardization  has  helped.  These 
days,  buyers  of  government  and  military 
computers  usually  specify  so-called  open 
systems — computers  based  on  standards 
such  as  the  American  Telephone  &  Tele- 
graph Co.  Unix  operating  system.  That 
makes  it  far  easier  for  different  types  of 
computers  to  work  together. 

Another  big  change  has  been  the 
move  to  use  off-the-shelf  hardware  and 
software  whenever  possible.  Some  "mis- 
sion-critical" jobs,  such  as  weapons  guid- 


■  THE  AEGIS  RADAR  SYSTEM  FEEDS  INFORMATION  ON  ENEMY  AIRCRAFT  TO  SHIPBOARD  COMPUTER  |(, 
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ance,  may  always  re- 
quire exotic,  custom- 
built  computers.  But  for 
such  tasks  as  keeping 
an  army  fed,  housed 
and  organized,  the  Pen- 
tagon has  found  that  it 
can  do  nicely  with  the 
same  types  of  comput- 
ers that  civilians  use. 
"If  you're  dealing  with 
airplanes  or  Kellogg's 
cereal,  the  applications 
are  very  similar,"  says 
Alan  Lefkof,  president 
of  Tandy  Corp.'s  Grid 
Systems  Corp.  subsid- 
iary, a  maker  of  laptop 
PCs.  By  buying  commer- 
cially, instead  of  paying 
a  huge  premium  for 
"miilitarized"  gear  for 
Pentagon  saves  millions.  And 
adopt  new  technology  faster. 

Microcomputers  by  the  thousands, 
particularly  laptops,  are  playing  a  huge 
role  in  the  war.  Laptops  help  pilots  plan 
missions  and  will  go  right  to  the  front 
lines  in  a  land  war.  Grid's  magnesium- 
encased  portables,  for  example,  may  be 
used  to  plot  trajectories  for  artillery.  "I 
doubt  if  we  would  be  where  we  are  now 
without  the  battlefield  computers,"  says 
Robert  Dornan,  vice-president  of  re- 
search for  Federal  Sources  Inc.,  a 


■  GRID  SYSTEMS'  LAPTOPS  CAN  PLOT  ARTILLERY  TRAJECTORIES  ON  BATTLEFIELDS 
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McLean  (Va.)  consulting  firm.  Behind 
the  lines,  officers  are  using  PCs  to  tap 
into  the  Pentagon's  huge  mainframe 
data  banks — under  strict  security  pre- 
cautions, of  course.  And  PCs  are  doing 
dozens  of  other  jobs,  from  keeping  track 
of  casualties  to  calculating  how  much 
fuel  a  helicopter  will  need  to  carry  a 
certain  number  of  wounded  soldiers. 

Larger  computers  are  still  running  the 
overall  show.  Perhaps  the  biggest  job  is 
scheduling  and  tracking  the  massive 
movement  of  people  and  materiel  (table). 
Computer  Sciences  Corp.  has  developed 


COMPUTERS  GO  TO  WAR 

WORLDWIDE  MILITARY  COMMAND  &  CON- 
TROL SYSTEM  (WWMCCS)  The  Pentagon's 
main,  global  network.  Contractors:  IBM, 
GTE,  Honeywell 


MODERN  AGE  PLANNING  PROGRAM  (MAPP) 

Simulates  battle  scenarios  for  General 
Schwarzkopf's  Central  Command.  Prime 
contractor:  Computer  Sciences 


JOINT  DEPLOYMENT  SYSTEM  Manages 
movement  of  materiel  for  all  U.S.  armed  ser- 
vices. Prime  contractor:  Computer  Sciences 


STOCK  CONTROL  &  DISTRIBUTION  PROGRAM 

Helps  Air  Force  send  parts  where  they're 
needed.  Prime  contractor:  Computer  Sciences; 


TACTiaL  ARMY  COMBAT  SERVICE  SUPPORT 
COMPUTER  SYSTEMS  (TACCS)  Maintains  up- 
to-date  records  of  personnel  and  medical 
iupplies.  Prime  contractor:  Unisys 


ILITARY  AIRLIFT  COMMAND  INFORMA- 
TION PROCESSING  SYSTEM  (MACIPS)  Keeps 
track  of  transport  planes  and  cargoes. 
Prime  contractor:  Computer  Sciences 


I  DIRECT  ANTIAIRCRAFT  FIRE 


the  Joint  Deployment 
System  to  help  the  Pen- 
tagon's Transportation 
Command  "get  every- 
thing there  on  the  right 
plane,  at  the  right  time 
and  place,"  says  Milton 
E.  Cooper,  CSC's  group 
vice-president  for  pro- 
gram development. 

CSC  also  has  created  a 
mainframe-based  sys- 
tem for  General  H.  Nor- 
man Schwarzkopf's 
Central  Command  in  Ri- 
yadh. It  pulls  together  a 
variety  of  existing  com- 
puter models  that  per- 
mit top  brass  to  run 
simulations  of  battle 
scenarios.  In  the  gulf, 
the  Navy  relies  on  a  system  called  Aegis 
to  protect  its  ships.  Radars  feed  data 
about  enemy  aircraft  directly  to  onboard 
computers,  which  then  aim  missiles  and 
antiaircraft  guns  in  the  right  direction. 
'PILE  OF  DUST.'  As  with  Other  aspects  of 
the  conflict,  the  Pentagon  is  not  provid- 
ing much  information  about  how  its  sys- 
tems are  faring.  But  some  snafus  have 
been  reported.  In  August,  when  the  tem- 
perature topped  120F,  the  military  was 
restricted  to  running  many  computers  at 
night,  to  keep  them  from  overheating. 
And  desert  sand,  as  fine  as  talcum  pow- 
der, is  a  bane.  To  keep  sand  out  of  key- 
boards, soldiers  wrap  them  in  clear  plas- 
tic bags.  "Anytime  we  open  a  machine," 
says  one  Army  computer  official,  "we 
literally  find  a  little  pile  of  dust." 

So-called  militarized  computers  are 
better  adapted  to  the  hostile  climate. 
Rugged  Digital  Systems  Inc.  in  Moun- 
tain View,  Calif.,  for  instance,  mounts 
circuit  boards  in  a  special  metal  chassis 
that  acts  as  a  shock  absorber,  shielding 
microchips  from  excessive  vibrations. 
Special  air  filters  keep  sand  and  debris 
out.  That  should  keep  its  systems  run- 
ning at  or  near  the  front.  "The  objective 
is  to  provide  data  to  the  people  who  are 
at  as  low  a  level  in  the  command  as 
possible,"  says  Richard  M.  McCloskey, 
RDS  president  and  chief  executive. 

The  real  challenge  for  the  Pentagon's 
panoply  of  computers  is  yet  to  come. 
The  military  had  five  peaceful  months  to 
plan  its  bombing  campaign  and  deploy 
troops  and  supplies.  Computers  helped 
that  go  smoothly.  But,  says  Army  Briga- 
dier General  Richard  J.  Mallion,  director 
of  the  Joint  Tactical  Command,  Control 
&  Communciations  Agency,  "I'm  not 
ready  to  declare  victory  yet."  The  big 
test  will  be  an  all-out  ground  war. 

By  Mark  Lewyn  in  Washington,  vnth  Jo- 
seph Weber  in  Philadelphia,  Larry  Arm- 
strong in  Los  Angeles,  Barbara  Buell  in 
San  Francisco,  and  Gary  McWilliams  in 
Boston 
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ARAMCO  TOUGHS 
IT  OUT 


As  Scuds  fly,  the  Saudi  oil  giant  keeps  production  up,  prices  down 


You  don't  find 
them  much  cooler 
than  Sally  Asian. 
She  and  her  hus- 
band, Frank,  a  28- 
year  employee  of 
Aramco,  the  huge 
Saudi  oil  company, 
Arabia  from  home 
on  Jan.  7 — a  move 
stateside  friends 
Their  compound  in 


returned  to  Saudi 
leave  in  the  U.  S. 
many  of  their 
thought  foolhardy 
Ras  Tanura — easily  the  largest  crude- 
oil  loading  terminal  on  the  planet — is  a 
prime  target  for  the  Scud  missiles  the 
Iraqis  are  lofting  into  Saudi  Arabia. 
Yet  while  other  Aramco  employees  are 
fleeing,  the  Asians  are  unshaken — 
even  after  spending  the  past  night  in  a 
sealed  "safe  room"  in  their  villa.  "We 
feel  a  loyalty  and  a  commitment  to  the 
company,"  Sally  says.  "We're  staying, 
and  we're  helping  out." 

Such  perseverance  is  helping  the 
Saudi  oil  industry  cope  not  only  with 
the  Iraqi  threat  but  also  with  the  dis- 
ruption created  by 
the  vast  allied  mili- 
tary machine  de- 
ployed over  much  of 
Aramco's  100,000- 
square-mile  operat- 
ing area.  Over  the 
last  five  months, 
Aramco  has  been  an 
unsung  hero  of  the 
gulf  crisis,  pumping 
up  its  oil  flow  more 
than  50%  to  make 
up  for  lost  Kuwaiti 
and  Iraqi  supplies. 

Since  the  shoot- 
ing started,  Aram- 
co's top  executives 
have  maintained  a 
watch  around  the 
clock  in  the  window- 
less  second-floor 
Dhahran  operations 
room  that  monitors 
the  company's  com- 
plex oil  and  gas  ac- 
tivities. Although 
Aramco  decided  to 
reduce  output  at 
the  monster  Safan- 


iya  field,  which  is  within  reach  of  Iraqi 
artillery,  overall  output  has  dropped  by 
less  than  1  million  barrels  a  day,  to  8 
million.  The  fields  nearest  the  front 
remain  fully  manned,  and  tankers  are 
returning  to  load  at  Ras  Tanura  after 
the  first  few  days  of  war  jitters.  "No- 
body wants  us  to  shut  down,"  says  one 
harried  senior  executive.  "If  we're  not 
central  to  the  world  economy,  we're  at 
least  a  pillar  of  it." 

While  not  a  single  Aramco  installa- 
tion has  been  damaged  so  far,  Arabian 
Oil  Co.,  a  Saudi-Japanese  joint  venture, 
has  been  less  lucky.  Iraqi  shells  set 
several  of  the  company's  storage  tanks 
on  fire  in  the  early  days  of  the  fight- 
ing, and  several  Japanese  engineers 
had  to  be  rescued  by  U.  S.  Marines. 
'WHAT  PROFITS?'  If  Aramco  can  keep  up 
its  bravura  performance,  the  threat 
that  the  war  will  set  off  another  oil- 
price  shock  will  fade.  The  small  loss  of 
Saudi  supplies  is  being  made  up  by  the 
release  of  stockpiles  of  crude  oil  by 
industrialized  nations  and  other  OPEC 


SAUDI  ARABIA'S  EXPORT 
REVENUES  ARE  UP... 


■  RAS  TANURA:  WINDFALL  PROFITS  WERE 
QUICKLY  EATEN  UP  BY  WAR  COSTS 


'86        '87        '88        '89  '90 
A  BIUIONS  OF  DOLLARS 

...BUT  THE  KINGDOM 
IS  RUNNING  A  BIG  TAB 

New  commitments  Item  cost 

 Billions 

Support  for  the  U.S.  military  $3.0* 
Purchase  of  new  arms  from  U.S.  7.6 
Purchase  of  new  arms  from  allies  5.0 
Ajd  to  Moslem  states 

"Through  1 990  only;  expected  to  rise  in  1 991 
BH/k  ffmOlBJM  HKAHa  CO.,  SAUW  EM8ASSY 


producers,  such  as  Iran.  Says  Vahan 
Zanoyan,  senior  director  of  Washing- 
ton-based consultants  Petroleum  Fi- 
nance Co.:  "There  isn't  going  to  be  any 
war-related  shortage  of  oil." 

In  fact,  the  sharp  drop  in  crude 
prices  since  war  broke  out  means  that 
Saudi  Arabia  won't  have  as  much  mon- 
ey as  people  think  to  pay  the  war 
costs.  Its  windfall  from  the  higher 
prices  and  production  increase  from  5.5 
million  barrels  a  day  before  the  crisis 
is  estimated  by  State  Dept.  officials  to 
be  $15  billion.  That  compares  with  Sau- 
di commitments,  including  arms  pur- 
chases and  aid,  of  about  $20  billion  to 
defray  the  allies'  costs  in  the  war 
(chart).  "What  profits?"  asks  Abdullah 
T.  Dabbagh,  secretary  general  of  the 
Saudi  Chamber  of  Commerce  and  In- 
dustry. "We're  in  the  red." 

Of  course,  that  doesn't  mean  it's 
time  to  cry  for  the  Saudis.  Their  enor- 
mous oil  reserves  cost  just  $2.70  a  bar- 
rel to  produce,  according  to  Paris- 
based  Petrostrategies,  making  them  so 
profitable  that  the  government  has 
never  had  to  trouble  its  citizens  with 
an  income  tax.  But  the  Saudis'  open- 
ended  pledge  to  the  U.  S.  to  help  cover 
war  costs  may  strain  the  kingdom's 
finances  if  the  war  with  Saddam  Hus- 
sein drags  on. 

.  Moreover,  some  of  the  strain  of  long 
hours  and  repeated  air  raids  is  show- 
ing. Many  of  the  12,000  expatriates, 
about  one-fourth  of  Aramco's  work 
force,  are  opting  for  voluntary  U.  S. 

evacuation  flights. 
Says  one  employee, 
a  computer  pro- 
grammer from  Cali- 
fornia: "This  is  defi- 
nitely not  what  we 
came  out  here  for." 

Just  the  same, 
hours  after  an  early 
morning  Iraqi  mis- 
sile attack,  an  un- 
flappable Sally  As- 
ian was  shooting  a 
round  at  the  18-hole 
Surfside  Country 
Club  in  the  shadow 
of  the  Ras  Tanura 
oil  terminal.  It's  one 
of  the  world's  more 
bizarre  courses, 
formed  of  hardened 
crude  oil  that  is 
sprayed  on  the 
sand.  Aplomb  like 
Asian's,  Aramco 
now  could  use  bar- 
rels of. 

By  John  Rossant  in 
Dhahran,  with  Robert 
Buderi  in  New  York 
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The  language  may  be  difficult. 

The  food  may  be  different. 

The  customs  may  be  unfamiliar. 

But  making  a  phone  call  back  to  the 
States  can  be  easy 

Just  dial  the  special  AT&T  USADirect® 
access  number  for  the  country  you're  in. 

Within  seconds,  you're  in  touch  with 
an  AT&T  Operator  in  the  U.S.  who  can 
help  you  complete  your  call. 


Use  your  AT&T  Calling  Card  or  call 
collect.  And  not  only  can  you  minimize 
hotel  surcharges,  but  you  can  also  save 
with  our  international  rates. 

Only  AT&T  USADirect  Service  puts 
you  in  easy  reach  of  an  AT&T  Operator 
from  over  75  countries  around  the  world. 

And  it's  just  another  way  that  AT&T  is 
there  to  help  you  from  practically  any- 
where in  the  world. 


So  call  1  800  874-4000  Ext.  415 

for  a  free  information  card  listing  AT&T 
USADirect  access  numbers. 

And  see  how  making  a  phone  call  from 
distant  lands  can  become  familiar  territory 

AT&T  USADirect  Sen  ice. 

Your  express  connection  to  AT&T  service. 


AT&T 

The  right  choice. 


THE  GULF  WAR  I 


BOUND  FOR  THE  BORDER:  MARINE  ARMOR  MOVES  TOWARD  KUWAIT 


A  DRIVE  THROUGH 
DESERT  STORM 


Business  Week  reporters  watch  the  allied  war  machine  uncoil 


Wi  th  i  n  a  few  h  o  u  rs 
of  the  first  bomb- 
ing of  Baghdad, 

BUSINESS  WEEK'S 
Peyjtagon  Corre- 
spondent Russell 
Mitchell  was  flying 
to  Saudi  Arabia. 
Not  long  after,  he  was  heading  as  close 
to  the  front  as  he  could  get.  Here's  his 
report: 

Waiting  is  the  main  occupation 
of  the  500-odd  journalists  who 
have  crowded  into  Dhahran, 
200  miles  from  the  Saudi-Kuwait  border, 
to  cover  the  war.  So  far,  the  military  has 
allowed  only  a  small  minority  of  us  into 
the  field. 

There  has  been  little  hard  information 
or  high  drama  here.  Nearby  are  key 
staging  areas  for  allied  air  strikes  on 
Iraq  and  occupied  Kuwait.  Despite  the 
nightly  wail  of  air-raid  sirens,  the  main 
effect  of  Saddam  Hussein's  sporadic 
missile  attacks  has  been  to  disturb  ev- 
eryone's sleep,  making  for  some  very 
crabby  reporters.  Still,  you  never  know 
when  a  chemical-tipped  Scud  might  have 
your  name  on  it,  so  an  air  raid  sends  the 
heart  racing. 


The  real  war  is  up  north,  where  a 
battle  of  hellish  proportions  is  gathering. 
There  was  no  point  in  sitting  around 
Dhahran  all  day  watching  the  war  play 
out  on  CNN.  So  my  partner,  BUSINESS 
WEEK  Mideast  Correspondent  John  Ros- 
sant,  arranged  to  have  a  Saudi  business- 
man he's  acquainted  with  drive  us  as 
close  to  Kuwait  as  we  dared  go. 
ROYAL  RESCUE.  Tooling  his  four-wheel- 
drive  vehicle  through  oases  of  date 
palms,  Mohammed — not  his  real  name — 
talked  of  the  war  and  politics.  He  made 
it  clear  that  not  all  Saudis  are  pleased 
that  American  troops  and  tanks  are 
about  to  wrench  Kuwait  from  Saddam. 
Many  upper-middle-class  Saudis  such  as 
himself  harbor  a  nagging  belief  that  the 
Americans  and  the  British  are  here  to 
fight  for  oil  and  to  protect  royal  families 
they  see  as  autocratic  and  corrupt.  In 
Saudi  Arabia,  millions  of  dollars  are 
channeled  into  "commissions"  that  feu- 
dal princes  skim  off  the  top  of  big  busi- 
ness deals. 

As  we  drive  north,  the  date  palms 
quickly  give  way  to  desert,  a  scrubby 
expanse  of  rock  and  sand  even  bleaker 
and  uglier  than  it  seems  on  TV.  Fences 
are  set  up  alongside  the  road  to  keep 
camels  off.  Locals  report  that  a  head-on 


collision  with  a  camel  can  be  fatal  to 
both  man  and  beast:  The  car  slams  into 
tall,  spindly  legs,  while  the  camel's  1,800- 
pound  body  crashes  down  on  the  roof. 

As  we  keep  heading  toward  Kuwait, 
Mohammed  weaves  through  long  con- 
voys of  military  supply  trucks.  The  Sau- 
di government  has  heaped  praise  on  the 
hopeful  liberators  of  Kuwait,  but  Mo- 
hammed views  the  war  with  apprehen- 
sion. He's  no  fan  of  Saddam.  Still,  he 
complains  that  the  U.  S.  "never  gave 
sanctions  a  chance  to  work.  They  never 
really  tried  for  an  Arab  solution." 
BABY-BLUE  BUSES.  Mohammed  smooth- 
talks  us  through  several  Saudi  military 
checkpoints,  set  up  near  gas  stations  in 
the  middle  of  nowhere.  Through  the  de- 
sert haze,  we  can  make  out  trailer 
trucks  inching  forward  carrying  M-1 
tanks.  Later,  we  see  a  string  of  baby- 
blue  school  buses,  apparently  pressed 
into  service  as  infantry  transports.  Im- 
mediately to  our  right  is  a  convoy  of 
tracked  armored  vehicles  headed  toward 
the  border,  where  dug-in  Iraqi  troops 
wait. 

The  Marines  here,  their  skin  baked  to 
a  leathery  brown,  say  their  job  is  to  go 
in  with  tanks  and  provide  cover  for  com- 
bat engineers  trying  to  blast  through 
the  Iraqi  line.  It's  one  of  the  most  dan- 
gerous jobs,  but  you  wouldn't  know  it 
talking  to  these  guys.  "If  we  get  the  air 
support,  we  can  do  it  at  our  leisure," 
shrugs  Staff  Sergeant  James  Wood  of 
Orlando.  "The  quicker  we  get  it  done, 
the  quicker  we  go  home." 

Back  on  the  road,  we  drive  on  toward 
a  village.  But  just  outside,  we  hit  a 
checkpoint  that  even  Mohammed  can't 
talk  us  through.  We  head  back  the  way 
we  came,  climbing  a  rise  that  reveals  an 
incredible  vista. 

It  seems  that  all  the  military  hard- 
ware rumbling  in  from  various  points  in 
the  desert  has  converged  into  one  mam- 
moth convoy.  It's  an  epic  scene  worthy 
of  a  70mm  motion-picture  screen.  Chew- 
ing through  the  sand  on  our  left  is  a 
long  train  of  armored  personnel  carriers. 
To  the  right,  a  stream  of  Blackhawk 
helicopters,  thwopping  just  30  feet  off 
the  ground.  Farther  overhead,  a  swarm 
of  Apache  helicopter  gunships.  An  M-1 
tank  stands  guard  on  a  hilltop  nearby. 
And  straight  ahead,  strung  far  as  the 
eye  can  see,  hundreds  of  supply  trucks 
are  led  by  a  line  of  brown  jeeps  embla- 
zoned with  huge  red  crosses  on  a  circle 
of  white. 

So  far,  the  TV  war  has  been  a  series  of 
video-arcade  bombing  runs  and  scenes  of 
havoc  wreaked  by  Saddam's  Scuds.  But 
those  red  crosses  are  an  ominous  re- 
minder that  once  the  hell  of  ground  bat- 
tle begins,  America's  high-tech  war 
promises  to  get  a  lot  bloodier. 
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If  only  for  a  moment,  she  defies  gravity 
Her  grace  and  form  are  flawless,  a  tribute  to 
perseverance  and  tenacity 

She  is  one  of  many  amateur  athletes  who  dedicate 
themselves  not  just  to  winning,  for  that  is  a  short-term  goal. 

But  to  the  challenge 
of  competition  which 
propels  them  to  be 
the  best  they  can  be. 
Today  tomorrow, 
for  a  lifetime. 

Phillips  Petroleum 
has  been  national 
sponsor  of  United 
States  Diving  since 
1979.  And  will 
continue  to  support 
this  organization  for 
many  years  to  come. 
Because  if  our  youths  can  take  determination  and 
achievement  to  this  altitude,  our  hopes  for  the  future 
are  high  indeed. 

PHILLIPS  PETROLEUM COMPANYS 


For  more  injonnatm  on  how  you  can  Mp  tlv:sc  atblelci,  please  write  to:  Executive  Director,  United  States  Divmg,  201  South  Capitol  Avenue, 
Suite  430,  hkhanapolis.  Indiana  46225. 
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THE  FEDERAL  RESERVE  I 


THE  FED 

MAY  BE  SEEING  THINGS 


Is  Greenspan's  sudden  optimism  an  effort  to  rally  'round  the  flag? 


Central  bankers  are  supposed  to  be 
dour  sorts,  and  Federal  Reserve 
Board  Chairman  Alan  Greenspan 
usually  plays  the  role  well.  But  not  late- 
ly. While  the  rest  of  Washington  is 
mired  in  recessionary  gloom,  Greenspan 
is  leaning  against  the  winds  of  pessi- 
mism. "As  best  we  can  judge,"  he  told 
the  House  Budget  Committee  on  Jan.  22, 
"the  latest  data  contain  hints  . . .  that  the 
downward  pressure  on  activity  may  be 
lessening."  Translation:  The  Fed  thinks 
an  end  to  the  recession  may  be  in  sight. 

It's  not  an  easy  case  to  make.  Layoffs 
and  bankruptcies  are  multiplying  daily. 
Factory  output  sank  like  a 
stone  in  last  year's  fourth 
quarter,  portending  more 
pink  slips.  Paralyzed  real 
estate  markets  on  both 
coasts  threaten  to  take 
down  more  large  banks. 
Even  San  Francisco  Feder- 
al Reserve  President  Rob- 
ert T.  Parry  admits  that  he 
and  fellow  optimists  have 
scanty  evidence.  "Fve 
opened  every  drawer  in  my 
desk,"  Parry  jokes,  "and  I 
haven't  found  an  upside 
risk  for  the  economy." 
WAR  BOON?  But  Greenspan 
believes  the  reams  of  busi- 
ness and  financial  data 
that  cross  his  desk  hold 
signs  of  an  economy  hit- 
ting bottom.  Initial  claims 
for  unemployment  insur 


gains  that  greeted  the  outbreak  of  fight- 
ing bolstered  the  Fed  majority  that 
blamed  the  gulf  crisis  for  the  U.  S.  econ- 
omy's doldrums.  "If  we  can  settle  this 
war  quickly,"  says  Richmond  Fed  Presi- 
dent Robert  P.  Black,  "the  economy 
might  jump  back  pretty  quickly." 

A  forecast  that  depends  on  a  quick 
victory  has  problems.  Some  private  econ- 
omists think  Greenspan's  optimism  may 
be  inspired  as  much  by  politics  as  by 
data.  Since  war  broke  out,  "Greenspan 
and  the  Administration's  guys  have  been 
speaking  from  the  same  script,"  says 
David  M.  Jones,  chief  economist  at  bond- 


DESPITE  A  SURGE  ...MONEY-SUPPLY 
IN  BANK  RESERVES...    GROWTH  HAS  STALLED 
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ance  dropped  sharply  in  early  January, 
while  orders  for  exports  remain  strong. 
Auto  industry  plant  closings  knocked 
down  gross  national  product  by  a  full 
two  percentage  points  in  the  fourth 
quarter — but  that  means,  Greenspan  ar- 
gues, that  "most,  if  not  all,  of  the  reduc- 
tion in  motor  vehicle  output  may  well  be 
behind  us."  And  auto  makers  aren't  the 
only  companies  with  lean  inventories. 
Any  pickup  in  consumer  spending  will 
boost  production  almost  immediately. 

Consumer  spending  could  soon  pick 
up — especially  if  the  Persian  Gulf  war 
continues  to  go  America's  way.  The 
sharp  drop  in  oil  prices  and  stock-market 


trading  firm  Aubrey  G.  Lanston  &  Co. 
"It's  rally  'round  the  flag." 

But  pressure  is  coming  at  least  as 
much  from  Greenspan's  Fed  colleagues 
as  from  the  White  House,  and  he  lost 
one  vote  for  easing  when  Fed  Governor 
Martha  Seegers  announced  her  resigna- 
tion. Over  the  past  two  months,  the  cen- 
tral bank  has  taken  six  steps  to  lower 
interest  rates,  pumping  a  flood  of  re- 
serves into  the  banking  system — to  little 
apparent  effect  (charts).  Now,  Fed  infla- 
tion hawks  want  a  pause  to  see  how  the 
economy  will  respond.  "We're  trying 
this  time  to  avoid  sharp  reactions  that 
set  up  conditions  for  renewed  inflation" 


during  the  economy's  recovery,  says 
Parry.  Greenspan's  guarded  optimism 
offers  a  rationale  for  the  central  bank  to 
sit  tight  for  a  while. 

While  bowing  to  the  hawks,  however, 
Greenspan  is  trying  to  ensure  that  the 
central  bank  will  be  more  responsive  to 
signs  of  continued  economic  weakness. 
The  Fed  chief  is  focusing  attention  on 
the  money  supply,  which  has  remained 
flat  despite  the  Fed's  efforts  to  pump  up 
growth.  Since  the  mid-1980s,  the  Fed  has 
downplayed  the  links  between  M2,  its 
prime  measure  of  the  money  supply,  and 
the  health  of  the  economy.  Now,  the  Fed 
is  worried  that  weak  money  growth  sig- 
nals troubles  in  the  financial  system. 
FAINT  SIGNS.  The  roadblock  was  in  the 
banking  system.  Under  pressure  to 
boost  capital,  banks  have  shrunk  loan 
portfolios,  which  forced  a  matching  de- 
cline in  deposits  and  stalled  money-sup- 
ply growth.  As  yearend  approached, 
banks  wanted  to  keep  their  funds  close 
at  hand:  First  Interstate  Bancorp  of  Los 
Angeles,  for  example,  retired  $L8  billion 
of  its  commercial  paper  during  1990, 
then  built  up  a  $1  billion  cash  reserve  to 
bolster  liquidity.  With  war 
fears  running  high,  individ- 
uals pulled  money  out  of 
banks  and  fled  to  Treasury 
securities.  The  result:  Lit- 
tle of  the  Fed's  intended 
stimulus  has  gotten 
through  to  the  economy. 

Now,  Greenspan  sees 
faint  signs  that  the  credit 
crunch  is  ending:  Healthier 
banks,  he  argues,  are  be- 
ginning to  snatch  their 
weaker  sisters'  loan  cus- 
tomers. If  that  continues, 
the  gains  should  be  reflect- 
ed in  M2.  If  it  stalls,  the 
ongoing  slowdown  in  mon- 
ey growth  will  help  Green- 
span convince  Fed  hawks 
that  more  easing  is  neces- 
sary— in  a  hurry.  "Prob- 
lems will  show  up  in  mon- 
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ey  measures  long  before  they  hit  the 
economy,"  says  Jerry  L.  Jordan,  First 
Interstate's  chief  economist. 

Greenspan  had  better  hope  so.  His  op- 
timism, tentative  though  it  may  be,  has 
many  Fed-watchers  worried  that  the 
central  bank  will  overlook  any  contrary 
evidence.  "So  far,  the  economy  has  fall- 
en faster  than  the  Fed  has  eased,"  frets 
David  Wyss,  financial  economist  for 
DRi/McGraw  Hill.  Greenspan  would  ar- 
gue that  his  new  forecast  puts  him 
ahead  of  the  curve.  It  will  take  several 
nerve-racking  months  to  see  if  he's  a 
forecasting  genius  or  an  economic  goat. 
By  Mike  McNamee  in  Washington 
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PAINFUL  DEMISE:  IT'S  TOO  LATE  FOR  NEWLY  ALLOWED  FOREIGN  CAPITAL  TO  SAVE  EASTERN 


THE  LAW  OF  THE  JUNGLE 
TAKES  TO  THE  SKIES 


And  that's  just  the  way  Transportation  Secretary  Skinner  wants  it 


Eastern  Air  Lines  Inc.  stops  flying. 
Trans  World  Airlines  Inc.  cuts  50',^ 
of  its  international  flights  and  lays 
off  2,500  people.  The  bad  news  is  issuing 
from  the  airline  industry  in  a  steady 
drone.  Since  August,  when  the  Persian 
Gulf  crisis  sent  fuel  prices  soaring,  the 
industry  has  lost  more  than  $2  billion, 
experts  estimate.  Two  airlines  have  filed 
for  Chapter  11  protection.  And  strong 
airlines  have  bought  or  proposed  buying 
almost  $1.3  billion  in  assets  from  their 
weak  or  bankrupt  brethren. 

Is  the  U.  S.  airline  industry  ruled  by 
the  law  of  the  jungle?  Transportation 
Secretary  Samuel  K.  Skinner  doesn't 
think  that  would  be  all  bad.  "Consolida- 
tion is  no  grounds  for  panic,"  he  told  the 
National  Press  Club  on  Jan.  23.  Deliver- 
ing basically  a  new  policy  statement  for 
the  industry.  Skinner  outlined  agency 
decisions  that  will  hasten  consolidation 
while  opening  the  U.  S.  market  to  great- 
er foreign  competition  and  capital. 
NO  PANACEA.  Skinner's  most  significant 
pronouncement  concerned  the  rule  bar- 
ring foreign  investors  from  owning 
more  than  259'^  of  the  voting  stock  of  a 
U.  S.  airline.  Transportation  will  now  in- 
terpret the  rule  much  more  loosely.  For- 
eigners can  own  up  to  497^  of  an  airline's 
equity  as  long  as  the  stake  doesn't  give 
them  voting  control.  As  for  debt  financ- 


ing, it  will  not  be  considered  a  means  of 
control.  Skinner  also  outlined  a  series  of 
decisions  that  are  designed  to  stimulate 
the  market  for  routes,  liberalize  bilateral 
treaties,  and  improve  access  to  airports. 

The  new  policy  is  of  immediate  benefit 
to  Northwest  Airlines  Inc.,  which  is 
struggling  under  a  $1.5  billion  debt  load 
incurred  in  its  1989  leveraged  buyout. 
Northwest  won't  have  to  buy  back  $250 
million  of  the  $400  million  KLM  Royal 
Dutch  Airlines  invested  in  the  LBO.  KLM 
will  also  be  allowed  to  fly  directly  from 
Europe  to  Minneapolis,  a  Northwest 
hub.  That  will  permit  the  two  carriers  to 
set  up  the  kinds  of  marketing  agree- 
ments that  have  eluded  them  since  the 
buyout.  uSAir  Inc.  might  also  get  a 
break.  Having  lost  $450  million  last  year, 
the  company  may  look  for  foreign  inves- 
tors, sources  say. 

While  analysts  and  industry  execu- 
tives applaud  Skinner's  efforts  to  open 


Skinner's  new  pohcy  should 
hasten  the  consolidation  of 
the  U.S.  airline  industry  and 
open  it  wider  to  foreigners 


the  market,  the  new  policies  are  no  pan- 
acea. Analyst  Kevin  Murphy  of  Morgan 
Stanley  &  Co.  doesn't  expect  a  rush  of 
rescue  capital.  "It's  a  step  in  the  right 
direction,"  he  says,  "but  it's  not  going  to 
open  up  the  floodgates." 

It's  probably  too  late  to  help  some 
carriers,  anyway.  Eastern's  long-expect- 
ed demise  shows  how  painful  the  airline 
crisis  can  be  for  the  creditors  and  em- 
ployees of  the  growing  number  of  bank- 
rupt carriers.  During  its  22  months  in 
Chapter  11,  Eastern  lost  $1.8  billion  and 
burned  through  $685  million  in  cash  set 
aside  for  unsecured  creditors  after  asset 
sales.  Those  creditors,  including  the  fed- 
eral Pension  Benefit  Guaranty  Corp.  and 
suppliers  such  as  Airbus  Industrie, 
aren't  likely  to  get  anything  more  than 
lawyers'  bills.  Even  some  secured  credi- 
tors, who  have  watched  the  value  of 
their  collateral — aging  727s  and  DC-9s — 
wilt  by  207'  or  more,  aren't  sure  how 
much  they'll  recover.  In  the  end,  18,000 
jobs  will  be  lost. 

SPIKING  FARES.  When  the  cash  ran  out,  it 
didn't  take  long  for  Eastern  to  become  a 
laboratory  for  free-market  forces.  Even 
before  the  bankrupt  carrier  finally 
grounded  its  planes  on  Jan.  18,  its  com- 
petitors were  sweeping  in  to  pick  apart 
the  company.  Eastern  trustee  Martin  R. 
Shugrue  had  tried  for  months  to  sell 
parts  of  the  airline  in  a  desperate  bid  to 
keep  flying.  But  he  didn't  unload  much 
until  three  days  before  the  shutdown, 
when  Delta  Air  Lines  Inc.  agreed  to  pay 
Shugrue  $42.9  million  for  18  gates  at 
Atlanta's  Hartsfield  International  Air- 
port and  a  route  to  Canada.  By  Jan.  23, 
Shugrue  had  agreed  to  sell  gates  at 
Washington  National  Airport  to  North- 
west for  $23.2  million.  Then  United  said 
it  would  pay  $60  million  for  gates  at 
both  Los  Angeles  International  Airport 
and  Chicago's  O'Hare. 

Just  as  economics  textbooks  would 
predict,  air  fares  in  Eastern's  former 
markets  spiked  after  the  carrier  shut 
down.  Competing  airlines,  led  by  Delta 
and  U.SAir,  no  longer  had  to  match  the 
ailing  carrier's  kamikaze  prices.  That's 
0.  K.  with  Skinner,  as  is  the  Darwinian 
ethos  that  deregulation  encouraged. 
"Deregulation  allowed  airlines  a  greater 
latitude  to  make  mistakes,"  he  says,  not- 
ing the  industry's  heavy  debt.  The  con- 
solidation, he  adds,  "is  the  inevitable  re- 
sult of  market  forces." 

Captain  H.  Clay  Faulkner,  who  piloted 
Eastern's  last  flight  into  Miami,  sees  it 
more  simply:  "We're  a  victim  of  the 
'80s — a  decade  of  greed  and  debt  financ- 
ing," he  says.  The  industry  eventually 
may  cure  its  ills  by  working  itself  down 
to  a  smaller  group  of  the  fittest  carriers. 
But  for  Faulkner  and  his  colleagues,  it 
has  been  bitter  medicine  indeed. 

By  Gail  DeGeorge  in  Miami  and  Seth 
Payne  in  Washington,  with  bureau  reports 
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DID  MARVIN  DAVIS  LEAD  AETNA 
DOWN  THE  GARDEN  PATH? 


A  long-pending  court  case  will  determine  if  the  oilman  bilked  the  insurer 


arvin  Davis  was  riding  high.  As 
the  summer  of  1981  ap- 
proached, the  6-foot,  6-inch,  300- 
pound  former  New  Yorker  was  the  na- 
tion's leading  independent  oilman. 
Backed  by  $600  million  in  investments, 
his  company  was  drilling  more  than  400 
wells  and  boasted  an  all-star  roster  of 
investors  including  former  President 
Gerald  Ford  and  Star  Wars  creator 
George  Lucas.  Eating  roast  lamb  in  the 
wine  cellar  of  a  Hartford  restaurant,  Da- 
vis looked  triumphant.  Sitting  across 
from  him  was  John  H.  Filer,  then  chair- 
man of  giant  Aetna  Life  &  Casualty  Co. 

Filer  could  smell  a  killer  investment. 
By  the  following  year,  he  had  authorized 
Aetna  investments  in  Davis  Oil  Co.  total- 
ing $168  million.  But  now,  Aetna  and 
Davis  are  battling  in  a  Denver  court  as 
arguments  in  a  five-year-old  lawsuit  are 
finally  being  heard.  Simply  put,  Aetna 
claims  that  Davis  took  it  for  a  ride — and 
it  wants  the  court  to  award  it  $100  mil- 
lion, plus  punitive  damages. 

Alleging  wildly  optimistic  projections 
and  hidden  cost  over- 
runs, the  insurer  is  hit- 
ting Davis  and  his  com- 
pany with  one  of  the 
largest  fraud  cases  ever 
brought  against  a  wild- 
catter. The  course  of 
Aetna's  investments 
was  influenced  by  sev- 
eral factors,  not  the 
least  of  which  was  the 
break  in  the  world's  oil 
and  natural  gas  mar- 
kets. But  Aetna  also  al- 
leges that  it  was  tricked 
into  increasing  its  in- 
vestments with  Davis. 
SEDUCED?  The  charges, 
which  Davis  denies  ve- 
hemently, offer  a  rare 
glimpse  into  the  oil  drill 
ing  business  that  made 
him  one  of  America's 
wealthiest  men.  They 
also  say  a  lot  about  how 
the  lure  of  oil  riches 
could  seduce  even  a 
supposedly  savvy  inves- 
tor such  as  Aetna, 
which  in  1981  controlled 
more  than  $39.8  billion 
in  assets.  Indeed,  the 


Hartford-based  insurer  admits  that  it 
made  many  of  its  Davis  investments 
even  after  its  own  hand-picked  team  of 
geologists  had  advised  against  them. 

Before  taking  the  plunge  with  Davis 
in  wildcatting,  Aetna  had  invested  with 
him  in  Denver  and  San  Diego  real  es- 
tate. But,  according  to  Davis'  lawyers, 
Aetna  Chairman  Filer,  armed  with  little 
more  than  some  highly  complimentary 
press  clippings  on  Davis,  first  authorized 
a  $15  million  drilling  investment  in  early 
1981.  Word  of  success  came  quickly.  Da- 
vis, the  insurer  says,  came  to  Hartford 
looking  for  $100  million  more  to  expand 
his  search  for  oil.  The  business  was 
"hot,"  Davis  told  Filer,  according  to  Aet- 
na's complaint.  During  an  Aetna  board 
meeting  called  to  consider  the  Davis  in- 
vestment, Aetna  says  the  Denver  oil 
man  phoned  to  report  news  of  a  "1  mil- 
lion-barrel discovery"  at  a  Wyoming  site 
"with  a  total  potential  for  the  prospect 
of  10  million  biarrels." 

Filer  retired  in  1984,  and  an  Aetna 
spokesman  said  neither  the  insurer  nor 
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DAVIS  CALLED  DURING  AN  AETNA  BOARD 
MEETING  TO  TELL  OF  A  BIG  FIND 


FILER'S  SPONTANEOUS  INVESTMENTS 
SURPRISED  EVEN  AETNA'S  STAFFERS 


Filer  is  willing  to  comment  now.  But  the 
spontaneity  of  Filer's  investments  sur- 
prised even  Aetna  staffers,  according  to 
court  papers  filed  by  Davis.  So  per- 
plexed was  one  Aetna  executive  after 
Filer  pledged  $50  million  at  the  Hartford 
restaurant  meeting  that  he  half-joked: 
"Maybe  [they  should]  send  down  the 
napkin  that  they  figured  this  out  on." 

As  Aetna  invested  more,  it  says,  Da- 
vis' people  refused  to  provide  detailed 
reports.  And  Aetna  says  it  worried  that 
Davis  had  misrepresented  the  success 
rate  at  its  wells.  At  Aetna's  direction, 
Houston-based  consultants  Ryder  Scott 
Inc.  studied  six  wells  in  which  Aetna  had 
a  share.  It  figured  the  wells  had  re- 
serves worth  $155  million — about  one- 
fourth  estimates  Davis  had  given  Aetna. 

Aetna  kept  digging  and  claims  it  un- 
covered more  problems.  The  company 
says  a  1984  audit  by  Arthur  Andersen  & 
Co.  for  Aetna  and  another  Davis  inves- 
tor found  discounts  from  vendors  that 
didn't  appear  on  invoices.  Instead,  Aetna 
charges,  the  discounts  were  rebated  to 
Davis  alone  when  his  partners  should 
have  shared  them.  Once,  the  auditors 
found,  Davis  charged  Aetna  $230,000  for 
a  $157,000  item  and  assessed  the  remain- 
ing $73,000  as  a  "profit  to  Marvin." 
DAY  OF  RECKONING.  Neither  Davis  nor 
his  lawyers  pr  spokesmen  would  com- 
ment for  this  story.  But  papers  filed  by 
his  lawyers  dismiss  Aetna's  charges.  Da- 
vis, they  say,  was  fully  forthcoming. 

Moreover,  the  papers 
note,  Aetna  had  its  own 
geologists,  and  having 
invested  $100  million  in 
drilling  even  before 
joining  Davis,  the  insur- 
er knew  the  risks  of 
wildcatting.  Davis  main- 
tains that  Aetna,  forced 
by  low  oil  prices  to  can- 
cel the  1982  sale  of  its 
oil  interests,  didn't  lose 
money  because  of  him. 

In  1985,  the  two  sides 
failed  to  settle  out  of 
court.  In  the  scuttled 
deal,  Davis  would  have 
bought  back  the  oil 
wells  for  $35  million  in 
cash  and  a  $15  million 
note.  That  fell  apart 
when  Davis,  who  has 
sold  most  of  his  other 
oil  properties,  begged 
off,  says  a  court  filing. 
Now  a  jury  in  Denver, 
where  he  made  his  for- 
tune, will  decide  just 
how  high  Marvin  Davis 
should  still  be  riding. 

By  Ronald  Grover  in 
Los  Angeles 


Our  copiers  are  designed  from  a  different  point  of  view. 


At  Canon, we  approach  copying  from  a 
different  perspective.  Yours. 

You  wanted  copiers  that  combine  qual- 
ity and  performance.  We  gave  you  that,  along 
with  superior  technology  and  a  design  that 
makes  them  remarkably  easy  to  use. 

Because  different  work  environments  have 
different  needs, we  designed  a  copier  line  that  s 
more  than  just  the  industry's  largest,  it  s  the 
most  varied.  Our  models  range  from  com- 


Cation 

The  choice  is  Canon 


pact  desk-top  units  to  high-speed  copying  sys- 
tems to  the  most  advanced  digital  full  color 
copying  available. 
And  to  keep  your  business  productive, 
we  developed  a  wide  variety  of  feeding  and 
finishing  options  as  well  as  faster  copy  speeds. 

In  short,  before  any  Canon  copier  is  de- 
signed by  us,  its  designed  by  you.  Its  no  wonder 
weYe  Americas  most  popular  copier.  For  in- 
.   formation,  call  toll-tree  1-800-OK-CANON. 


WILL  A  SINGLE  EUROPEAN  CURRENCY  CREATE 
BUSINESS  OPPORTUNITIES  THERE,  OR 
JUST  STIFLE  CAPITAL  FORMATION  HERE? 
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Economic  chanjrc  opens  floors  for  some  and  closes  doors  on  others. 
Companies  with  the  agility  to  take  advantage  o(  change  often  get  a  real  edge 
on  their  competition.  If  you're  looking  for  a  competitive  advantage  here  in 
the  V.S.,  or  even  if  you're  contemplating  overseas  expansion,  EDS  can  help — 
wiih  (omputing  and  communications  systems  that  let  yon  respond  faster, 
improve  C|uality,  and  control  costs. 

IS  MANAGING  YOUR  INFORMATION  MANAGING  YOU? 

Itif oi  Tn.ition  that  helps  you  achieve  your  business  goals  is  valuable, 
information  for  information's  sake  is  not.  EDS  can  help  evaluate  your  inloT  tna- 
tion  technology  to  make  sin  e  you  get  more  of  the  former  and  less  of  the  latter. 

ARE  YOUR  NEEDS  UNIQUE? 

EDS  has  an  unmatched  record  of  de\eloping  systems  and  scjftware  for  a 
business's  individual  needs.  Not  off-the-shelf,  one-size-f its-all  soluticms. 
No  otlier  systems  developers  have  as  much  experience  in  as  many  business 
areas  as  EDS. 

CAN  YOUR  SYSTEMS  REALLY  BE  INTEGRATED? 

For  over  28  years  we've  been  making  hardware,  software,  conimimications, 
process  and  people  work  together  seamlessly.  You  won't  find  a  systems  inte- 
grator with  a  longer  or  better  record  of  results. 

SHOULD  YOU  MANAGE  LESS  AND  LEAD  MORE? 

We  provide  systems  management  for  giant  inchistiT  leaders  and  small  com- 
panies on  their  way  to  becoming  leaders.  So  we  can  help  manage  your 
information  systems  a  little  or  a  lot.  We  work  closely  with  yom"  people,  to  add 
resoiuces,  new  technology  and  provide  flexibility,  so  you  can  focus  on  your 
core  business. 

CAN  EDS  PUT  INFORMATION  TECHNOLOGY  TO  WORK  FOR  YOU? 

Keeping  \c)ur  eyes  on  the  clianging  business  etivironment  has  ne\er  been  nioi  e 
important.  And  even  though  you  can't  control  change,  yon  can  take  advan- 
tage of  it  with  EDS.  To  learn  more  about  how  we  might  help  voti,  write  EDS, 
7171  Forest  Lane,  BW4,  Dallas,  TX  75230.  Or  call  (214)  490-2000. 
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CITICORP  WILL  TAKE 
ITS  MEDICINE  NOW 


►  Citicorp  Chairman  John 
Reed  says  it's  time  for  his 
bank,  the  largest  in  the  U.  S., 
to  slim  down  and  shape  up. 
Reed  announced  on  Jan.  22 
that  he  wants  to  slash  annual 
operating  costs  by  $1.5  billion 
by  199;^,  up  $700  million  from 
his  earlier  target.  Most  of  last 
year,  Reed  resisted  calls  for 
stern  measures  to  address  the 
bank's  growing  problem  with 
commercial  real  estate  loans. 
Nearly  m  of  Citi's  $13.3  bil- 
lion in  such  loans  were  non- 
performing  at  yearend. 

In  explaining  the  moves. 
Reed  indicated  that  federal 
regulators  may  have  urged 
him  to  bolster  Citi's  capital 
base.  He  wants  to  raise  $4  bil- 
lion to  $5  billion  through  re- 
tained earnings,  asset  sales, 
and  some  new  equity  issue. 

As  for  the  future.  Reed 
says  he  might  be  interested  in 
merging  with  another  bank. 
But  he  doesn't  foresee  any 
immediate  deal. 


END  OF  THE  TAB  FOR 
LONE  STAR'S  STEWART 


►  The  days  of  wining  and  din- 
ing on  the  company  tab  are 
over  for  James  Stewart.  On 
Jan.  16,  he  cut  all  his  ties  with 
Lone  Star  Industries  by  re- 
signing as  director  and  chair- 
man of  the  cement  maker, 
which  is  in  bankruptcy  reor- 
ganization. Stewart's  1989  ex- 
pense account  totaled  $2.9 
million,  mostly  for  corporate 
aircraft  and  accommodations 
at  fancy  New  York  hotels.  A 
law  firm  hired  by  Lone  Star 
continues  to  investigate  the 
account.  The  company  says 
Stewart  has  no  severance  pay 
coming  to  him. 


FEAST  AND  FAMINE 
IN  SILICON  VALLEY 


►  For  the  disk-drive  makers 
of  Silicon  Valley,  it's  either 
the  penthouse  or  the  dog- 
house. On  Jan.  21,  just  a  day 


after  Maxtor  Chief  Executive 
George  Scalise  and  two  other 
top-ranking  executives  left, 
the  company  announced  a  $4 
million  loss  on  third-quarter 
sales  of  $240  million.  By  con- 
trast, fourth-quarter  profits 
at  Conner  Peripherals  jumped 
2257f  from  a  year  ago,  to  $47 
million,  on  sales  of  $418  mil- 
lion. And  at  Quantum,  profits 
rose  76%,  to  $18  million,  on 
sales  of  $232  million. 

Maxtor's  problems:  last 
June's  purchase  of  ailing 
MiniScribe,  as  well  as  a  late 
start  in  producing  new  high- 
capacity  drives.  Meanwhile, 
Quantum  and  Conner  have 
captured  more  PC  and  laptop 
business — though  analysts 
say  they  expect  growth  at 
those  companies  to  slow  in 
1991,  too. 


LOTUS  WILL  KEEP  THIS 
DATA  BASE  TO  ITSELF 


►  The  public  spoke — screamed 
is  more  like  it — and  Lotus  De- 
velopment listened.  On  Jan. 
23,  the  software  maker 
shelved  plans  to  sell  Market- 
place: Households,  a  compre- 
hensive data  base  of  U.  S. 
consumers.  The  data  base, 
which  was  to  have  been  pub- 
lished on  compact  disks  for 
Apple  Macintosh  computers, 
includes  names,  addresses, 
and  socioeconomic  profiles  of 
120  million  Americans. 

A  Lotus  spokeswoman  said 
that  the  $695  Marketplace 
package  had  attracted  consid- 


NO  WONDER  HORS  D'OEUVRE  FUTURES  ARE  UP 


The  bash  will  cost  $350,000,  but 
hey,  it's  not  every  day  that  Leo 
Melamed  retires.  This  is  the  man 
who  built  the  once  lowly  Chica- 
go Mercantile  Exchange  into  a 
worldwide  marketplace  and  was 
present  at  the  creation  of  many 
of  the  exotic  financial  futures 
that  portfolio  managers  now 
rely  on.  Some  1,700  of  Me- 
lamed's  closest  friends  are  ex- 
pected to  attend,  including  No- 
bel economist  Milton  Friedman  and  Republican  National 
Committee  Chairman  Clayton  Yeutter. 

Clearly,  Melamed  has  plenty  to  celebrate,  but  the  funny 
thing  is,  once  he  steps  down  as  chairman,  he  isn't  going 
anywhere.  He's  the  prime  mover  of  the  Merc's  effort  to  devel- 
op computerized  futures  trading,  and  he  heads  a  Merc  commit- 
tee considering  a  merger  with  the  Chicago  Board  of  Trade.  At 
this  rate,  Melamed  will  eventually  need  another  retirement 
party.  The  Merc  may  wish  it  had  stuck  with  a  gold  watch. 


erable  interest  from  small  and 
midsize  businesses.  But  the 
prospect  of  making  such  a  lot 
of  personal  data  so  readily 
available  raised  the  hackles  of 
privacy  advocates  across  the 
country.  Lotus  will  take  an 
unspecified  charge  in  its 
fourth  quarter  to  reflect  the 
cancellation. 


SUDDENLY,  L.A.  GEAR 
ISN'T  SO  FASHIONABLE 


►  L.  A.  Gear  has  lost  a  lot  of 
its  gloss.  First,  the  sneaker 
company's  much-hyped  fash- 
ion line  of  Michael  Jackson 
shoes  bombed  in  the  U.  S. 
Then,  in  December,  a  guard 


for  the  Marquette  University 
basketball  team  stumbled  and 
fell  to  the  floor  in  a  nationally 
televised  college  game  when 
his  L.  A.  Gear  sneakers  fell 
apart. 

Now  for  some  real  embar- 
rassment. The  onetime  Wall 
Street  darling  says  it  will  suf- 
fer a  $4  million-to-$6  million 
fourth-quarter  loss,  down 
from  an  $11.6  million  profit 
the  year  earlier.  And  Chair- 
man Robert  Greenberg  has 
dropped  his  nonstop  optimism, 
saying  the  company  is  "cau- 
tious in  [its]  outlook." 


AT  LA  OUINTA,  THE 
DOOR  IS  WIDE  OPEN 


►  When  high-powered  inves- 
tors knock  at  the  door.  La 
Quinta  Motor  Inns  apparently 
listens.  The  budget  motel 
chain  announced  on  Jan.  23 
that  it  would  consider  the  sale 
of  the  company.  The  move 
came  after  investment  groups 
led  by  the  billionaire  Bass 
brothers  and  New  Zealand  fi- 
nancier Sir  Ronald  Brierley 
had  amassed  nearly  30%  of 
the  company's  stock  last  year 
and  challenged  a  La  Quinta 
poison-pill  takeover  defense. 
Analysts  suspect  that  a  for- 
eign buyer  might  swallow  La 
Quinta  for  as  much  as  $30  a 
share,  or  about  $390  million. 
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THE  WORST  IS  PROBABLY  OYER 
FOR  THE  KEATING  FIVE 


While  the  Persian  Gulf  war  has  kept  Americans  glued 
to  their  TV  sets,  the  public  has  all  but  forgotten  the 
big  televised  drama  of  last  fall:  the  Senate  trial  of 
the  Keating  Five.  Public  hearings  have  ended,  and  the  Ethics 
Committee  will  soon  render  its  verdict.  Odds  are  that  the  five 
senators  accused  of  improperly  aiding  former  savings  and  loan 
magnate  and  large-scale  contributor  Charles  H.  Keating  Jr. 
will  be  let  off  with  little  more  than  a  slap  on  the  wrist. 

All  five  say  they  were  just  providing  routine  assistance  to  a 
constituent  when  they  helped  Keating  with  thrift  regulators. 
The  ethics  panel  is  likely  to  buy  that  argument. 
Says  attorney  Stanley  M.  Brand,  who  has  repre- 
sented House  members  in  ethics  cases:  "The 
problem  I'm  having  is  understanding  what  the 
violation  is.  There's  no  rule  against  taking  cam- 
paign contributions  from  people  you  help." 

Ethics  Committee  Special  Counsel  Robert  S. 
Bennett  says  "the  political  heart  and  soul  of  this 
country"  is  at  stake.  He's  urging  that  the  com- 
mittee rebuke  Senators  Alan  Cranston  (D-Calif.), 
Donald  W.  Riegle  Jr.  (D-Mich.),  and  Dennis  De- 
Concini  (D-Ariz.).  But  he  has  recommended  that 
the  cases  against  Senators  John  McCain  (R- 
Ariz.)  and  John  Glenn  Jr.  (D-Ohio)  be  dropped. 
SPECIAL  FAVORS.  The  Committee  is  inclined  to 
drop  all  the  charges,  but  it  can't  just  settle  for  a 
"go-and-sin-no-more."  Lincoln's  failure  will  cost 
taxpayers  $2.5  billion.  The  public  wants  blood. 
Polls  make  it  clear  that  many  Americans  see  the  affair  as  a 
case  of  special  favors  for  special  interests. 

Trouble  is,  the  members  of  the  committee  are  taking  a 
narrower,  more  legalistic  view  of  the  matter.  Right  now,  the 
six  members  are  bitterly  divided.  Two  Democrats — Terry  San- 
ford  of  North  Carolina  and  David  Pryor  of  Arkansas — appear 
ready  to  let  their  colleagues  off  the  hook.  They  complained  in 
the  hearings  that  much  of  the  evidence  Bennett  presented  was 
irrelevant.  Republicans  Jesse  A.  Helms  of  North  Carolina  and 
Trent  Lott  of  Mississippi  feel  just  as  strongly  that  the  three 


should  be  punished.  "I'm  proud  of  you,  and  I  think  the  Ameri- 
can people  are  too,"  Helms  told  Bennett. 

That  leaves  the  job  of  forging  a  verdict  to  Chairman  Howell 
Heflin  (D-Ala.)  and  Vice-Chairman  Warren  B.  Rudman  (R- 
N.  H.).  Neither  has  tipped  his  hand,  but  both  are  inclined  to 
view  their  jobs  in  a  legal,  rather  than  political,  context. 

Here's  how  it's  likely  to  play  out:  Rudman,  a  former  prose- 
cutor, and  Heflin,  a  one-time  judge,  will  assess  the  facts  in 
lawyerly  fashion,  asking  if  there  is  clear  and  convincing  evi- 
dence that  any  senator  helped  Keating  in  exchange  for  money. 

With  no  smoking-gun  evidence,  the  likely  an- 
swer is  no.  Then  Rudman  and  Heflin  will  ask  if 
any  senator  improperly  pressured  regulators. 
Brand  says  the  ethics  panel  may  suggest  limit- 
ing future  regulatory  intervention  by  lawmak- 
ers. But,  he  adds,  "you  can't  hold  people  to  a 
standard  that's  not  clear  to  them  at  the  time." 
WORST  CASE.  In  the  end,  all  the  committee  may 
have  left  is  a  rule  barring  senators  from  accept- 
ing favors  that  would  create  the  appearance  of 
misconduct.  That's  a  very  slender  rope  with 
which  to  hang  a  man.  In  the  worst  case  for  the 
senators  involved,  the  committee  may  recom- 
mend that  the  Senate  reprimand  Cranston — who 
has  already  announced  that  he'll  retire  next 
year — DeConcini,  and  Riegle. 

Riegle  is  in  the  most  jeopardy.  He  could  face 
censure  for  what  Bennett  calls  "obscuring  his 
role,"  a  euphemism  for  lying  in  testimony.  If  the  panel  finds 
Riegle  was  dishonest  with  his  colleagues,  they  might  suggest 
that  the  Senate  Democrats  take  away  his  chairmanship  of  the 
Banking  Committee.  "It's  been  discussed,"  says  one  aide. 

This  outcome  would  prove  deeply  disappointing  to  the  pub- 
lic. The  best  voters  can  hope  for  is  that  the  embarrassment  of 
the  Keating  Five  will  cause  senators  to  think  twice  before 
going  out  of  their  way  to  help  powerful  constituents.  But  in 
Washington,  alas,  embarrassment  rarely  lasts  long. 

By  Paula  Dwyer 


CAPITAL  WRAPUPI 


CIVIL  RIGHTS 


Amove  by  Senate  Minority  Lead- 
er Bob  Dole  (R-Kan.)  could  split 
the  coalition  that  is  seeking  to  revive 
the  civil  rights  legislation  vetoed  by 
President  Bush  last  year.  Dole's  staff 
is  currently  readying  a  bill  designed  to 
help  women  fight  job  discrimination.  A 
draft  measure  includes  a  study  of  the 
"glass  ceiling,"  subtle  discrimination 
that  keeps  women  out  of  the  top  eche- 
lons of  management.  The  senator's 
wife,  Elizabeth  Dole,  had  pushed  for 
such  a  study  during  her  tenure  as  La- 
bor Secretary.  A  far  more  significant 
provision  would  allow  women  to  win 
damages  of  up  to  $100,000  for  sexual 


harassment  that  occurs  in  the 
workplace. 

The  1990  Civil  Rights  Act,  which 
would  have  reversed  several  U.  S.  Su- 
preme Court  rulings  that  weakened  the 
ability  of  minorities  to  win  antidiscrimi- 
nation suits,  would  also  have  expanded 
women's  rights  to  sue  in  harassment 
cases.  Women's  groups  remain  commit- 
ted to  another  stab  at  the  broader  leg- 
islation and  they  are  unhappy  with  the 
Dole  proposal  to  put  a  ceiling  on  dam- 
ages. But  the  bill  could  weaken  grass- 
roots support  for  the  more  sweeping 
measure.  It  could  also  make  it  more 
difficult  for  Democrats  to  attract  the 
GOP  support  they  would  need  to  over- 
ride another  veto. 


ENERGY 


The  auto  industry  is  bracing  for  a 
push  by  Congress  to  order  a  dras- 
tic improvement  in  the  fuel-economy  of 
U.  S.  cars.  Last  year,  a  measure  spon- 
sored by  Senator  Richard  Bryan  (D- 
Nev.)  had  the  votes  to  pass,  but  was 
shunted  aside  in  the  pre-election  rush 
to  adjournment.  Now  Bryan  is  getting 
ready  to  introduce  a  new  version  of  the 
measure  that  would  require  carmakers 
to  increase  their  corporate  average 
fuel  economy  by  40%  by  2001.  With 
war  in  the  Persian  Gulf  heightening 
concerns  about  America's  dependence 
on  imported  oil,  the  bill  looks  like  a 
good  bet  to  pass  this  year. 
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CHANGING  BILLS  a  thriving 

BLACK  MARKET  DEVALUED  THE  RUBLE, 
PROMPTING  THE  TOUGH  MEASURES 


AND  NOW,  A  CRACKDOWN 
ON  CASH  

By  confiscating  rubles,  Gorbachev  could  undo  six  years  of  economic  reform 


Within  hours  of  the 
stunning  announce- 
ment, massive  lines  had 
formed  in  the  bitter, 
early-morning  cold, 
waiting  for  banks  to 
open.  "People  are 
affaid,"  says  Vladimir  Kuzmichov,  a  re- 
tii-ed  engineer  nervously  fingering  his 
cash  notes  outside  a  Moscow  bank.  The 
Soviet  state  bank  had  just  proclaimed 
that  all  50-  and  100-ruble  notes  would  be 
banned  and  saving  accounts  would  be 
partly  frozen.  Each  person  could  ex- 
change up  to  1,000  rubles,  the  equivalent 
of  less  than  four  months'  average  pay, 
for  small-denomination  notes.  Although 
the  move  was  supposed  to  be  aimed  at 
dealing  a  blow  to  black-market  opera- 
tors, who  hold  huge  sums  of  cash,  its 
real  effect  will  he  to  wipe  out  the  sav- 
ings of  millions  of  ordinary  Soviets  such 
as  Kuzmichov,  v.ho  have  stashed  away 


billions  of  rubles  in  mattresses  and  cof- 
fee cans.  Many  of  the  wily  black-market 
operators  had  converted  their  rubles  into 
dollars  long  before. 

Ruble  confiscation  is  the  most  draconi- 
an  fiscal  measure  taken  in  decades  and 
another  demonstration  of  Soviet  Presi- 
dent Mikhail  Gorbachev's  turn  to  the 
right.  It  may  also  signal  the  end  of  at- 
tempts to  liberalize  the  economy.  In- 
stead of  continuing  to  promote  individ- 
ual initiative  with  material  rewards, 
Gorbachev  is  reasserting  a  traditional  ta- 
boo; Having  a  lot  of  cash  is  a  crime. 
MASS  RESIGNATIONS.  Gorbachev  is  beset 
by  an  economy  near  collapse  and  open 
rebellion  throughout  his  country.  Just 
two  days  before  the  new  cash  policy,  he 
had  e.xpanded  his  bloody  crackdown  on 
the  Baltics.  That  touched  off  mass  resig- 
nations of  his  progressive  advisers,  who 
had  guided  the  country  toward  greater 
democracy  and  a  market  economy.  Now, 


there  are  signs  that  the  newly  empow- 
ered KGB,  military,  and  Communist  Par- 
ty bureaucrats  could  also  reverse  the 
"new  thinking"  foreign  policy  that  has 
won  the  Soviets  world  acclaim  and  pro- 
vided support  for  the  U.  S.  war  against 
Iraq.  "Foreign  policy  is  changing  dra- 
matically because  of  the  internal  situa- 
tion," says  Oleg  Bogomolov,  a  onetime 
Gorbachev  adviser  and  currently  direc- 
tor of  Moscow's  Institute  for  Interna- 
tional Economic  &  Political  Studies. 

Besides  curbing  the  black  market,  the 
monetary  policy— the  first  act  of  new 
Prime  Minister  Valentin  Pavlov — was 
aimed  at  reducing  some  300  billion  ru- 
bles that  resulted  partly  from  the  vast 
expansion  of  the  money  supply  under 
Gorbachev.  Some  of  those  rubles  also  lie 
unused  in  homes  and  factories  because 
there  are  too  few  goods  to  buy.  Gorba- 
chev's radical  economic  advisers  had 
urged  him  to  diminish  the  ruble  oversup- 
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ply  by  selling  off  state  property.  In- 
stead, Gorbachev  decided  to  seize  indi- 
vidual savings. 

Rather  than  quashing  inflation,  the 
policy  appears  to  be  merely  compound- 
ing the  chaos  in  the  economy.  Confusion 
ruled  on  the  streets  of  Moscow  as  the 
decree  caught  citizens  and  bankers  by 
surprise.  At  the  central  telegraph  office 
on  Gorky  Street,  crowds  of  angry  people 
tried  to  change  their  larger  bills.  Clerks 
ignored  them.  Leonid  S.  Abakhyan,  visit- 
ing from  Armenia,  banged  on  the  win- 
dow in  frustration.  Just  90  minutes  be- 
fore the  decree  was  made  public,  the 
telegraph  office  had  given  him  three  50 
ruble  notes.  Now,  he  can't  get  change  to 
head  home.  "The  railway  office  won't 
take  it,"  he  complained.  "You  might  as 
well  wrap  chocolates  in  it." 

Indeed,  the  cash  policy  is  almost  cer- 
tain to  touch  off  a  backlash  among  the 
long-suffering  population.  Families 
stand  to  lose  their  life  savings,  while 
prices  for  ordhiary  consumer  goods  have 
shot  sky-high.  Since  state  stores  with 
cheaper  goods  are  empty,  the  black  mar- 
ket performed  a  useful  function,  deliver- 
ing goods  and  services.  An  early  Gorba- 
chev reform  allowed  cooperatives,  or 
small  private  businesses,  to  begin  replac- 
ing the  black  market  in  delivering  mar- 
ket-priced goods.  But  they,  too,  will  be 
badly  hurt  by  the  new  cash  policy. 

The  monetary  move  also  hints  of 
something  more  sinister:  a  widespread 
KGB  crackdown  on  the  economy.  To 
change  money,  individuals  must  go  to 
their  workplaces  and  sign  documents  re- 
vealing their  incomes.  These  could  lead 
to  KGB  and  police  probes  if  assets  great- 
ly exceed  salaries.  Some  radicals  who 
openly  criticized  Gorbachev  under  glas- 
nost  now  worry  about  a  return  to  a 
terror  campaign  with  mass  arrests. 
COLLAPSE?  Ruling  the  economy  by  force 
may  be  tricky,  though.  Gorbachev's  poli- 
cies of  glasnost  and  demokratizatzia 
have  stirred  up  profound  yearnings 
among  the  Soviet  people  for  free  expres- 
sion and  personal  material  gain — along 
with  nationalist  hatreds.  The  new  repres- 
sion will  not  encourage  hard  work  and 
fresh  ideas,  says  Nikolai  Petrakov,  who 
quit  as  Gorbachev's  personal  economic 
adviser  on  Jan.  16.  "There  are  card  and 
rationing  systems  for  both  individuals 
and  enterprises,"  he  says.  "It's  an  exam- 
ple of  the  totalitarian  methods  where  ev- 
erything is  distributed  by  the  center." 

He  and  many  other  economists  believe 
that  the  Soviet  economy  will  completely 
collapse  this  spring.  In  addition  to  the 
clampdown  on  the  money  supply,  the 
government  has  yet  to  settle  the  socially 
explosive  issue  of  prices.  Wholesale 
prices  have  been  raised  nationwide  while 
retail-price  hikes  are  being  held  in  check. 
Already,  a  textile  factory  in  the  city  of 
Ivanovo  has  closed  its  doors  because  cot- 


ton costs  have  (quadrupled.  But  the  fac- 
tory must  still  sell  [iroducts  for  the  same 
low  retiiil  price.  This  raises  the  specter 
of  factory  closings  and  unemployment 
while  shop  shelves  remain  bare. 

The  government  faces  a  dangerous 
Catch  22.  Without  retail-price  hikes, 
many  levels  of  the  Soviet  government 
will  run  out  of  money  (page  66).  "We 
can  only  last  until  the  end  of  February," 
says  Sergey  Tsyplakov,  a  senior  interna- 
tional expert  at  the  Russian  parliament. 
Yet  republics  from  Estonia  to  Kazakh- 
stan have  suspended  price  hikes  because 


RAGE  IN  RED  SQUARE  a 

PROTESTOR  HOLDS  UP  A  SIGN  ASKING: 
'ARE  YOU  THE  NEXT  DICTATOR?' 


of  outcries.  Meanwhile,  Boris  N.  Yeltsin, 
president  of  the  Russian  Republic,  is 
pressuring  Gorbachev  to  give  in  to  the 
republics  rather  than  the  Kremlin  power 
structure.  Yeltsin  won  mass  support 
Jan.  20  at  a  rally  outside  the  Kremlin 
that  drew  300,000  people.  They  deplored 
the  crackdowns  and  demanded  Gorba- 
chev's resignation.  Also  in  the  Russian 
republic,  political  parties  and  environ- 
mentalists are  trying  to  form  a  move- 
ment modeled  after  Poland's  Solidarity. 

By  early  February,  the  four  largest 
republics — Russia,  the  Ukraine,  Kazakh- 
stan, and  Byelorussia — are  expected  to 
sign  a  four-way  treaty  that  could  be  the 
basis  for  a  new  Soviet  Union.  Since  Gor- 
bachev's government  is  yet  to  be  includ- 
ed, the  pact  will  be  a  direct  challenge  to 
central  authority.  The  threat  would  be 
formidable:  The  four  republics  control 
82%  of  industrial  production  and  make 
up  90%  of  the  people. 
LOST  GROUND?  Gorbachev's  shift  to  the 
right  could  have  profound  implications 
for  U.  S.  security  and  world  diplomacy. 
Already,  from  Washington  to  Tokyo, 
diplomats  and  politicians  are  growing 
more  worried  that  the  Soviet  military 
mindset  is  replacing  the  diplomacy  devel- 
oped by  Gorbachev  and  his  former  For- 
eign Minister,  Eduard  A.  Shevardnadze. 

Some  Moscow  observers,  such  as  Bo- 
gomolov,  believe  that  the  Foreign  Minis- 
try has  already  lost  considerable  ground 
to  the  military — an  assertion  ministry 
spokespeople  vigorously  deny.  Shevard- 
nadze quit,  Bogomolov  speculates,  be- 
cause of  disagreements  with  top  military 
officers  last  fall  over  the  Soviet  accep- 
tance of  U.  S.  policy  against  Saddam 
Hussein,  a  longtime  Soviet  arms  client. 

Western  diplomats  have  detected  a 
shift  in  the  atmosphere.  For  example, 
the  Conventional  Forces  in  Europe  trea- 
ty signed  by  Bush  and  Gorbachev  in  No- 
vember in  Paris  faces  a  rough  ride  for 
ratification  in  the  U.  S.  Senate.  The  main 
reason:  Moscow's  decision,  just  before 
the  treaty  was  signed,  to  declare  three 
army  divisions  in  Europe  as  part  of  its 
naval  forces,  and  thus  not  subject  to  the 
treaty's  reduction  provisions. 

Similarly,  the  nearly  completed  Strate- 
gic Arms  Reduction  Treaty  (START)  that 
could  be  signed  at  a  planned  summit  in 
Moscow  on  Feb.  11-13  needs  a  final 
push.  But  with  Shevardnadze  gone,  "the 
question  is  whether  the  Foreign  Minis- 
try is  an  equal  partner  in  this  debate 
anymore,"  says  a  Washington  official. 

Probably  not.  The  new  hardliners  will 
also  soon  find  that  they  won't  be  able  to 
save  a  collapsing  economy  through 
sleight-of-hand  tricks  with  the  money 
supply.  And  ordinary  citizens,  not  black 
marketeers,  will  pay  the  price. 

By  Rose  Brady,  mth  Rosemarie  Boyle,  in 
Moscow,  Bill  Javetski  in  Washington,  and 
Peter  Galuszka  in  New  York 
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SOVIET  UNION  I 


HOW  GORBY  TOOK  THE  MONEY— 
BEFORE  BASHING  THE  BALTICS 


The  Kremlin  bon'owed  every  cent  it  could  wliile  the  tanks  rolled 


^  As  tensions  flared  on 

^^^^  the  snowy  streets  of 
^^^^[^^^^  Latvia  and  Lithuania, 

^^H^'^^^  Soviet  officials  went  on 

^^L^i/  a  spending  rampage  in 
the  U.S.  They  quickly 
placed  one  order  after 
another  at  big  Midwestern  grain  dealers 
such  as  Archer  Daniels  Midland  Co.  and 
Continental  Grain  Co.  By  Jan.  18,  the 
Soviets  had  almost  exhausted  $1  billion 
in  government  credits  extended  by  the 
Commodity  Credit  Corp.  last  December. 


up- 


modernize  industry,  causing  more 
heaval  in  his  crumbling  empire. 

Already  some  countries  are  stepping 
up  the  pressure.  A  new  bill  backed  by  18 
members  of  Congress  would  make 
granting  most-favored-nation  trade  sta- 
tus to  the  Soviet  Union  contingent  upon 
Baltic  independence.  The  European  Com- 
munity postponed  a  plan  to  give  the  So- 
viets $680  million  in  food-loan  guaran- 
tees and  $544  million  in  technical  aid. 
Tokyo  is  also  having  second  thoughts. 
"If  we  determine  that  oppression  has 


MOSCOW'S  MONEY  TRAP 
TRADE  COLLAPSES 


DATA  PUNECON  INC. 


The  rush  of  orders,  U.  S.  traders  sus- 
pect, was  prompted  by  Soviet  fears  that 
the  crackdown  in  the  Baltics  would  spell 
the  end  of  Western  financial  support. 

They  may  well  be  right.  Last  fall,  the 
ra[)id  deterioration  of  the  Soviet  econo- 
my i)rompted  international  banks  to  stop 
making  unsecured  loans  to  the  Soviets. 
By  courting  foreign  bankers  and  politi- 
cians. President  Mikhail  Gorbachev 
quickly  managed  to  line  up  some  $10 
billion  in  new  government  loans  and 
cheap  credits.  But  now,  outraged  by  the 
brutal  crackdown,  Western  governments 
are  also  threatening  a  cutback  on  lend- 
ing, which  would  sever  the  Soviets'  last 
financial  lifeline  to  the  West.  That  would 
further  crimp  Gorbachev's  ability  to  im- 
port sorely  needed  consumer  goods  and 


occurred,  we  will  keep  our  traditional 
position,  which  is  to  be  very  reluctant  to 
grant  aid,"  says  Noboru  Hatakeyama,  a 
director  general  at  Japan's  Ministry  of 
International  Trade  &  Industry. 
DEFAULT  LOOMING?  With  financial  spig- 
ots being  turned  off,  the  previously  un- 
thinkable prospect  of  a  default  on  Soviet 
loans  is  now  rippling  through  banking 
corridors.  "The  Soviets  may  do  what  Ar- 
gentina has  done  and  stop  paying  inter- 
est on  their  debt,"  says  Keith  Crane, 
senior  economist  at  PlanEcon  Inc.,  a  re- 
search-and-consulting  group.  German, 
Austrian,  and  French  banks  are  setting 
up  loss  provisions  against  their  Soviet 
loans.  Traders  now  value  loans  to 
Vneshekonombank,  the  principal  Soviet 
borrower,  at  as  low  as  75$  on  the  dollar. 


Since  Gorbachev  came  to  power  six 
years  ago,  Soviet  debt  has  nearly  dou- 
bled, to  $64.6  billion  (chart).  The  country 
has  racked  up  $5  billion  in  delinquent 
payments  to  Western  banks.  The  Soviets 
used  the  $3.3  billion  in  recent  loans  from 
Deutsche  Bank  and  other  German  banks 
to  pay  off  their  debt  to  German  export- 
ers. Japanese  banks  lent  some  $500  mil- 
lion in  November  to  help  the  Soviets  re- 
pay overdue  bills  to  Japanese  trading 
houses.  Even  so,  the  Soviets  are  almost 
a  year  behind  in  some  payments.  This 
year,  the  International  Monetary  Fund 
reckons,  the  Soviet  Union  could  face  a 
payments  shortfall  of  up  to  $10  billion. 

The  wild  card,  of  course,  is  oil,  the 
Soviets'  main  export.  If  prices  and  pro- 
duction stay  low,  that  will  wipe  out  any 
gains  from  new  hard-currency  sales  to 
the  former  East  bloc.  "There  will  be  a 
total  dislocation  if  you  get  a  dramatic 
reduction  in  oil  production,"  says  a  Mos- 
cow Narodny  Bank  Ltd.  execu- 
tive in  London. 

The  potential  opportunities  in 
the  Soviet  market  haven't  been 
entirely  lost  on  bankers.  Kuwait 
recently  granted  the  Soviets  a 
$1  billion  credit  line,  and  South 
Korea  plans  to  lend  $3  billion 
over  the  next  three  years.  But 
many  Western  countries  have 
lost  faith  in  the  Soviets.  "We 
can't  trust  the  borrower  once 
the  money  gets  there,"  com- 
plains Peter  Praet,  chief  econo- 
mist of  Brussels'  Generale 
Bank,  which  now  approves  only 
1  in  10  of  Soviet  loan  requests. 
TOTAL  CHAOS.  The  Soviets  des- 
perately need  to  improve  their 
hard-currency  earnings,  which 
dropped  207<'  in  1990  alone.  The 
Belgian  government  has  alerted 
its  banks  to  an  unconfirmed  re- 
port that  Vneshekonombank 
has  used  $2.5  billion  in  hard-cur- 
rency deposits  to  pay  off  Soviet 
foreign  debt,  leaving  many  Soviet  depos- 
itors with  no  funds  for  now.  The  Soviet 
bank  failed  to  return  calls  for  confirma- 
tion. The  trade  deficit  is  expected  to  hit 
$5.4  billion  this  year  (chart).  "The  chaos 
is  so  total  that  no  one  is  managing  the 
balance  of  payments,"  insists  Ed  A. 
Hewett  of  the  Brookings  Institution. 

These  days,  Gorbachev's  promise  of 
radical  economic  reforms  looks  more  re- 
mote than  ever.  Western  governments 
can  only  hope  that  by  wielding  their  eco- 
nomic stick  in  an  effort  to  stop  the 
bloodshed,  they  don't  help  push  the  Sovi- 
et econom.y  over  the  brink. 

By  Richard  A.  Melcher  in  London,  with 
David  Greising  in  Chicago,  Karen  Lowry 
Miller  in  Tokyo,  Joyce  Barnathan  in  New 
York,  and  Patrick  Oster  in  Brussels 
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Commentary/by  John  Templeman 


IT'S  TIME  FOR  GERMANY  TO  STOP  SITTING  ON  ITS  HANDS 


When  the  Germanys  reunited 
last  October  after  40  years 
of  cold  war,  Washington 
cheered.  A  few  weeks  later,  President 
Bush  visited  Chancellor  Helmut  Kohl 
and  spoke  glowingly  of  Germany's  new 
role  as  a  world  leader.  Kohl  noted  that 
one  Germany  wouldn't  have  happened 
without  U.  S.  support  and  promised 
"we'll  never  forget  that." 
Now,  as  the  U.  S.  pours  mon- 
ey, troops,  and  energy  into 
the  gulf  war,  the  eternal  grat- 
itude has  faded  from  view. 
When  war  broke  out.  Kohl 
mumbled  a  lukewarm  state- 
ment of  support  while  demon- 
strators shouted  anti-Ameri- 
can slogans  in  protests  from 
Frankfurt  to  Berlin. 

The  most  economically  pow- 
erful country  in  Europe,  with 
the  second-largest  army  after 
the  Soviet  Union,  Germany  is 
opting  to  be  a  spectator.  Bonn 
is  willing  to  dole  out  modest 
checks,  but  when  it  comes  to 
prestige  and  emotion,  its  own 
affairs  come  first.  Soul- 
searching  Germans  are  preoc- 
cupied with  healing  the  old 
rifts  between  east  and  west 
and  are  reluctant  to  flex  their 
muscles  in  the  world  at  large. 

But  these  are  dangerous 
times,  too  volatile  for  Ger- 
mans to  be  ambivalent  about 
their  responsibilities  as  a 
Western  power.  While  the 
world  is  clearly  uncomfort- 
able with  the  idea  of  a  milita- 
rized Germany,  Germans 
could  be  doing  a  lot  more. 
Says  Helmut  Hubel,  a  Middle 
East  expert  at  Bonn's  Foreign  Policy 
Society:  "The  U.  S.  is  defending  Ger- 
man interests  in  the  gulf.  It  would  be 
wise  for  Germany  to  play  a  more  con- 
structive role." 

IRAQ'S  ARMORERS.  For  one  thing,  in 
this  highly  televised  war,  there  are  few 
Americans  or  Europeans  who  don't 
know  that  German  companies  supplied 
many  of  the  ingredients  essential  to 
Iraq's  chemical  and  nuclear  weapons 
programs.  If  Germany  waits  until  such 
weapons  are  used  to  jump  on  board,  it 
will  have  lost  credibility  worldwide.  At 
a  minimum,  Germany  could  take  the 
lead  in  an  international  crackdown  on 
export  sales  of  nuclear  parts  and  chem- 
ical-weapons gear.  And  the  country 


could  head  up  medical  and  humanitar- 
ian aid  efforts  across  the  Continent. 

Such  actions  would  steer  clear  of 
military  involvement,  which  is  con- 
strained by  Germany's  constitution.  As 
it  stands  now,  German  forces  can't  be 
deployed  outside  the  NATO  area  of  Eu- 
rope. Even  so,  domestic  politics  are  in  a 
tumult.  Although  807°  of  German  vot- 


'No  sympathy  for  sheiks.  No 
blood  for  oil.'  Protesters 
in  Frankfurt  also  shouted 
anti-American  slogans 


ers  now  support  the  coalition  attack  on 
Iraq,  three  out  of  every  four  voters 
oppose  any  direct  German  involvement 
in  the  conflict.  Kohl's  Christian  Demo- 
cratic Union  (CDU)  and  Free  Democratic 
Party  coalition  partners  lost  power  in 
elections  for  the  Hesse  statehouse  in 
mid-January.  A  coalition  of  Socialists 


and  Greens,  who  oppose  engagement 
in  the  war,  won  control  by  a  slim  two- 
seat  margin.  "There's  a  general  uneasi- 
ness about  getting  into  war  when 
peace  was  the  main  theme  of  the 
1990s,"  says  Heiko  H.  Thieme,  a  con- 
sultant to  Deutsche  Bank  in  the  U.  S. 

But  if  the  war  widens,  Germany  may 
have  little  choice  but  to  take  up  arms. 
Unlike  Japan,  Germany  has 
military  forces  in  the  region. 
Since  Jan.  4,  18  German  Al- 
pha jets  and  about  300  men — 
pilots  and  ground  crews — 
have  been  stationed  in  Tur- 
key. Small  in  number,  they 
are  there  on  a  NATO  mission 
to  defend  Turkey  if  it  is  at- 
tacked by  Iraq.  Still,  with  the 
Socialists  campaigning  to  re- 
call the  jets.  Kohl  refuses  to 
discuss  publicly  the  circum- 
stances under  which  he  would 
order  them  into  action. 
'FAIR  SHARE.'  So  far,  Germa- 
ny's main  contribution  has 
been  financial.  Bonn  kicked  in 
$2.2  billion,  about  half  in  aid 
to  frontline  states  such  as 
Egypt,  Jordan,  and  Turkey, 
and  half  in  cash,  materiel,  and 
logistical  aid  to  the  U.  S.  And 
on  Jan.  23,  Kohl  offered  $165 
million  in  emergency  aid  to  Is- 
rael. He  has  also  pledged 
"substantially  higher  financial 
contributions"  for  eventual 
hiitM  I  postwar  reconstruction  in  the 
Mideast.  Treasury  Secretary 
Nicholas  F.  Brady  confirmed 
he  had  assurances  from  Ger- 
man leaders  that  they  "will  do 
their  fair  share"  to  support 
the  U.  S.  war  effort. 
Cash  contributions  may  buy  Germa- 
ny a  bit  of  time.  But  they  won't  solve 
the  problem  of  what  place  Germany  is 
willing  to  assume  in  geopolitics.  Neat 
plans  to  link  German  power  to  new 
European  Community  institutions  or  a 
Europewide  defense  strategy  may  al- 
ready be  in  tatters.  Each  major  EC 
country  went  its  own  way  in  the  gulf 
crisis.  Britain  and  Italy  quickly  joined 
with  the  Americans,  and  France  reluc- 
tantly signed  on  only  after  its  diplo- 
matic initiatives  failed.  Now,  CDU  lead- 
er Volker  Riihe  wants  Europe  to  pull 
together  in  a  "community  of  destiny." 
But  Germany  has  to  work  out  its 
own  destiny  first — and  the  faster,  the 
better. 
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WHATEVER  HAPPENS 
OUTSIDE,  IN  AN  AUDI 
YOURE  IN  CONTROL. 


^^/f^  An  Audi  Quattro'  is 

^^^^  the  finest  example  of 
an  automobile  engineered  ex- 
pressly for  control  of  the  road. 

While  other  luxury  cars  in 
Its  class  rely  solely  on  rear- 
wheel  drive,  the  Audi  Quattro 
IS  unique  in  that  it  distributes 
power  to  all  four  wheels,  all 
of  the  time. 

The  result  can  provide 
twice  the  traction  of  a  rear- 
wheel  drive  BMW  or 
Mercedes-Benz.  And  greater 
traction  means  greater  control. 

"...the  Audi  [200]  Quattro  finds 
itself  in  the  same  price  arena  as 
the  BMW535i.  Mercedes-Benz 
300E.  Lexus  LS  400  and  Infiniti 
Q45.  Apart  from  the  Audi,  only 
the  Benz  offers  all-wheel  drive, 
but  as  a  more  expensive  model'.' 
[$54.1  SOf 

Road  &  Track  1990 


CONTROL 
OF  THE  ROAD 


Even  in  the  most  ordinary  of 
driving  situations,  a  Quattro's 
road-holding  ability  is  apparent. 
All  you  need  do  is  drive 
it  through  a  curve  to  feel  how 
the  added  traction  contributes 
to  greater  control ,  As  witnessed 
by  Car  and  Driver  it  offers  a 
"purity  of  control  that  turns  driv- 
ing into  glissandos  of  motion'.' 

CONTROL 
OF  THE  WEATHER 

Now  drive  that  same  stretch  of 
road  in  the  rain  or  snow  and 
you  can  appreciate  the  Quattro 
System  even  more.  Because  as 
road  conditions  get  worse,  an 
Audi  Quattro  can  perform 
even  better, 


"/  drove  four  hours  through  one 
of  the  most  frightening  thunder- 
storms imaginable.  Canada's 
Highway  401  was  deserted  from 
Hamilton  to  the  Blue  Water 
Bridge.  Most  of  the  lesser  cars 
had  given  up,  pulling  under  over- 
passes to  sit  out  the  storm.  But 
the  [V8]  Quattro^  Well,  we  barely 
slowed  down.  Without  a  twitch, 
through  rivers  of  road  water  and 
mud,  the  Audi  was  surefooted. 
I  can't  imagine  being  able  to 
make  that  drive,  in  those  condi- 
tions, at  those  speeds,  in  any 
other  car' 

AutoWeek  1990 

And  should  even  one 
wheel  of  a  Quattro  begin  to  lose 
traction,  the  system  has  the  un- 
canny ability  to  react  instantly 
and  redistribute  power  to  the 
wheels  with  traction. 

A  feat  that  rear-wheel 
drive  cars,  even  those  with 


"Based  on  manufacturer's  suggested  retail  price  for  the  Mercedes-Benz  300E  4-Matic 


expensive  traction  control  sys-     ference  between  braking  on  a  PUT  CONTROL 

terns,  would  find  impossible.       straightaway  or  a  hill,  and  act  IN  YOUR  HANDS 


accordingly,  it  will  maintain        We  believe  the  ability  to  control 
MORE  CONTROL  directional  control  even  m  a       ^^e  road  under  any  circum- 

panic  stop.  stances,  in  any  situation,  is  what 


WITH  ABS 


Couple  Audi's  all-wheel        ^^^^T^^^j^^^^i^^^^^    today'sdriver  is  looking  for, 

Quattro  drive  with  our  ad-  I  ll      fill         1   Which  means  if  you  have  a 

vanced  Anti-Lock  Brake        ^^^^J^^^^^^^J^^^^r      love  of  driving,  along  with 


System  (ABS)  and  the  addi-        .       ^   /^/^IV  TT^T>/^T     a  desire  to  be  in  control  of 
tional  control  afforded  the     li  VlVl^       vvL  M  i  ivvvl^  the  driving  experience,  then 
driver  borders  on  the  incredible.  This  type  of  innovation       you  may  find  an  Audi  not  only 

Not  only  will  Audi's  is  commonplace  in  an  Audi         appealing  but  irresistible, 

sophisticated  Anti-Lock  Quattro.  Or  for  that  matter  All  you  need  do  is  visit  an 

Brake  System  sense  the  dif-         in  any  Audi  we  make.  Audi  dealer  and  take  control. 


Audi  V8  Quattro 
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JOHNSON  IN  THE  NEWSROOM:  THE  CNN  PRESIDENT  WILL  HAVE  HIS  HANDS  FULL  WITH  PROGRAMMING  PRESSURES  AND  COST  PROBLEMS 


THE  SCOOP  ON  CNN'S 
BOTTOM  LINE 


War  coverage  has  meant  a  ratings  boost — not  a  financial  one 


Two  days  after  the  start  of  the  gulf 
war,  the  president  of  Cable  News 
Network  is  huddling  with  editors 
and  producers  at  the  international  desk 
when  a  phone  call  interrupts  the  im- 
promptu meeting.  It's  Jordan's  King  Hus- 
sein. From  him,  W.  Thomas  Johnson  Jr. 
learns  that  five  CNN  crew  members,  in- 
cluding anchor  Bernard  Shaw,  have  made 
it  safely  across  the  border  out  of  Iraq. 
Johnson,  who  has  been  in  the  newsroom 
nearly  every  waking  moment  since  the  in- 
vasion began,  is  visibly  relieved.  In  the 
same  call,  he  persuades  Hussein  to  agree 
to  an  interview  and,  more  important,  to 
let  CNN  move  one  of  its  portable  satellite 
dishes  from  Amman  to 
Jordan's  border  with 
Iraq.  Johnson  gets  off 
the  phone  and  gives  a  si- 
lent thumbs  up  as  news 
of  the  phone  call  spreads 
through  the  room. 

Thumbs  up  is  getting 
to  be  a  familiar  sight 
around  Atlanta-based 
CNN,  thanks  to  its  cover- 
age of  Operation  Desert 
Storm.  The  only  r.et- 
work  with  continual  live 
reporting  from  Baghdad 


CNN:  PROFITS 
ON  THE  RISE 


▲  MIltlONS  Of  D0LUR5 

DATA.  COMPANY  REPORTS,  BW  ESTIMATES 


the  first  night  of  bombing,  CNN  has 
drawn  grudging  respect  from  rival  net- 
works and  rave  reviews  from  TV  critics, 
government  officials,  and  other  influen- 
tial viewers.  At  a  press  conference  after 
the  initial  U.  S.  bombing  runs.  Defense 
Secretary  Richard  B.  Cheney  and  General 
Colin  L.  Powell,  chairman  of  the  Joint 
Chiefs  of  Staff,  admitted  that  they  were 
getting  some  of  their  information  from 
CNN.  Many  independent  TV  stations  and 
even  a  few  network  affiliates  carried  CNN 
during  the  war's  early  moments. 
SATELLITE  LINKS.  The  network's  ratings 
skyrocketed  the  night  of  the  invasion,  to 
ll'7o  of  U.  S.  households,  vs.  a  little  less 
than  1%  on  a  normal 
day.  But  it's  unlikely 
that  CNN's  war-coverage 
coup  will  translate  into  a 
financial  windfall — at 
least  in  the  short  term — 
for  parent  company 
Turner  Broadcasting 
System  (TBS)  Inc.  Costs 
have  risen  sharply  as 
CNN  has  scrambled  to 
add  staff,  secure  more 
satellite  links,  and  pay 
other  production  costs. 
Now,  the  challenge  for 


Johnson,  who  was  vice-chairman  of  Times 
Mirror  Co.  until  July,  is  to  solidify  the  rat- 
ings blitz  into  steady  viewership  gains  af- 
ter the  war  ends. 

Experience  has  shown  how  difficult 
that  can  be.  CNN  has  been  through  rat- 
ings binges  before,  most  notably  during 
the  protests  in  China's  Tiananmen  Square 
and  the  San  Francisco  earthquake.  Nei- 
ther event  brought  a  sustained  ratings 
jump.  "The  only  way  they're  going  to 
boost  ratings  long-term  is  to  come  up 
with  a  solid  strategy  to  grab  viewers 
from  regular  network  programming," 
says  Stephen  M.  Leff,  director  of  media 
at  advertising  agency  Backer  Spielvogel 
Bates  Inc. 

Johnson,  49,  knows  that.  In  recent 
months,  he  has  been  working  on  a  plan  to 
increase  CNN's  audience  with  new  pro- 
grams and  to  hire  well-known  anchors 
from  the  competition.  But  there  hasn't 
been  much  time  to  fine-tune  this  strategy. 
The  network's  new  president  reported  for 
work  on  Aug.  1 — the  day  before  Iraq  in- 
vaded Kuwait.  Next,  he  had  his  hands 
full  with  the  flap  over  the  broadcast  of 
Manuel  Noriega's  prison  tapes,  a  dispute 
resolved  when  CNN  finally  surrendered 
the  tapes  to  federal  court  in  Miami. 

In  addition  to  the  programming  ques- 
tions, Johnson  has  been  struggling  with 
cost  problems.  CNN  says  it  was  $12  mil- 
lion over  budget  from  the  time  of  Iraq's 
invasion  of  Kuwait  in  August  through 
the  end  of  1990.  Full-year  results  aren't 
out  yet,  but  Turner  Broadcasting  dis- 
closed in  its  most  recent  public  filing  that 
expenses  for  its  news  division  surged  42% 
in  the  third  quarter,  ended  Sept.  30.  As  a 
result,  operating  profits  fell  to  $24.1  mil- 
lion for  the  quarter — down  $4.5  million 
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from  the  same  period  a  year  earlier.  Ana- 
lysts estimate  that  CNN  is  now  spending 
anywhere  from  $500,000  to  $1.5  million  a 
day  on  war  coverage.  That  is  sure  to 
crimp  first-quarter  results — especially 
since  CNN  lost  revenue  in  the  war's  first 
hours  by  preempting  ads  in  order  to  pro- 
vide nonstop  coverage. 
CRUCIAL  COMPONENT.  No  one  denies  that 
good  coverage  costs  money.  But  at  debt- 
laden  TBS,  those  costs  hit  hard.  CNN  and 
sister  network  Headline  News  accounted 
for  about  a  third  of  TBS's  $1.1  billion  in 
overall  revenues  in  1989.  Yet  it  was  re- 
sponsible for  a  disproportionate  477^  of 
the  parent's  $266  million  in  operating  in- 
come before  interest, 
dividends,  and  corporate 
expenses.  Indeed,  high 
margins  on  news  are 
crucial  to  TBS's  plan  for 
managing  its  hefty  $1.<S 
billion  debt  load. 

A  1989  recapitaliza- 
tion took  some  of  the 
pressure  off  CNN  and 
other  TBS  operating 
units.  In  one  of  the  last 
underwritings  by  Drexel 
Burnham  Lambert  Inc., 
the  investment  bank 
helped  TBS  restructure 
$1.6  billion  in  high-cost 
debt.  In  its  place,  TBS 
ended  up  with  $900  mil- 
lion in  bank  debt  and 
$700  million  in  senior 
subordinated  debentures  and  zero-coupon 
bonds.  Since  then,  TBS  has  cut  bank  bor- 
rowing to  $750  million  and  tapped  com- 
mercial paper  markets  for  $85  million  in 
lower-cost  funds.  The  new  structure 
gives  TBS  at  least  seven  years  to  boost 
cash  flow  without  banks  breathing  down 
its  neck  (charts). 

The  recap  also  permitted  Ted  Turner  to 
keep  control  of  the  company  he  founded 
in  1965.  In  1987,  Turner  raised  $561  mil- 
lion by  selling  big  equity  stakes  to  Time 
Warner,  Tele-Communications,  and  other 
cable  companies  after  his  1986  takeover 


of  M(;m,  Entertainment  Co.  put  him  in 
a  debt  crunch.  A  year  later,  he  replaced  a 
portion  of  his  most  expensive  debt  by  tap- 
ping CNN's  borrowing  |)ower  to  raise  $150 
million.  The  only  problem  was  that  if  the 
CNN-secured  debt  wasn't  paid  back  by 
this  year,  he  could  have  had  to  convert 
that  debt  into  new  TBS  Class  B  shares — 
which  could  have  lowered  his  voting 
stake  substantially.  Now,  with  the  recap, 
Turner  has  about  a  367  equity  stake, 
with  607  voting  control. 

He  may  still  be  in  charge,  but  even 
Turner  acknowledges  that  his  buccaneer- 
ing days  of  one-man  rule  are  over.  The  ca- 
ble companies  that  bailed  him  out  now 


have  7  of  the  15  seats  on  TBS's  board,  and 
they  used  their  veto  power  to  overrule  his 
attempt  to  buy  Financial  News  Network 
in  1990.  On  the  other  hand,  when  it  was 
time  to  find  a  replacement  for  Burton 
Reinhardt,  who  was  retiring  as  president 
of  CNN,  Turner  passed  over  several  insid- 
ers vying  for  the  job  and  chose  Johnson. 

Tom  Johnson  clearly  has  a  knack  for 
finding  powerful  mentors.  After  working 
on  President  Lyndon  B.  Johnson's  press 
staff,  he  became  deputy  general  manager 
of  LBJ's  Texas  TV  station,  ktcb.  When 
Times  Mirror  bought  the  station  in  1973, 


he  caught  the  attention  of  Chairman  Otis 
Chandler  and  quickly  rose  through  the 
ranks.  Former  bosses  and  colleagues  say 
Johnson  is  perfect  for  CNN's  frantic  pace. 
"He's  in  his  element  now,"  says  Chan- 
dler, now  chairman  of  Times  Mirror's  ex- 
ecutive committee.  But  Johnson's  track 
record  as  publisher  of  the  Los  Angeles 
Times  suggests  that  he  might  not  be  the 
perfect  person  to  rein  in  runaway  costs. 

Starting  in  the  mid-1980s,  Johnson 
oversaw  a  costly  expansion  project  to  in- 
crease the  Times '  presence  throughout 
the  West  Coast.  In  the  process,  according 
to  former  colleagues,  Johnson  lost  track 
of  what  was  happening  right  in  his  own 
backyard.  Competing 
Los  Angeles-area  papers 
racked  up  valuable  cir- 
culation gains  in  Orange 
County  and  the  San  Fer- 
nando Valley.  Soon  af- 
terward, Johnson  was 
moved  over  to  the  corpo- 
rate staff  as  a  Times 
Mirror  vice-chairman. 
Unhappy  in  that  posi- 
tion, he  was  ready  to 
move  on  when  Turner 
came  calling. 

Since  the  crisis  in  the 
gulf  began,  it  has  been 
c;lear  that  Johnson  is 
firmly  in  control  of  CNN. 
And  with  Ted  Turner 
spending  more  and  more 
time  on  philanthropy 
and  socializing  with  actress  Jane  Fonda, 
speculation  continues  to  grow  that  he 
may  sell  his  controlling  interest  to  Time 
Warner  Inc.  or  another  buyer.  In  Janu- 
ary, Time  Warner  upped  its  voting  stake 
from  8.57  to  8.97,  putting  its  equity 
stake  at  around  197.  It  explains  that 
Turner  simply  wanted  to  cash  out  some 
shares.  Turner  isn't  talking.  But  the 
worth  of  his  stake  will  depend  greatly  on 
how  well  his  new  management  star  han- 
dles the  spotlight  at  CNN. 

By  Walecia  Konrad  and  Chuck  Hawkins 
in  Atlanta 


TURNER  BROADCASTING'S 
DEBT  IS  HIGH... 


'86  '87  '88  89  ^O' 

A  PERCENT  'THIRD  QUARTER 


...BUT  ITS  PAYMENTS 
ARE  EASING 


MATURITIES  ON  LONG-TERM  DEBT. 
FILM  CONTRAG  OBLIGATIONS, 
AND  EMPLOYMENT  CONTRACTS 


•90  '91  '92  '93  94 

A  MILLIONS  Of  DOLLARS 

DATA:  COMPANY  REPORTS,  BW 


WHO  OWNS  TURNER 
BROADCASTING 


VOTING  STAKE' 


"Based  on  each  Class  A  share  having  one  vote,  each  Class  B 
having  1  / 5th  vote,  ond  each  Class  C  share  having  2/5th  vote 


^EDIA 


BUSINESS  WEEK/FEBRUARY  4,  1991  71 


e 


HEIRS  I 


THE 
CARRY  ON 


KIDS 


After  their  father's  sudden  death,  they're  out  to  prove  there's  still  magic  in  the  Muppets 


Ask  Jim  Henson's  children  to  de- 
scribe their  relationship  with 
Walt  Disney  Co.,  and  the  answer 
is  unwavering:  Relations  are  friendly, 
they  say.  But  recent  visitors  to  the  late 
puppeteer's  Muppet  Workshop  might 
have  chosen  another  word.  Atop  a 
Christmas  tree  sat  an  evil-looking  "Rick- 
ey Mouse,"  whip  in  one  hand,  a  fistful  of 
dollars  in  the  other.  Nearby  sat  a  puppet 
resembling  Disney  Chairman  Michael  D. 
Eisner.  It  was  to  star  in  an  in-house 
musical  number  called  It's  a  Swell  Deal 
After  All.  But  now  that  Disney's  plan  to 
buy  the  Muppets  is  off,  the  Eisner  look- 
alike  occasionally  finds  his  arm  thrust 
into  the  mouth  of  an  ugly  Muppet  mon- 
ster. The  fizzled  deal,  concedes  Henson's 
son  Brian,  "boiled  a  little  blood." 

Or  maybe  a  lot.  When  they  announced 
their  agreement,  widely  valued  at  $150 
million  to  $200  million,  Henson  expected 
a  quick,  amicable  closing.  This  was  back 
in  August,  1989.  Instead,  his  children 
say,  negotiations  were  fraught  with  ar- 
gument and  became  increasingly  tor- 
tured after  their  father's  death  from 
pneumonia  last  May.  The  deal  finally  fell 
apart  in  November. 

Now,  the  children  are  trying  to  carry 
on.  Brian,  27,  is  president  of  Jim  Henson 
Productions,  and  Cheryl,  29,  is  vice-presi- 
dent for  creative  affairs,  focusing  on 
Sesame  Street.  Lisa,  30,  is  a  producer  at 
Warner  Brothers  Inc.  and  is  not  involved 
in  operations.  But  she  plays  a  key  role  in 
making  decisions  about  the  company's 
future.  The  two  youngest  siblings,  John, 
25,  and  Heather,  20,  are  not  with  the 
business,  but  own  equal  shares.  Henson 
bought  out  their  mother,  Jane,  when 
they  separated  several  years  ago. 
MANY  VOICES.  The  Hensons  are  in  for  a 
rough  ride.  The  company  was  on  hold 
for  18  months  prio;-  to  November,  with 
almost  all  non-Disney  creative  work  sus- 
pended while  the  merger  talks  dragged 
on.  Legal  complications  arising  from  the 
failed  Disney  deal  will  make  it  difficult 
for  them  to  enter  serious  talks  with  an- 
other partner.  And  staggering  estate 
taxes  come  due  as  early  as  February. 

But  most  daunting  will  be  proving 
that  the  Muppets  have  a  life  beyond  Jim. 


Besides  dreaming  up  the  funny-looking 
puppets,  he  produced  all  the  Muppet  TV 
shows  and  movies,  often  directing  and 
acting  in  them  himself.  He  was  the  voice 
of  Kermit  the  Frog  and  Ernie  on  Sesa- 
me Street,  among  others.  And  it  was 
Jim's  artistic  dynamism  that  drew  tal- 
ented writers,  puppeteers,  and  designers 
together.  Jerry  Juhl,  head  writer  for  the 
Muppets,  confesses  that  insiders  worried 
terribly  about  Henson  without  Henson. 
"It  seemed  inconceivable  to  go  on  with- 
out Jim,"  he  says.  But  numerous  cre- 
ative meetings  in  recent  weeks  have 
made  him  optimistic.  "We're  chomping 
at  the  bit,"  he  says. 

Creating  new  work  is  the  No.  1  priori- 
ty. "We  want  to  take  the  next  six 
months  and  get  ourselves  strong  and 
positive  and  do  some  good  productions 
to  really  prove  ourselves — to  show  that 
we  really  are  worth  something,"  says 
Cheryl.  In  recent  brainstorming  ses- 
sions, a  core  creative  group  of  around  20 
people  has  begun  developing  ideas  for 


television  shows,  movies,  and  videos  that 
will  keep  the  classic  Muppet  characters 
alive.  There  is  talk  of  producing  live 
Muppet  theater,  perhaps  for  Broadway. 
And  they're  already  lining  up  sponsors 
for  a  TV  version  of  Gulliver's  Travels. 
DEEPER  POCKETS.  Creative  work  under 
way,  they'll  start  thinking  about  finding 
another  partner.  The  siblings  argue  that 
Jim  Henson  Productions  could  go  on  in- 
definitely without  help,  but  there  are 
pressing  reasons  for  them  to  seek  an 
alliance.  Chief  among  them  are  deeper 
pockets  to  finance  new  projects  and  dis- 
tribution channels  for  Henson's  many 
feature  films  and  home  videos.  Follow- 
ing the  Disney  washout,  overtures  from 
potential  partners  have  been  "over- 
whelming," Brian  says.  He  considers  a 
half-dozen  of  them  serious  but  declines 
to  name  them. 

MCA  Inc.,  which  operates  two  Univer- 
sal Studios  theme  parks  and  is  said 
to  have  approached  Henson  before, 
seems  a  possibility.  It  declined  to  com- 
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ment.  Sony  Corp.,  par- 
ent of  Columbia  Pic- 
tures Entertainment 
Inc.,  would  also  make 
sense.  Sony  already  op- 
erates 200  Sesame 
Street  merchandise 
stores  throughout  Ja- 
pan under  license  from 
Children's  Television 
Workshop,  the  show's 
producer.  Sony's  Colum- 
bia unit  may  open 
theme  parks  in  the 
U.  S.,  which  would  seem 
a  perfect  setting  for 
characters  such  as  the 
Muppets.  Columbia  declined  to  comment. 
Brian  says  only  that  "Sony  has  always 
been  a  great  company  for  us  to  work 
with,"  adding:  "They  have  a  lot  of  their 
principles  in  the  right  places." 

Although  Jim  Henson's  genius  will 
never  be  replaced,  he  trained  his  kids 
well.  He  worked  constantly,  so  to  be 
near  him,  all  five  children  spent  most 
weekends,  vacations,  and  summers  with 
him  on  the  set.  "He  always  had  us  pup- 
peteering  or  doing  something  in  the 
background,"  says  Brian. 

Their  talents  developed  along  fairly 
different  lines.  Brian  has  concentrated 
on  special-effects  puppetry.  Most  of  his 
work  over  the  past  10  years  has  been  in 
the  Creature  Shop  in  London,  which 
his  father  created  to  build  techno-  -' 
logically  sophisticated  creatures 
both  for  his  own  movies  and  for 
other  producers.  The  shop  built  the  pop- 
ular Teenage  Mutant  Ninja  Turtles  for 
Gold  Harvest  Productions. 


MUPPETS,  FRAGGLES,  AND  SCARY  CREATURES 

An  overview  of  Jim  Henson  Productions 

TELEVISION  Produces  series  and  specials  including  The  Muppet  Show, 
Fraggle  Rock,  Muppet  Babies.  Supplies  Muppets  for  Sesame  Street 

FIUW  AND  VIDEO  Made  six  feature  films,  including  The  Muppets  Take 
Manhattan  and  adult  fantasy  film  Labyrinth.  Also,  play-along  video  se- 
ries for  children  and  videos  for  corporate  meetings 

CREATURE  SHOP  London  workshop  builds  monsters  and  other  fantasti- 
cal characters  for  movies,  including  Teenage  Mutant  Ninja  Turtles 

LICENSING  Markets  Muppet  and  Fraggle  characters  for  use  in  toys, 
clothing,  housewares,  and  promotions  for  companies  such  as  McDonald's 

DATA:  JIM  HENSON  PRODUaiONS 


Cheryl  favored  design.  As  a  child,  she 
spent  summers  building  puppets  and 
making  costumes.  In  1979,  she  put  off 
college  for  a  year  to  work  on  the  produc- 
tion of  The  Dark  Crystal,  a  mythologi- 
cal fantasy  film  she  and  Jim  dreamed  up 
while  stranded  at  an  airport  Howard 
Johnson's  for  72  hours  in  a  blizzard.  Be- 
sides a  BA  in  history  from  Yale,  she  has 
a  degree  in  textile  design  from  New- 
York's  Fashion  Institute  of  Technology. 

Lisa  is  a  self-described  idea  person.  As 
a  youth,  she  read  and  critiqued  many  of 
the  Muppet  scripts  before  production, 
and  her  study  of  mythology  at  Harvard 
led  her  to  suggest  the  "Storyteller"  se- 
ries of  folktales  that  Henson  began  pro- 


ducing  in  1987.  Lisa  was 
president  of  the  Har- 
vard Lampoon  in  her 
senior  year.  By  amus- 
ing coincidence,  a  par- 
ody of  Newsweek  pub- 
lished under  her  reign 
includes  a  spoof  of  Walt 
Disney  Co.,  entitled 
"Nightmare  in  the  Mag- 
ic Kingdom."  It  tells  of 
a  slave  laborers'  rebel- 
lion quelled  by  Walt 
Disney,  who  emerges 
from  cryogenic  freezing 
to  impose  martial  law. 
Unlike  her  siblings, 
Lisa  was  always  intrigued  by  the  busi- 
ness side  of  the  company.  She  represent- 
ed the  family  in  negotiations  with  Dis- 
ney after  Henson  died.  At  Warner, 
where  she  is  a  senior  \ice-president,  she 
has  helped  develop  scripts  and  assemble 
creative  teams  for  such  movies  as  Bat- 
man and  Lethal  Weapon. 
CULTURE  CLASH.  The  Hensons  speak  of  a 
culture  clash  between  their  115-person 
private  company  and  the  giant  Disney, 
but  the  parties  differ  on  just  why  talks 
foundered.  A  Disney  spokesman  says 
the  children  wanted  the  price  raised  to 
help  them  pay  estate  taxes,  and  he  main- 
tains Disney  did  increase  it  "by  tens  of 
millions  of  dollars."  Brian  contends 
there  was  "never  any  price  adjustment" 
for  estate  taxes,  and  says  the  groups 
remained  apart  on  many  issues.  For  ex- 
ample, Cheryl  says,  Disney  sought  to 
restrict  how  the  Sesame  Street  charac- 
ters were  used — even  though  Disney 
knew  that  Jim  had  given  the  nonprofit 
Children's  Tele\ision  Workshop  licensing 
control  for  the  characters. 

The  failure  of  the  talks  didn't  com- 
pletely free  Henson  from  Disney.  Last 
June,  a  Muppet  stage  show  began  run- 
ning at  Disney's  Florida  theme  park. 
Though  the  merger  is  off,  Disney  main- 
tains it  has  the  right  to  continue  running 
the  show  and  advertising  the  Muppets 
on  TV.  Henson  also  worked  with  Disney 
to  create  a  3-D  Muppet  movie,  which 
Disney  says  it  plans  to  begin  showing  in 
late  spring.  Lawyers  for  both  parties  are 
currently  negotiating  the  status  of  those 
shows  as  well  as  that  of  a  planned  line 
of  Muppet  books. 

Meanwhile,  Henson's  New  York  town- 
house  is  busy  with  almost  continual 
meetings  on  creative  projects.  Brian  has 
moved  to  Los  Angeles  where  Henson  is 
now  based,  but  when  in  New  York  he 
occupies  his  father's  old  office,  a  spa- 
cious room  adorned  with  crafts — includ- 
ing a  light-up  papier  mache  moosehead 
over  the  mantle.  W'ith  that  for  inspira- 
tion, Brian  will  try  to  breathe  new  life 
into  the  world  Jim  Henson  fathered. 

By  Andrea  Rothman  in  Neic  York,  with 
bureau  reports 
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ARE  TOKYO'S  GIANT  TRADERS 
STRONG-ARMING  U.S.  RIVALS? 


Japan's  big  four  brokerages  want  limits  on  sophisticated  plays — until  they  can  hone  their  skills 


Like  bourses  around  the  globe,  the 
Tokyo  Stock  Exchange  went  on  a 
wild  buying  spree  on  Jan.  17,  as  the 
U.  S.  launched  its  war  on  Iraq.  But  the 
Tokyo  action  ended  with  a  surprise 
twist.  Just  before  the  close,  Morgan 
Stanley  &  Co.  hit  the  floor  with  a  3 
million-share  program  trade,  which 
helped  push  the  Nikkei  stock  average  up 
161  points  in  the  final  hour. 

The  big  buy  was  the  latest  evidence 
yet  that  Wall  Street's  brash,  high-tech 
traders  are  making  an  indelible  mark  on 
Tokyo's  tightly  knit  financial  markets. 
They  are  also  making  a  bundle,  while 
the  Japanese,  who  depend  on  brokerage 
commissions  for  much  of  their  income, 
are  looking  at  sagging  profits  in  their 
depressed  market.  Most  important,  the 
foreigners  are  using  their  skills  at  trad- 
ing futures,  options,  and  other  innova- 
tive "derivative"  instruments  to  win  ma- 
jor corporate-finance  clients  away  from 
Tokyo's  big  four  securities  houses — No- 


mura, Daiwa,  Nikko,  and  Yamaichi — 
which  still  control  most  Japanese  trad- 
ing and  underwriting. 

Fearful  of  losing  their  control,  the  big 
four  aren't  sitting  idly  by  as  Wall  Street 
moves  in.  They  are  complaining  loudly, 
for  example,  that  U.  S.-style  program 
trading  is  a  principal  cause  of  their  mal- 
aise. Many  U.  S.  securities  executives 
charge  that  the  Japanese  are  leaning 
hard  on  longtime  clients  to  discourage 
them  from  giving  underwriting  business 
to  U.  S.  brokers.  And  the  Japanese  are 
seeking  to  limit  further  Wall  Street  in- 
roads until  they  can  develop  trading 
skills  of  their  own.  An  American  execu- 
tive with  a  major  Japanese  bank  insists 
that  "there  isn't  a  lack  of  long-term  com- 
mitment to  opening  up  the  market."  But, 
he  adds,  even  as  Japanese  brokers  and 
banks  build  up  futures-  and  options-trad- 
ing expertise  in  New  York,  "they  are 
saying  'slow  down'  "  in  Tokyo. 

So  far,  the  go-slow  campaign  seems  to 


be  more  bluster  than  outright  financial 
conflict.  But  it  is  raising  some  hackles  in 
Washington,  which  is  growing  impatient 
with  Japan  over  its  limited  contribution 
to  the  gulf  war  effort.  In  December,  for 
example,  the  Bush  Administration 
charged  that  the  Japanese  still  deny  for- 
eign brokers  and  banks  an  equal  foot- 
ing. Says  Representative  Charles  E. 
Schumer  (D-N.  Y.):  "The  Japanese  have 
an  approach  that  says  to  the  innovative 
firms,  'You  lose.'  " 

JOIN  THE  CLUB.  That  seems  to  be  the 
lesson  of  a  recent  flap  involving  Salo- 
mon Brothers  Inc.,  Tokyo's  biggest  for- 
eign securities  house.  Early  in  1990,  Sal- 
omon scored  a  coup  when  it  was  chosen 
with  Nomura  to  lead  management  of  a 
Eurodollar  bond  issue  for  Mitsui  Toatsu 
Chemicals  Inc.  Shortly  thereafter,  Mor- 
gan Stanley  played  a  major  role  in  a 
$150  million  bond  offer  for  Toyo  Sash 
Co.  Them  came  the  eye  popper.  Last  fall, 
Salomon  became  the  first  foreign  broker 
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to  be  picked  to  lead  two  issues  of  yen- 
denominated  convertible  Eurobonds — 
$148  million  worth  for  Fujisawa  Pharma- 
ceutical Co.  and  $111  million  for  Oji  Pa- 
per Co. 

Sources  say  Salomon  won  the  deal  by 
offering  to  raise  the  money  at  about 
5% — a  percentage  point  lower  than  the 
going  rate  on  similar  bonds  sold  by  Jap- 
anese houses.  According  to  these 
sources,  Salomon  proposed  keeping  the 
cost  down  by  issuing  options  alongside 
the  bonds.  Salomon  planned  to  keep  the 
options  for  itself,  eventually  selling 
them  on  the  open  market  and  using  any 
profits  to  help  fatten  its  earnings  from 
the  bond  issue. 

As  word  of  the  planned  underwriting 
spread,  Nomura  tried  to  dissuade  Oji 
and  Fujisawa  from  jumping  ship, 
sources  say.  Pointing  out  that  such  fi- 
nancing techniques  are  still  not  well  un- 
derstood in  Japan,  a  Tokyo-based  indus- 
try expert  says  that  officials  at  Nomura 
Securities  Co.  even  warned  the  compa- 
nies that  Salomon's  financing  technique 
was  not  risk-free.  But  the  Japanese  head 
of  a  Wall  Street  broker's  Tokyo  unit  has 
another  explanation:  "Nomura  was  wor- 
ried that  if  Salomon  succeeded,  its  own 
clients  would  demand  better  pricing." 
WEAKER  GRIP?  Upset  by  the  controversy, 
Fujisawa  and  Oji  scrapped  the  bond  is- 
sues. Sources  say  that  Hitachi  Credit 
Corp.  and  several  other  companies  also 
dropped  plans  for  similar  Salomon-led 
bond  sales.  But  several  bond  deals  in- 
volving other  investment  banks  have 
sailed  through.  Indeed,  one  U.  S.  source 
in  Tokyo  says  such  financings  "will  fun- 
damentally change"  the  way  Japanese 
companies,  now  nearly  cut  off  from  rais- 
ing equity  by  the  sagging  stock  market, 
obtain  cash.  "Companies  will  become 
more  adventurous,"  says  the  source. 
"The  traditional  hold  of  the  big  four  on 
Japanese  issuers  will  weaken." 

Nomura  officials  deny  pressuring  Fu- 
jisawa and  Oji  on  the  abandoned  Salo- 
mon deals,  but  the  Treasury  Dept.  has 
already  "raised  this  as  an  issue," 
says  Assistant  Treasury  Secretary 
Charles  H.  Dallara.  Japan's  Finance 
Ministry  is  also  investi- 
gating the  incident. 

The  attention  only 
points  out  how  high 
the  stakes  are  these 
days.  With  Tokyo  trad- 
ing just  300  million  or 
so  shares  a  day,  vs. 
nearly  3  billion  at  its 
1988  peak,  Nomura's 
net  income  for  the  six 
months  ended  Sept.  30 
plunged  63%,  to  $414 
million,  from  its  1989 
level.  But  by  trading 
aggressively,  Salomon 
boosted  its  Japanese 


net  income  by  39'v,  to  $37  million,  in  the 
six  months  ended  in  September. 

Faced  with  Wall  Street's  inroads,  Jap- 
anese regulators  are  foot-dragging  on 
their  commitments  to  freer  markets.  For 
example,  after  permitting  the  introduc- 
tion of  stock-index  options  and  futures 
in  1988,  the  Finance  Ministry  imposed 
trading  limits  last  spring  despite  pro- 
tests by  Salomon  and  Morgan.  The  Japa- 
nese are  also  slowing  the  introduction  of 
new  products.  Last  year,  the  Tokyo 
Stock  Exchange  pressured  the  American 
Stock  Exchange  to  stop  listing  its  popu- 


Street's  speed.  On  Jan.  22,  Sanwa's  New 
York-based  securities  unit  hired  E.  Craig 
Coates,  a  former  top  Salomon  and  First 
Boston  Corp.  bond  trader.  A  day  earlier, 
Nomura's  U.  S.  subsidiary  announced 
that  it  had  lured  away  Louis  T.  Margo- 
lis,  Salomon's  program-trading  guru,  to 
help  the  Japanese  firm  expand  in  equi- 
ties and  money  management. 

Nomura  already  has  125  staffers  in 
Tokyo  who  are  assigned  to  trading  and 
researching  derivatives,  securitization, 
and  other  new  strategies.  "We  wear  two 
hats,"  concedes  Executive  Director  Hito- 


TRADING  ROOM  AT  NOMURA:  DID  IT  PRESSURE  SALOMON  CLIENTS  INTO  SCRAPPING  DEALS? 


WALL  STREET  IN 
TOKYO:  WHO'S  WHO 


Six-month  revenues* 

Millions  of  dollars 

SALOMON  BROTHERS 

$160 

GOLDMAN  SACHS 

85 

MORGAN  STANLEY 

79 

MERRILL  LYNCH 

59 

LEHMAN  BROTHERS 

47 

CS  FIRST  BOSTOH 

32 

*EndedSept.  30,  1990 


DATA  Nimi  NlWSimiR  ON  BONDS  S.  MONll 


lar  put  and  call  warrants  on  the  Nikkei 
average.  Issued  by  Salomon  and  others, 
the  warrants  allow  investors  to  hedge 
Japanese  stockholdings  by  placing  long- 
term  bets  on  whether  the  Nikkei  will 
rise  or  fall. 

These  warrants  were  among  the  most 
heavily  traded  instruments  on  the  Amex 
last  year.  And  despite  claims  by  the 
Amex  that  interest  in  the  warrants  was 
waning  by  the  time  the  Japanese  made 
their  request,  the  moratorium  forced  at 
least  one  U.  S.  investment  bank  to  scrap 
a  planned  issue  of  call  warrants  last 
summer.  With  Japa- 
nese approval,  the 
Amex  has  since  intro- 
duced a  new  line  of  op- 
tions based  on  the  To- 
kyo market.  But  their 
appeal  is  limited  be- 
cause their  three- 
month  duration  curbs 
their  use  in  hedging. 

Even  as  the  big  four 
and  other  Japanese  fi- 
nancial institutions 
preach  the  evils  of  pro- 
gram trading  at  home, 
they  are  rushing  head- 
long to  get  up  to  Wall 


shi  Tonomura.  "As  the  leader  of  the  Jap- 
anese securities  industry,  we  have  to 
protest  [program  trading].  But  we  also 
have  to  develop  this  area."  Indeed,  adds 
Salomon  Vice-Chairman  Deryck  C. 
Maughan,  Nomura's  increasing  partici- 
pation in  the  new  business  eventually 
"will  legitimize  it  in  Japanese  eyes." 

Such  a  sea  change  could  give  Wall 
Street's  go-go  traders  the  fight  of  their 
lives.  "The  window  of  opportunity  won't 
remain  so  wide  open  once  Nomura 
jumps  in,"  says  Maynard  Toll,  president 
of  CS  First  Boston  (Japan)  Ltd.  With  130 
branches  across  Japan,  Nomura  earned 
$1.3  billion  from  commissions  from  April 
to  September — in  a  weak  market. 

As  the  business  slows,  Salomon  and 
other  brokerage  houses  that  have  grown 
slowly  and  positioned  themselves  to  ride 
the  trading  wave  may  fare  best.  "There 
will  be  a  few  major  firms  that  are  going 
to  establish  leadership  and  make  a  good 
living,"  says  Maughan.  "The  rest  are  go- 
ing to  wither  away."  Perhaps.  But  right 
now,  Tokyo  is  a  gravy  train  for  many 
Wall  Streeters — and  they  are  hell-bent 
on  keeping  it  that  way. 

By  Ted  Holden  in  Tokyo,  with  Leah 
Nathans  Spiro  and  William  Glasgall  in 
Neiv  York 
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BANKING  I 


TAKING  FROM  WEAK  BANKS 
AND  GIVING  TO  THE  RICH 


Corporations  are  playing  it  safe — and  fragile  banks  may  suffer 


For  many  years,  Polaroid  Cor[).,  like 
most  corporations,  tended  to  pa- 
tronize banks  that  offered  the  best 
services  at  the  lowest  prices.  But  two 
years  ago,  with  the  once  rock-solid  for- 
tress of  the  U.  S.  banking  system  dis- 
playing increasingly  deep  fissures,  the 
Cambridge  (Mass.)  company  began  ap- 
plying a  new  criterion:  limiting  its  expo- 
sure to  weak  banks.  It  whisked  hun- 
dreds of  thousands  of  dollars  out  of  a 
pair  of  troubled  Te.xas  banks  right  be- 
fore they  collapsed.  Lately,  Polaroid's 
early-warning  system  has  paid  off  again. 
It  successfully  pulled  out  of  a  Bank  of 
New  England  subsidiary  before  bne 
failed  on  Jan.  6. 

Polaroid  is  far  from  alone.  The  triple 
whammy  of  war,  recession,  and  bank 
failures  is  causing  hundreds  of  treasur- 
ers at  major  corporations  to  overhaul 
their  dealings  with  banks  drastically.  In- 
creasingly picky  corporate  depositors 
are  putting  their  banks  under  a  micro- 
scopic review  and  severing  many  long- 
standing relationships.  MCI  Communica- 
tions Corp.  closely  monitors  reports 
from  bank-rating  agencies.  "We'll  call 
up  a  bank's  management  and  ask  them 
what's  going  on,"  says  Bradley  E. 
Sparks,  the  telephone  company's  trea- 
surer. "We're  not  reluctant  to  pull  out  of 
a  bank  when  its  ratings  slip." 

To  the  jeweler's  eye  of  a  chary  corpo- 
rate money  manager,  the  biggest  poten- 
tially disqualifying  flaws  among  banks 
are  rising  nonperforming  loans,  thin  cap- 
ital cushions,  and  heavy  loan  exposure 
to  the  limping  commercial  real  estate 
market. 

FEAST  OR  FAMINE.  While  this  policy  over- 
haul may  help  protect  corporate  cash 
from  the  hazards  of  bank  failures,  it  is 
not  good  news  to  many  banks.  The  rich- 
est and  safest  banks  will  get  richer  and 
safer.  "We  are  in  80  countries,  and  we 
make  sure  we  are  with  the  No.  1  or  2 
bank  in  every  country — first-tier  banks, 
not  second-tier,"  says  Eugene  P.  Beard, 
executive  vice-president  for  finance  and 
operations  at  Interpublic  Group  of  Cos., 
the  large  advertising  concern.  Such  a 
policy,  though,  can  injure  perfectly 
healthy,  often  smaller  banks  below  the 
top  tier.  More  vulnerable  banks  could  be 
weakened  to  the  point  of  collapse.  "It's  a 


dangerous  overreaction  to  seek  out  only 
the  supersound  banks,"  warns  David  C. 
Cates,  chairman  of  Ferguson  &  Co.,  a 
Washington  bank  consultant.  "It  [would 
be]  a  damaging  thing  if  it  were  to  hap- 
pen in  spades." 

Treasurers  and  bankers  are  already 
noticing  a  slow  run  on  less  healthy 
banks.  According  to  a  survey  taken  be- 
tween last  August  and  October  by  Pru- 
dential-Bache  Securities  Inc.,  an  as- 
tounding 407c  of  corporate  treasurers 
said  they  were  yanking  or  planning  to 
yank  business  from  riskier  institutions. 
The  situation  is  a  vicious  circle.  As  more 
banks  deteriorate,  says  Pru-Bache  ana- 
lyst George  M.  Salem,  "this  process 
picks  up  steam." 

The  Pru-Bache  survey  found  many 
treasurers  uneasy  about  a  constellation 
of  top-name  banks.  The  losers'  list  con- 
tains Chemical  Bank,  Chase  Manhattan, 
and  Bank  of  Boston — all  since  hobbled 
by  various  difficulties — while  winners  in- 
clude J.  P.  Morgan,  Security  Pacific,  and 


First  Wachovia  (table).  Citibank,  the  na- 
tion's largest,  made  both  rosters:  the 
bad  one  because  of  problem  loans  and 
thin  reserves,  the  good  one  because  the 
more  optimistic  treasurers  liked  its  glob- 
al, reach  and  believed  Washington  will 
never  let  Citi  go  down.  On  Jan.  22,  Citi 
announced  an  aggressive  plan  to  cut 
costs  and  boost  capital  (page  54). 
WIDENING  GAP.  While  it's  difficult  to 
track  an  outflow  of  corporate  business 
from  specific  banks,  few  doubt  that  top- 
ranked  banks  such  as  Morgan  are  bene- 
fiting munificently.  Some  bankers  say 
Morgan  has  experienced  a  large  inflow 
of  corporate  business  over  the  past  few 
months,  which  helped  the  bank  earn  a 
sweet  $1  billion  last  year.  That's  a  nice 
rebound  from  its  $1.3  billion  loss  in  1989, 
when  it  wrote  down  bad  loans  to  Third 
World  borrowers.  Says  James  J.  McDer- 
mott  Jr.,  research  director  at  Keefe, 
Bruyette  &  Woods  Inc.:  "Morgan  has 
the  pick  of  the  litter  when  it  comes  to 
corporate  business." 

One  sign  of  the  tiering  in  the  market 
is  the  rate  banks  pay  on  their  jumbo 
certificates  of  deposit — those  over 
$100,000,  bought  mainly  by  companies 
and  other  big  investors.  Morgan  is  cur- 
rently paying  6.9?f.  But  banks  on  the 
order  of  Chemical  and  Chase  are  offer- 
ing around  7.7%  to  attract  buyers.  The 
gap  between  tiers  is  widening. 

Foreign  depositors,  who  generally  op- 
erate with  less  information  than  their 
U.  S.  counterparts,  are  even  more  afraid 
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a  bank's  management 
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HOW  CORPORATE  TREASURERS  RATE  THE  BANKS 

Survey  of  1 00  treasurers  last  fall  on  which  banks  would  be  the  safest  and  riskiest 
during  a  financial  crisis,  ranked  in  order  of  times  mentioned: 


STRONGEST 

WEAKEST  1 

MORGAN 

MANUFACTURERS  HANOVER 

\A/  A  r"  LI      \/  1  A 

W  A  V.  n  vJ  V  1 A 

R  A  Kl  1^   DP   MP\A/   F  Kl  <^  1  A  M  n 

CITIBANK 

CHEMICAL 

SECURITY  PACIFIC 

CITIBANK 

NCNB 

CHASE 

NBD  (MICHIGAN) 

FIRST  INTERSTATE 

BANK  OF  AMERICA 

BANK  OF  BOSTON 

BANKERS  TRUST 

CONTINENTAL  BANK 

DATA 

PRUDENTIAL-BACHE  SECURITIES  INC. 

of  weak  U.  S.  banks.  Just  who  is  moving 
their  money  where  can't  be  documented, 
but  anecdotal  evidence  suggests  that 
many  foreign  depositors  are  retreating 
from  U.  S.  banks.  Several  Taiwanese 
bankers  say  Taiwan's  central  bank 
pulled  many  billions  of  dollars  in  re- 
serves out  of  U.  S.  banks  over  the  past 
several  months,  shunting  much  of  the 
cash  into  Treasury  bills  and  the  rest  to 
strong  overseas  institutions. 

Federal  insurance  on  deposits  under 
$100,000  has  tended  to  prevent  individ- 
uals from  pulling  funds  from  weak 
banks.  But  company  treasurers  typically 
keep  well  over  $100,000  in  bank  ac- 
counts. To  be  sure,  the  Federal  Deposit 
Insurance  Corp.  has  agreed  to  pay  off 
amounts  over  $100,000  if  the  failed  bank 
is  so  large  that  the  depositors'  losses 
would  hurt  the  economy  and  undermine 
confidence  in  the  banking  system.  The 
FDIC  has  promised  to  stand  behind  all 
Bank  of  New  England  customers  to  the 
last  nickel.  Still,  corporate  customers  are 
well  aware  that  the  FDic  has  no  legal 
obligation  to  reimburse  them  fully.  Just 
ask  customers  at  smaller  banks,  whose 
demise  the  FDiC  deems  of  lesser  import 
than  Bank  of  New  England's.  When 
Harlem  (N.  Y.)-based  Freedom  National 
Bank  failed  in  November,  dozens  of 
churches  and  nonprofit  organizations 
such  as  the  National  Urban  League  lost 
millions.  Despite  a  barrage  of  criticism 
that  Freedom's  depositors  were  being 
unfairly  discriminated  against,  the  FDiC 
agreed  to  reimburse  the  over-$100,000 
deposits  at  only  50$  on  the  dollar. 


Such  cautionary  tales  have  an  effect 
on  people  such  as  MCl's  Sparks.  He  now 
makes  sure  that,  when  making  deposits 
in  small  banks,  he  keeps  under  the 
$100,000  cap.  "We  don't  want  to  be 
caught  over  the  limit  if  the  FDic  came 
into  the  bank  at  midday  and  shut  it 
down,"  he  says.  Other  treasurers  are 
simply  staying  away  from  small  banks. 
TAKE  NO  CHANCES.  To  many  treasurers, 
moreover,  it's  not  enough  simply  to 
know  they  can  get  all  of  their  money  out 
after  a  collapse.  They  still  worry  about 
embarrassment:  Having  to  explain  to  the 
boss  why  they  entrusted  hard-earned 
funds  with  a  wobbly  guardian. 

Some  treasurers  now  believe  that  the 


best  way  to  avoid  mortification  is  to  re- 
duce all  of  their  bank  deposits  and  de- 
ploy their  cash  elsewhere.  According  to 
IBC/Donoghue's  Money  Fund  Report, 
certificates  of  deposit  grew  at  a  mere  1% 
pace  for  the  year  ended  Nov.  30,  1990, 
compared  with  11%  in  1989  and  13%-  in 
1988.  The  volume  of  jumbo  CDs  shrank 
107'  last  year  vs.  a  growth  of  5%  'in  1989 
and  11%  in  1988.  The  decline  may  be 
partly  explained  by  decreased  demand 
for  bank  loans  and  tighter  lending  stan- 
dards in  a  recession.  But  Martha  M. 
Wittbrodt,  editor  of  the  Donoghue  re- 
port, thinks  that  a  pullback  from  banks 
by  major  corporations  is  also  an  impor- 
tant factor.  "All  the  bad  news,  like  the 
problems  of  the  Rhode  Island  banks  and 
the  Bank  of  New  England,  has  an  im- 
pact," she  says. 

Consider  Centel  Corp.,  a  Chicago  tele- 
phone company  that  is  looking  at  shift- 
ing from  short-term  bank  debt  to  longer- 
term  bonds,  even  though  short-term 
money  is  cheaper.  "We  are  concerned 
about  the  situation  in  banking"  and 
want  more  stable  lenders,  explains  Eu- 
gene H.  Irminger,  Centel's  chief  finan- 
cial officer. 

To  many  experts,  corporate  treasur- 
ers' movement  of  funds  to  safe  banks, 
or  even  away  from  banks  entirely,  is 
simply  the  free  market  at  work.  That  is 
the  rationale  behind  the  argument  that 
the  FDIC,  if  anything,  should  reduce  the 
$100,000  deposit  insurance  limit,  which 
would  help  weed  out  marginal  banks 
and  get  rid  of  overcapacity  in  the  bank- 
ing system.  Trouble  is,  the  frantic  flight 
to  quality  under  way  right  now  may  dis- 
criminate against  sound  as  well  as  un- 
sound banks  and  could  end  up  doing 
more  harm  than  good. 

By  Larry  Light,  with  Christopher  Farrell 
and  John  Meehan,  in  New  York,  Mike 
McNamee  in  Washington.  Geoffrey  Smith 
in  Boston,  Lois  Therrien  in  Chicago,  and 
bureau  reports 
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MARKETS  &  INVESTMENTS! 


SURE,  THE  MARKET  HAS 
WAR  JITTERS,  BUT , , , 


Despite  the  uncertainty,  there  are  good  reasons  to  keep  buying 


I 


t  was  as  if  the  stock  market  was 
thumbing  its  nose  at  Saddam  Hus- 
sein— and  at  the  conventional  wis- 
dom that  an  outbreak  of  war  would  be 
followed  by  a  sharp  decline  in  equities. 
After  an  evening  of  air  attacks  on  Iraq 
and  Kuwait,  the  market  staged  a  115- 
point  rally  on  Jan.  17.  World  bourses 
surged.  But  with  the  news  from  the  gulf 
turning  increasingly  somber,  investors 
are  facing  a  quandary:  Even  if  Iraq  will 
be  swiftly  crushed,  are  there  compelling 
reasons  to  buy  stocks? 

The  answer  is  a  qualified,  unenthusi- 
astic  "yes."  Oil  prices  have  dropped  re- 
soundingly. Short-term 
interest  rates  have  fall- 
en below  T/'-,  giving  re- 
newed allure  to  "defen- 
sive" high-yield  stocks 
such  as  utilities.  And 
it's  also  true  that  a 
short  and  successful 
war  should  boost  con- 
sumer confidence — and 
quite  possibly  hasten 
an  end  to  the  recession. 

But  so  long  as  Iraq 
remains  undefeated 
and  still  can  wreak  hav- 
oc by  lobbing  Scud  mis- 
siles, the  market  will 
continue  to  experience 
the  kind  of  queasiness 
that  has  pummeled 
stocks  in  recent  days 
(chart).  "Investors  are 
still  jumpy,"  notes 
Greg  Smith,  chief  in- 
vestment strategist  at 
Prudential-Bache  Secu- 
rities Inc.  "Their  worst  fears  have  been 
erased,  but  there's  still  a  lot  that  could 
go  wrong.  You  have  to  be  as  good  a 
military  analyst  and  political  analyst  as 
an  investment  analyst  these  days." 
'TOO  EARLY.'  Indeed,  inve.stors  through- 
out the  world  have  become  devoted  arm- 
chair generals  recently.  And  ii!  the  early 
hours  of  the  war,  optimism  wa.s  the  by- 
word. Even  a  missile  attack  on  Israel 
and  the  possibility  of  Israeli  retaliation 
scuttling  the  allied  coalition,  failed  to 
cause  much  angst  on  Jan.  18.  "The  early 
optimism  may  not  be  warranted.  The 
war  is  not  going  to  end  that  quickly," 


says  Michael  Morizumi,  an  investment 
strategist  with  Lehman  Brothers  Japan 
Inc.  in  Tokyo.  "It's  a  little  too  early  to 
get  back  in  the  water."  In  Europe, 
where  investors  are  troubled  by  Soviet 
actions  in  the  Baltic  states,  caution  pre- 
vails. Notes  Angus  McNeilage,  chief  of 
European  equity  sales  with  James  Capel 
&  Co.  in  London:  "People  are  sitting  and 
awaiting  events  to  unfold." 

But  in  contrast  to  the  aftermath  of 
the  invasion  of  Kuwait  on  Aug.  2,  the 
specter  of  inflation  has  been  quelled, 
and  U.  S.  market  fundamentals  are  con- 
siderably more  upbeat.  "After  a  few 


remain  depressed,  keeping  inflation  in 
check  and  benefiting  heavy  energy  users 
such  as  transportation  companies — so 
long  as  the  Saudi  oil  fields  remain  out  of 
harm's  way.  "Oil  in  the  mid-  to  high 
teens  is  likely,  given  energy  fundamen- 
tals," notes  Stuart  Sedlacek,  an  analyst 
with  IDS  Financial  Services  Inc. 
PORTFOLIO  DEFENSE.  Some  high-profile 
stocks  have  been  boosted  by  nifty  earn- 
ings surprises.  Among  them  were  a  ros- 
ter of  technology  companies,  such  as 
IB.M  and  Digital  Equipment,  which  had 
been  out  of  favor,  and  software  giant 
Microsoft.  But  skeptics  say  earnings  dis- 
appointments are  still  rife — and  will  con- 
tinue to  depress  stock  prices  now  that 
the  recession  is  under  way.  Indeed,  some 
bears  predict  that  the  market  will  fall 
below  its  October  low  of  2365.  "We've 
never  had  a  bear  market  accompanied 
by  a  recession  that  was  over  in  less  than 
14  months,"  says  Carmine  Grigoli,  stock 
market  strategist  at  First  Boston  Corp. 
By  this  school  of  thought,  the  bear  mar- 
ket is  but  six  months  old  if  measured 
from  its  peak  in  July. 
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ON  THE  FLOOR:  AFTER  THE  RALLT,  QUEASINESS 


weeks  of  sifting  through  the  war  news, 
the  market  will  go  back  to  trading"  on 
factors  such  as  earnings,  predicts  Steven 
A.  Kroll,  president  of  Shearson  Lehman 
Advisors. 

Among  the  fundamentals  driving  the 
market,  none  gives  greater  cheer  than 
energy  prices.  Oil  prices  have  fallen  to 
their  lowest  level  since  the  gulf  crisis 
began,  and  that  has  lowered  inflationary 
expectations  and  sparked  a  rally  in  the 
bond  market.  Meanwhile,  investors  have 
turned  sour  on  energy  stocks,  which 
blossomed  when  the  crisis  started.  Ana- 
lysts are  optimistic  that  oil  prices  will 


Yet  the  recession,  which  is  pushing  up 
unemployment  and  bankruptcies,  does 
bring  one  positive  to  the  stock  market: 
lower  interest  rates.  Long-term  rates, 
which  spiked  upward  before  the  out- 
break of  the  war,  have  fallen  back. 
Short-term  rates  are  in  a  tailspin  as  the 
Federal  Reserve  floods  the  financial  sys- 
tem with  liquidity  to  fight  the  recession. 
In  recent  weeks,  bank  liquidity  grew  at 
a  rate  not  seen  since  1984 — just  months 
before  a  sustained  market  surge — notes 
Charles  I.  Clough  Jr.,  Merrill  Lynch  & 
Co.'s  chief  investment  strategist. 
Though  the  banks  have  been  slow  to 
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lend,  he  contends  that  money  will  soon 
be  flowing  and  should  bolster  stocks  and 
the  economy. 

Even  if  the  decline  in  short-term  rates 
were  to  stop,  as  some  analysts  are  fore- 
casting, rates  have  already  fallen  far 
enough  to  make  some  equities  attrac- 
tive. For  instance,  Standard  &  Poor's 
electric  power  index  yields  7% — higher 
than  Treasury  bills  and  many  money- 
market  funds.  And  electric  utility 
stocks — what  many  investors  use  to  "de- 
fend" their  portfolios  from  a  recession — 
hold  out  the  potential  for  higher  divi- 
dends and  capital  appreciation,  which 
money-market  funds  do  not. 

In  a  low-interest-rate  environment, 
portfolio  managers  want  to  own  stocks 


The  weaker  the 
economy  gets,  the  more 
rates  will  come  down, 
giving  the  market  a  boost 


of  companies  that  are  interest-rate  sensi- 
tive, such  as  homebuilders  and  financial 
companies  with  solid  balance  sheets. 
"The  weaker  the  economy  gets,  the 
more  rates  will  come  down,  giving  these 
companies  a  boost,"  says  George  A. 
Vanderheiden,  who  manages  three  Fidel- 
ity mutual  funds.  One  of  his  favorites  is 
Federal  National  Mortgage  Assn.  At 
Union  Bank  of  Switzerland  (UBS),  Thom- 
as Lips,  who  is  head  of  investment  re- 
search, is  fond  of  such  blue-chip  stocks 
as  Merck,  McDonald's,  Borden,  and  the 
insurance  giant  American  International 
Group. 

CABLE  AND  CELLULAR.  While  many  Wall 
Street  pros  now  think  leverage  is  a  dirty 
word,  Vanderheiden  invests  in  compa- 
nies with  leveraged  balanced  sheets — so 
long  as  the  companies  have  floating-rate 
debt  with  interest  payments  tied  to 
short-term  rates.  As  rates  decline,  so  do 
their  financing  costs.  Among  the  stocks 
in  this  category  are  cable-television  and 
cellular-telephone  companies,  airlines, 
and  two  prominent  defense  contrac- 
tors— Loral  and  Raytheon.  The  latter 
makes  the  Patriot  antimissile  system, 
which  has  gained  fame  in  the  skies  over 
Saudi  Arabia.  Raytheon  shares  have  ris- 
en 10%  since  the  war  began. 

So  long  as  the  war  casts  a  pall  over 
the  market,  stock-picking  will  require  pa- 
tience and  careful  selection  of  targets. 
And,  as  in  the  Persian  Gulf  war,  final 
victory  is  likely  to  come  only  when  the 
Butcher  of  Baghdad  is  soundly  trounced. 

By  Gary  Weiss  and  Jeffrey  M.  Laderman 
in  New  York,  with  Karen  Lowry  Miller  in 
Tokyo,  Blanca  Riemer  in  Paris,  and  Geof- 
frey Smith  in  Boston 


ADVICE  AND  DISSENT 

They're  contentious  and  contagious.  They're 
the  McLaughlin  Group,  (clockwise  from  left)Jack 
Germond,  Eleanor  Clift,  John  McLaughlin,  Fred  Barnes, 
Morton  Kondracke,  and  Pat  Buchanan. 

Made  possible  by  a  grant  from  GE. 

THE  Mclaughlin  GROLT 

Check  your  local  listing  for  station  and  time. 


We  bring  good  things  to  life. 


The  best  way  to  a  man's 
stomach. .  .NordicTrack 

Besides  burning  calories  it  strengthens 
"'"^         J*  ,  the  heart,  tones  the  muscles  and  improves 

stamina.  And  it's  much  less  stressful  on  the 
body  than  running  and  high-impact  sports. 
Working  out  on  NordicTrack  also  boosts 
creativity  and  productivity  and  lowers  stress, 
making  you  feel  as  good  as  you  look 


It's  time  to  change 
the  spare  tire. 


Unlike  most  in- 
home  exercisers, 
NordicTrack  works  all 
the  major  muscle  groups 
of  the  body  including  the 
arms,  legs,  buttocks,  shoulders 
and  yes,  even  stomach. 

So  what  are  you  waiting 
for?  Call  NordicTrack 
today. 

NordicTrack 

m    W  m  A  CML  Company 


World's  best 
aerobic  exerciser. 


n 


^^l,"'^  FREE  VIDEO 

for  a    &  Brochure 


NordicTrack  duplicates  the  motion  of 
cross-country  skiing,  what  mo,st  experts  agree 
is  the  most  efficient  and  effective  aerobic 
exercise. 

It  bums  more  calories  in  less  time  than 
any  other  kind  of  exercise  machine.  Up 
to  1,100  calories  per  hour  according  to  fitness 
experts. 


1-800-328-5888 

□  Plea.se  send  me  a  free  brochure 

□  Also  a  free  videotape  □  VHS  □  Beta 
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NordicTrack,  Dept  *l-i3Bl. 
141C  Jonathan  Blvd  N.,  Chaska,  MN  S5318 
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BY  GENE  G.  MARCIAL 


THE  POSTWAR 
PORTFOLIO  ONE  PRO 
IS  BUILDING  NOW 

Investors  stiil  have  a  severe  case  of 
war  nerves  despite  the  market's 
powerful  upswing  after  the  U.  S. 
and  its  allies  launched  their  Jan.  16 
attack  on  Iraq.  Most  pros  believe  that 
the  market  is  still  a  mine  field  that 
could  blow  portfolios  to  smithereens. 
But  not  money  manager  Jim  Awad, 
who  was  an  aggressive  stock  buyer 
even  before  war  broke  out.  He's  still 
buying — for  his  "postwar  portfolio." 

As  far  as  Awad  is  concerned,  "the 
war  is  over,  and  America  is  the  victor." 
Six  months  from  now,  investors  who 
have  fled  stocks  because  of  war  jitters 
"will  kick  themselves  for  missing  one 
of  the  greatest  buying  opportunities 
ever,"  says  Awad,  who  manages  $400 
million  as  president  of  BMI  Capital.  BMI 
has  had  a  compounded  20%  annual 
gain  over  the  past  10  years.  Awad  ex- 
-pects  the  market  to  have  hit  new  highs 
by  midyear  and  that  "Iraq  definitely 
will  no  longer  be  an  investment  issue." 
Plus,  the  economy  will  be  well  on  the 
way  to  recovery,  he  believes. 

Awad  disagrees  with  the  prevailing 
sentiment  that  the  recession  and  the 
war's  cost  will  combine  to  clobber  the 
market.  First,  he  argues,  stocks  are  far 
from  overvalued:  "The  reality  is  that 
the  average  stock  is  down  about  30%  to 
40%  since  its  peak  last  summer."  More- 
over, Awad  points  out,  the  Federal  Re- 
serve has  been  cutting  interest  rates, 
which  should  jack  up  stock  prices. 
SHORT  SLUMP?  Although  Awad  expects 
gross  national  product  to  decline  in  the 
first  quarter,  he  thinks  the  recession 
will  be  over  by  the  second  half.  Modest 
inflation  and  lower  oil  prices,  as  well  as 
increased  exports  resulting  from  the 
weak  dollar,  are  sure  to  help  resusci- 
tate the  economy,  he  says. 

Awad's  postwar  portfolio  focuses  on 
companies  whose  markets  should  turn 
robust  in  the  slow- growth  economy  he 
sees  after  the  flighting  ends.  "Demand 
for  their  products/'  he  believes,  "plus 
healthy  balance  sheete  with  little  debt 
and  strong  cash  flow  will  allow  them 
to  flourish."  Their  de'iressed  price- 
earnings  ratios  should  then  head  up. 

Among  his  picks:  Apple  omputer, 
now  at  51,  which  Awad  thinks  should 
trade  above  the  market's  18  p-e.  He 
sees  Apple  rising  to  $70  a  share,  or  14 
times  his  1991  estimate  of  $5  a  share. 


AWAD:  THIS  MARKET  IS  "ONE  OF  THE 
GREATEST  BUTING  OPPORTUNITIES  EVER" 


Bergen  Brunswig,  a  major  drug  whole- 
saler, is  another  stock  he  likes.  Bigger 
rivals  sell  at  a  p-e  of  about  18.  At  18 
times  Awad's  1991  estimate  of  $2.15, 
the  stock,  now  at  28,  is  worth  38.  Intel, 
a  maker  of  semiconductor  memory 
chips,  is  benefiting  from  the  big  trend 
away  from  mainframes  in  favor  of 
desktop  computers.  Now  at  44,  Intel  is 
worth  56,  says,  Awad,  or  15  times  his 
1991  estimate  of  $3.75  a  share.  He 
thinks  Claire's  Stores,  the  nation's 
largest  retailer  of  women's  low-priced 
fashion  accessories,  is  recession-proof 
and  cheap  at  $10  a  share.  Awad  figures 
the  stock  is  worth  17  Vi,  or  13  times 
estimated  1991  net  of  $1.35  a  share. 


AN  INSURER  EVEN 
A  BEAR  CAN  LOVE 

Property-and-casualty  insurers 
are  currently  out  of  favor,  re- 
flecting the  tough  earnings  envi- 
ronment facing  this  highly  competitive 
sector.  So  why  is  investment  manager 
Ed  Wachenheim  III,  while  bearish  on 
the  industry,  buying  shares  of  Hano- 
ver Insurance,  which  specializes  in 
auto  and  homeowners'  policies? 

Wachenheim  is  the  chairman  of 
Greenhaven  Associates,  which  man- 
ages $300  million.  He  says  a  number  of 
reasons  have  prompted  him  to  accumu- 
late more  than  400,000  shares  of  Hano- 
ver. Wachenheim  notes  that  it  has  re- 
covered smartly  from  the  big  surge  in 
damage  claims  from  Hurricane  Hugo 
and  the  freezing  weather  of  December, 
1989.  He  is  also  impressed  with  man- 
agement, which  has  kept  assets  away 


from  housing  mortgages  and  junk 
bonds.  Most  important,  Wachenheim 
thinks  there's  a  good  chance  that  Han- 
over will  be  acquired  before  long. 

State  Mutual  Life  Assurance  owns 
55%  of  the  stock,  he  notes.  And  in  re- 
cent weeks,  State  has  bought  more 
shares.  The  betting  is  that  State  will 
either  make  an  acquisition  move  or  sell 
its  block  to  an  interested  buyer — possi- 
bly a  big  financial-service  company. 
Hanover,  now  at  27,  is  worth  $50  a 
share  by  one  pro's  count — nearly  twice 
its  current  price.  Its  book  value  is  esti- 
mated at  $37  a  share.  A  State  spokes- 
man declined  to  say  how  many  more 
shares  the  company  will  buy. 


WHY  THE  BUYBACKS 
AT  DIASONICS? 


Some  smart-money  investors  are 
rediscovering  Diasonics,  a  maker 
of  X-ray  and  ultrasound  systems, 
following  the  company's  heavy  stock 
repurchase  in  1990.  The  shares,  which 
climbed  from  1%  in  November  to  2%, 
traded  as  high  as  5  in  1989.  One  pro 
thinks  management  has  "something  up 
its  sleeve"  in  buying  back  a  total  of 
14.5  million  shares  since  last  summer, 
which  has  reduced  shares  outstanding 
from  72  million  to  58  million. 

Some  analysts  expect  Diasonics  to 
report  earnings  of  20(t  a  share  for  1990, 
vs.  a  29<t  loss  in  1989.  That  rebound  has 
prompted  whispers  that  management 
is  considering  a  leveraged  buyout.  In 
November,  1989,  Diasonics  sold  its 
Magnetic  Resonance  Imaging  unit  to 
Toshiba  for  $204  million,  pocketing  a 
profit  of  $70  million.  Some  of  that  mon- 
ey has  gone  into  the  stock  buybacks. 

One  fund  manager  says  that,  based 
on  projected  1991  earnings  of  35$  a 
share  plus  cash  of  $1.20  a  share,  the 
stock  is  worth  $4.70.  He  thinks  Diason- 
ics is  attracting  interest  from  Japanese 
and  European  companies,  since  foreign 
sales  account  for  50%  of  revenues. 

Diasonics  is  big  in  Europe,  where  its 
mobile  X-ray  systems  account  for  a 
large  part  of  total  sales.  Its  European 
unit,  Sonotron  Holding,  "is  solidly  es- 
tablished in  Germany  and  continues  to 
perform  well,  with  revenues  up  about 
257o  in  1990,"  says  Value  Line  analyst 
Andrew  Colonna.  U.  S.  sales  of  ultra- 
sound equipment  have  been  sluggish. 
But  Diasonics'  Spectra  system,  said  to 
have  improved  measurement  and  dis- 
play capabilities,  should  remedy  that. 
A  Diasonics  spokesman  said  he  isn't 
aware  of  any  LBO  plans  or  takeover 
interest  from  other  companies. 
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Good  ideas  do  grow  on  trees. 


I. 

A. 


Nature  thinks  of  every- 
thing. In  the  case  of  the 
coconut,  a  fibrous  husl< 
l<eeps  it  from  breaking 
when  it  falls  to  the 
ground.  Along  the  same 
lines,  Schott's  coated 
"Duran"  glass  bottles 
have  a  special  protection 
to  keep  them  from 
shattering. 


Even  if  the  glass  breaks, 
there  is  no  leakage 
Schott's  bottles  have  a 
plastic  coating  to  keep 
valuable  fluids  contained 
and  to  protect  people 
against  hazardous 
chemicals. 


When  a  ripe  coconut  falls  from 
the  tree,  the  drop  can  be  as 
much  as  a  hundred  feet. 

 It  would  certainly  break  if 

nature  hadn't  provided  it  with 
effective,  built-in  protection. The 
thick,  fibrous  husk  encasing  the 
hard-shelled  nut  cushions  the 
soft  core  of  meat  in  case  the 
landing  is  bumpy. 
 Schott's  "Duran"  labo- 
ratory bottles  feature  similar 
protection.  They  are  made  of 
chemically  resistant  borosili- 
cate  glass  with  a  transparent 
plastic  coating. 

 Should  the  glass  break, 


liquids  from  leaking  out. 
 Our   laboratory  bottles 


are  totally  dependable  -  even  for 
containing  hazardous  and  highly 
corrosive  chemicals.  They  pro- 
vide a  high  degree  of  safety  and 
security  for  technicians  and 
equipment  alike. 

 Plastic  coated  laboratory 

bottles,  available  from  Schott 
America,  are  just  one  example  of 
how  Schott's  innovative  devel- 
opment responds  to  specific 
needs.  In  today's  world,  special 
glass  helps  keep  technology 
advancing. 

 Schott  worldwide:  50,000 


ties,  represented  in  more  than 
100  countries,  with  over  $1 
billion  in  sales. 

 Schott  in  North  America: 

11  companies  employing  more 
than  1,800  people. 

 Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  B25,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


SCHOTT 


this  coating  keeps  valuable     products,  50  production  facili-     Nobody  knows  more  about  glass. 


RESEARCH! 


IS  THE  WORLD  HEATING  UP? 
WELL  JUST  LISTEN 


An  experiment  with  undersea  sound  waves  could  tell  us  if  our  climate  is  changing — and  how  fast 


On  Jan.  26,  the  seas  will  reverber- 
ate with  the  sound  of  science. 
Researchers  will  switch  on  a 
loudspeaker  in  the  ocean  near  Heard  Is- 
land, 2,550  miles  southwest  of  Perth, 
Australia.  From  a  depth  of  600  feet,  the 
speaker's  booming  bass  notes,  louder 
than  a  jet  plane  at  takeoff,  will  race 
through  the  briny  deep  to  microphones 
scattered  all  over  the  world. 

This  listening  system  will  be  a  giant 
thermometer.  The  speed  of  sound  varies 
with  temperature,  and  if  researchers 
measure  the  pace  of  this  ocean  music  for 
10  to  20  years,  they  may  find  the  answer 
to  the  most  critical  environmental  ques- 
tion of  the  times:  Is  the  earth  catching  a 
fever  from  greenhouse  gases  that  hu- 
mans pump  into  the  atmosphere?  Scien- 
tists don't  '"totally  accept  that  global 
warming  is  occurring,"  says  University 
of  Washington  [jhysicist  Robert  C.  Spin- 
del,  the  project's  director.  "This  may  be 
the  only  way  to  gt- 1  a  reasonable  answer 
in  a  reasonable  auiount  of  time.'" 
BACKING  OFF.  Answers  are  what  policy- 
makers need.  For  nearly  a  decade,  scien- 
tists have  probed  sea  ice  and  perma- 
frost, scoured  weather  records,  and 
harnessed  supercomputers  and  satellites 
to  learn  how  the  climate  is  changing. 
They've  found  that  gl&ciers  are  receding 
and  that  the  1980s  were  the  warmest 
decade  in  modern  times — tantalizing 


signs  of  warming.  But  other  indications, 
such  as  a  predicted  shrinkage  of  the  po- 
lar ice  caps,  aren't  occurring,  says  Uni- 
versity of  Illinois  meteorologist  John  E. 
Walsh.  "The  surprise,"  he  adds,  "is  that 
we  don't  see  more  evidence  of  climate 
trends."  Thus,  some  scientists  have 
scaled  back  their  predictions  of  how 
much  the  earth  may  heat  up. 

The  lack  of  definitive  data  is  sharpen- 
ing the  debate  over  policy.  Under  the 
auspices  of  the  United  Nations,  repre- 
sentatives from  more  than  130  countries 
will  gather  near  Washington  on  Feb.  4 
to  start  work  on  an  international  treaty, 
to  be  ready  by  1992,  aimed  at  slowing 
global  warming.  The  European  Commu- 
nity and  Japan,  among  others,  want  to 
cap  emissions  of  carbon  dioxide,  the  key 
greenhouse  gas,  at  1990  levels.  That's  a 
modest  proposal  compared  with  Austra- 
lia's plan  to  cut  such  emissions  by  20':'"^. 

Even  so,  Bush  Administration  officials 
are  e.xpected  to  oppose  emission  targets, 


There  is  a  catch:  It 
will  take  decades 

of  listening  to 
chart  a  clear  trend 


which  they  see  as  too  costly,  given  the 
evidence  so  far  on  warming.  If  they're 
right,  they  may  save  the  world  lots  of 
money  and  trouble.  But  U.  S.  recalci- 
trance will  make  any  accord  harder  to 
reach,  which  critics  deplore.  "If  the  U.  S. 
won't  take  modest  steps,  how  can  other 
countries  be  expected  to  do  so?"  asks 
William  A.  Nitze,  a  former  State  Dept. 
climate  negotiator  who  is  president  of 
the  nonprofit  Alliance  to  Save  Energy. 

Everyone  agrees  that  greenhouse  gas- 
es will  alter  the  climate  somehow.  It's  a 
matter  of  physics;  the  gases  trap  extra 
heat  from  the  sun.  But  from  there,  un- 
certainty reigns.  There's  now  a  consen- 
sus that  the  additional  heat  could  raise 
the  average  temperature  of  the  earth  2 
to  7  degrees  Fahrenheit  by  the  middle  of 
the  next  century.  That's  down  from  the 
original  dire  predictions.  But  it's  still  a 
wide  range,  and  scientists  don't  agree  on 
what  either  extreme  would  mean. 

The  difficulty  in  guessing  right  stems 
partly  from  the  lack  of  clear  historical 
patterns.  Consider  U.  S.  temperature 
records,  which  have  been  corrected  for 
such  variations  as  the  growth  of  cities, 
which  heat  up  their  surroundings.  The 
U.  S.  warmed  between  1885  and  1930, 
cooled  in  the  '40s,  warmed  in  the  '50s, 
cooled  again  during  the  '60s  and  '70s, 
then  warmed  in  the  '80s.  From  all  that, 
only  one  consistent  trend  emerges.  "The 
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noticeable  thinj^  is  the  dramatic  warming 
in  the  nightly  minimum  temperature," 
says  meteorologist  Richard  R.  Heim  Jr. 
of  the  National  Oceanic  &  Atmospheric 
Administration's  National  Climatic  Data 
Center  in  Asheville,  N.  C.  In  the  1950s, 
nights  were  more  than  26F  cooler  than 
days,  on  average.  By  1987,  nights  aver- 
aged only  24F  cooler.  And  new  data 
from  the  Soviet  Union  and  China  show 
that  the  phenomenon  may  be  worldwide. 
COMPLEXITY.  But  why,  and  what  might 
the  consequences  be?  Increased  cloud 
cover  could  be  the  cause.  Low-atmo- 
sphere clouds  cool  the  earth  by  day — a 
3%  increase  would  offset  the  warming 
from  a  doubling  of  greenhouse  gases — 
and  also  insulate  the  ground  at  night. 
Some  shipboard  observations  show  that 
cloud  cover  is  increasing.  And  scientists 
are  trying  to  determine  if  that's  true. 
The  implications  could  be  profound.  "If 
the  nights  warm  up,  the  growing  season 
will  be  longer,"  says  University  of  Vir- 
ginia climatologist 
Patrick  J.  Michaels, 
a  greenhouse  doubt- 
er. "Instead  of  apoc- 
alypse, we  may  end 
up  with  a  more  bene- 
ficial climate." 

That  view  may 
overlook  the  earth's 
complexity.  Scien- 
tists don't  know  ex- 
actly how  clouds 
form  or  how  they  in- 
terplay with  factors 
such  as  the  oceans  to 
affect  climate.  For 
instance,  daytime 
cooling  from  in- 
creased low  clouds 
might  be  balanced 
by  warming  from 
thin,  high  clouds  or 
increased  water  vapor,  a  potent  green- 
house gas.  Pollution  is  another  variable. 
Sulfate  particles  spewed  from  cars  and 
power  plants  help  clouds  to  form.  After 
examining  ice  cores  plucked  from  Green- 
land glaciers,  Paul  A.  Mayewski  of  the 
University  of  New  Hampshire  found 
that  sulfate  levels  rose  in  the  '60s  and 
'70s  before  stabilizing  in  the  '80s,  pre- 
sumably because  of  pollution  controls. 
"That  could  explain  a  cooling  from  the 
1950s  to  the  1970s  and  a  warming  in  the 
1980s,"  he  says. 

So  many  loose  ends  have  helped  per- 
suade scientists  to  scale  back  their  pre- 
dictions of  disaster.  When  scientists  or- 
ganized by  the  International  Panel  on 
Climate  Change  (IPCO,  a  global  assembly 
of  researchers,  began  sifting  the  data  a 
few  years  ago,  some  felt  that  sea  levels 
could  rise  a  meter  or  more  by  2030, 
flooding  countries  such  as  the  Nether- 
lands and  Bangladesh.  But  when  the 
group  finished  its  report  late  last  year,  it 


predicted  a  rise  of  only  8  to  29  centime- 
ters. That's  partly  because  of  an  intrigu- 
ing trend  at  the  south  pole.  Analyses  by 
glaciologist  Charles  R.  Bentley  of  the 
University  of  Wisconsin  show  that,  be- 
cause of  slightly  warmer  temperatures, 
enough  water  is  pulled  from  the  ocean 
and  dumped  as  snow  on  Antarctica  to 
slow  the  oceans'  rise  by  3  centimeters  a 
decade.  "We  think  sea  level  rise  is  an 
indicator  of  global  warming,"  says  Mark 
F.  Meier,  director  of  the  Institute  of  Arc- 
tic &  Alpine  Research  at  the  University 
of  Colorado.  But  he  adds:  "We  don't  un- 
derstand it  very  well." 

Small  wonder,  then,  that  a  second  IPCC 
group  studying  how  global  change  will 
affect  such  things  as  food  production, 
has  just  shrugged.  In  a  report  due  at  the 
end  of  January,  the  group  found  it  im- 
possible to  tell  whether  climate 
change  will  make  it  easier  or  harder 
to  feed  the  world's  peoples. 

Predicting  the  fate  of  the  world's 
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breadbaskets  would  be  easier  if  comput- 
er modeling  were  more  advanced.  One 
problem  is  that  models  lack  enough  pre- 
cise historical  data  on  everything  from 
rainfall  and  ocean  currents  to  cloud  and 
ice  cover.  "We  are  starved  for  measure- 
ments," says  Warren  M.  Washington,  a 
climate  modeler  at  the  National  Center 
for  Atmospheric  Research. 

The  Heard  Island  experiment  could 
help,  since  the  oceans  are  key  indicators 
of  change.  Air  temperatures  haven't  ris- 
en as  fast  over  the  past  50  years  as  the 
models  have  predicted,  says  Walter  H. 
Munk  of  the  Scripps  Institution  of 
Oceanography.  So  in  theory,  the  seas, 
which  account  for  two-thirds  of  the 
earth's  surface,  could  be  soaking  up  the 
missing  heat.  That  could  have  big  conse- 
quences. Small  variations  in  sea  tem- 
peratures are  one  factor  in  global  weath- 
er and  ocean  current  changes  that  can 
wipe  out  fish  populations  and  bring 
drought  or  floods  to  far-flung  places. 


So,  Munk,  Spindel,  and  their  col- 
leagues devised  the  scheme  to  measure 
sea  temperatures.  If  the  ocean  warms  a 
tiny  fraction  of  a  degree,  the  sound  will 
travel  a  few  milliseconds  faster  over  a 
thousand-mile  path.  All  the  scientists 
needed  was  a  powerful  loudspeaker,  pro- 
vided by  the  Navy,  and  a  spot  such  as 
Heard  Island,  which  faces  vast  expanses 
of  open  ocean  in  all  directions. 

There  is  one  catch:  It  will  take  de- 
cades of  listening  to  spot  a  clear  trend, 
since  any  short-term  pattern  may  not  be 
conclusive.  "Even  if  we  see  a  trend 
that's  sticking  out  like  a  sore  thumb,  we 
don't  know  if  it  is  the  greenhouse  effect 
or  just  part  of  a  natural  cycle,"  says 
climatologist  Joel  Susskind  of  the  Na- 
tional Aeronautics  &  Space  Administra- 
tion's Goddard  Space  Flight  Center. 

To  help  decide  such  questions,  scien- 
^  tists  are  looking  backward — in  ice 
cores,  tree  rings,  and  weather 
data — though  there  are  few  pat 
answers.  Studying 
satellite  records  of 
snow  cover  over 
North  America,  cli- 
matologist David  A. 
Robinson  of  Rutgers 
University  found 
that  the  late  '80s  and 
1990  were  far  less 
snowy  than  the 
'70s — potential  evi- 
dence of  warming. 
But  then  he  discov- 
ered that  the 
'70s  were  unusually 
snowy.  So  the  '80s 
"might  just  be  a  re- 
turn to  what  we  saw 
earlier."  Before  sci- 
entists can  conclude 
that  the  earth  is 
warming,  he  adds, 
they  will  need  to  find  "multiple  indica- 
tors all  pointing  in  the  same  direction." 

In  the  meantime,  many  environmental- 
ists and  the  IPCC  working  group  on  glob- 
al warming  policy  argue  that  the  cost  of 
taking  some  action  now  would  be  small 
compared  with  waiting  too  long.  "If  the 
climate  changes  rapidly  in  whatever  di- 
rection, developing  countries  that  rely  on 
subsistence  agriculture  and  natural  re- 
sources will  be  very  vulnerable,"  Nitze 
says.  The  IPCC  will  recommend  a  "no- 
regrets"  policy,  a  mixture  of  energy  con- 
servation and  reforestation  that  makes 
economic  sense  even  without  climate 
change.  Those  actions,  some  experts 
say,  would  help  stabilize  greenhouse  gas 
emissions.  That  may  be  a  wise  move.  By 
probing  the  seas,  skies,  and  land,  scien- 
tists eventually  will  gather  enough  evi- 
dence to  unravel  the  complexities  of  cli- 
mate. But  until  then,  prudence  may  be 
the  better  part  of  valor. 

By  John  Carey  in  Washington 
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Intergraph  Lets 
Briage  When 

At  Intergraph  we've  spent  the  last  20 
years  helping  companies  span  the  chasm 
between  the  present  and  the 
future.  Between  what's  necessary 
today  and  needed  tomorrow. 

We  can  do  the  same 
for  you.  With  the  most  advanced 
interaciive  graphics  workstations 
and  software  in  the  world. 
Produ'.t-  for  electronic  and 
mechanic: I,  design,  engineering,  and  man- 


You  Cross  That 
You  Get  To  It. 

ufacturing;  mapping  and  GIS;  architectural 
engineering  and  construction;  land-use 
planning;  and  electronic  publish- 
ing. Products  for  hundreds  of 
applications  in  private  industry 
and  government. 

No  matter  where  you're 
going,  Intergraph  will  get  you 
there.  Give  us  a  call  toll  free  at 
1-800-826-3515.  Because  there 
are  more  bridges  to  cross. 
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HIGH-BEAM  HEADLAMPS 
THAT  ARE  EASY  OH  THE  EYES 


Ever  drive  around  a  curve  on  a  dark  country  road,  only  to  be 
blinded  by  oncoming  high-beams?  Or  slow  to  a  crawl  in  a 
dense  fog?  Never  fear.  A  new  headlight  system  using  ultravio- 
let light  could  help  drivers  see  their  way  clear  of  such  hazards. 

The  system,  from  the  Netherlands'  Philips  Lighting  Co.  and 
Sweden's  Ultralux,  uses  headlamps  that  emit  both  regular, 
visible  light  and  uv  rays.  The  normal  light  illuminates  the  road 
a  short  distance  ahead — ^just  like  always.  The  uv  rays  replace 
high-beams.  Though  invisible  to  humans,  they're  highly  reflec- 
tive. So  if  signs  and  road  lines  are  treated  with  materials  that 
reflect  the  rays  and  convert  them  to  visible  light,  motorists 
can  see  faraway  objects  without  blinding  oncoming  drivers. 
The  lights  should  also  work  in  bad  weather — since  UV  rays  cut 
through  the  fog,  snow,  and  mist  that  can  block  high-beams. 

Tests  are  under  way  in  Sweden.  A  product  timetable  isn't 
available.  But  Ultralux  is  partly  owned  by  Saab  and  Volvo,  so 
it's  easy  to  guess  where  the  headlights  might  appear  first. 


AH  EXPRESS  ROUTE  FOR  DRIVIHG 
PLUTOHIUM  OUT  OF  THE  BODY 


If  it  works  at  all,  decontaminating  victims  of  radiation  poi- 
soning can  take  years — even  with  the  best  experimental 
drugs.  Now,  scientists  at  the  University  of  California's  Law- 
rence Berkeley  Laboratory  (LBL)  have  designed  a  chemical 
agent  that  promises  far  better  results.  The  synthetic  sub- 
stance is  based  on  small  molecules  called  siderophores,  which 
are  secreted  by  some  microorganisms  to  trap  iron  needed  in 
their  biological  processes. 

The  new  agent,  from  an  LBL  group  led  by  chemist  Kenneth 
N.  Raymond,  binds  tightly  to  radioactive  plutonium  and  strips 
it  from  the  proteins  that  otherwise  trap  it  inside  the  body. 
Once  free,  the  highly  toxic  substance  can  be  passed  out  of  the 
body  through  the  kidneys.  In  lab  tests,  Raymond's  substance 
took  just  one  day  to  remove  up  to  90%  of  the  plutonium 
injected  in  lab  mice — a  level  of  reduction  that  currently  can 
take  years  in  humans.  But  because  the  agent  is  difficult  to 
produce  and  toxic  in  high  doses,  it  won't  be  tried  on  people  for 
years.  Meantime,  Raymond  is  working  on  similar  agents  that 
could  trap  plutonium  even  more  effectively.  And  he  is  optimis- 
tic that  the  substances  can  one  day  be  used  to  remove  radioac- 
tive waste  from  the  environment. 


FROM  RUSSIA  WITH  LOVE: 

A  HEW  WAY  TO  MOVE  SATELLITES 


With  a  sinking  economy,  the  Soviet  Union  has  a  desperate 
desire  for  hard  currency.  This  has  led  the  Soviets  to 
offer  more  technology  to  the  West.  A  few  months  ago,  the 
Strategic  Defense  Initiative  Organization  (SDIO),  which  over- 
sees Star  Wars  research,  set  off  a  buzz  when  it  announced  a 


plan  to  buy  a  Russian  nuclear  reactor  used  to  power  satellites. 
Although  the  publicity  has  barely  died  down  over  that  deci- 
sion, the  Pentagon  already  has  set  its  sights  on  another  Soviet 
space  system:  an  electric  rocket  motor. 

The  motor  uses  a  technology  known  as  arc  jet  propulsion, 
which  works  much  like  a  light  bulb.  The  difference  is  that 
when  electricity  passes  through  a  wire — the  equivalent  of  a 
light  bulb's  filament — the  wire  spews  out  charged  ions  instead 
of  light.  That  provides  a  small  but  very  efficient  push — ^just 
enough  to  move  a  satellite  slowly  from  one  orbit  to  another 
without  rocket  fuel.  "NASA  has  a  major  program  in  arc  jets," 
says  one  Pentagon  official,  "but  the  one  the  Soviets  have  is 
better  than  our  best."  SDiO  is  trying  to  arrange  the  purchase 
of  the  system  through  a  national  lab  or  a  private  contractor. 


CHIPMAKERS'  SHEAR  PREVIEW 
OF  TOMORROW'S  MEMORIES 


The  shape  of  computer  memory  chips  that  will  dominate 
electronic  technology  in  the  late  1990s  will  emerge  from  a 
high-powered  engineers'  meeting  in  mid-February.  At  this 
year's  International  Solid-State  Circuits  Conference  dSSCO  in 
San  Francisco,  four  of  Japan's  top  chipmakers — Toshiba,  Mit- 
subishi, Matsushita,  and  Fujitsu — will  unveil  their  designs  for 
dynamic  random-access  memories  (DRAMs)  that  can  store  64 
megabits  of  data.  Roughly,  that's  the  equivalent  of  2,000  sing- 
le-spaced typewritten  pages. 

Don't  look  for  these  monster  memories  to  show  up  in  quanti- 
ty before  1994,  though.  The  technology  required  to  print  sili- 
con wafers  with  upwards  of  100  million  tiny  transistors,  con- 
nected by  circuit  lines  a  mere  0.4  micron  wide,  still  needs  to  be 
refined.  But  once  perfected,  these  chips  will  no  doubt  become 
the  workhorse  for  the  rest  of  this  century.  And  when  other 
leading  producers  such  as  NEC,  Hitachi,  and  Texas  Instru- 
ments join  the  market,  annual  sales  are  expected  to  peak  at 
900  million  units  in  the  year  2000. 


JOURHEYIHG  DEEPER 

IHTO  THE  MIHDS  OF  SHOPPERS 


In  the  unending  battle  to 
chart  consumer  tastes, 
retailers  have  tried  simple 
questionnaires  and  costly 
surveys.  Now  comes  Shop- 
perTrak,  a  hidden  optical 
eye  that  can  be  integrated 
with  point-of-sale  (POS)  sys- 
tems to  give  an  ever-better 
picture  of  how  many  shop- 
pers came  into  a  store, 
where  they  went,  and  why 
they  bought  the  things 
they  bought. 

The  automated  system,  from  Datatec  Industries  in  Fairfield, 
N.  J.,  goes  beyond  an  electronic  eye  that  counts  people  passing 
through  a  beam  at  a  store  entrance.  ShopperTrak's  sensors 
determine  whether  a  person  is  coming  or  going.  The  system 
also  computes  a  shopper's  height — helping  separate  adults, 
with  the  most  buying  power,  from  children.  When  placed  at 
escalators  or  at  the  end  of  aisles,  it  can  show  traffic  patterns. 
And  by  linking  this  data  to  POS  systems  that  track  sales,  it  can 
gauge  what  share  of  these  shoppers  become  paying  custom- 
ers— and  help  retailers  evaluate  the  effectiveness  of  various 
promotions  or  displays.  Datatec  plans  to  test  its  system  in  a 
toy  store  within  60  days  and  introduce  its  product  by  June. 
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COMING  TO  AMERICA: 
COMPAQ'S  EUROPEAN  STAR 


The  PC  maker  is  counting  on  Eckhard  Pfeiffer  to  bolster  U.S.  sales 


Things  in  the  personal  computer 
business  sure  change  fast.  In  Octo- 
ber, when  Compaq  Computer  Corp. 
announced  a  laptop  computer  that 
ranked  as  its  most  important  new  prod- 
uct of  1990,  Michael  S.  Swavely,  presi- 
dent of  North  American  operations,  did 
the  honors,  while  CEO  Joseph  R.  "Rod" 
Canion  and  Chairman  Benjamin  M.  Ro- 
sen sat  on  the  sidelines. 

Three  months  later,  the  new  LTE  386s 
laptop  has  become  so  scarce  that  most 
dealers  say  they  can't  find  any  to  sell. 
And  Swavely,  an  eight-year  Compaq  vet- 
eran, has  disappeared,  too.  On  Jan.  21, 
Compaq  stunned  the  industry — and  its 
own  employees — with  the  news  that 
Swavely,  37,  was  retiring  to  his  54-acre 
ranch  outside  Houston  for  a  six-month 
sabbatical.  At  the  same  time,  Canion  an- 
nounced he  had  named  Eckhard 
Pfeiffer,  president  of  Compaq  Interna- 
tional, to  the  new  post  of  chief  operating 
officer. 

'NO  BAD  FEELINGS.'  Both  the  product 
shortages  and  the  jarring  shift  are  in 
sharp  contrast  to  Compaq's  usual  com- 
posure. While  competitors,  including 
IBM,  have  suffered  periodic  shortages, 
Compaq  has  almost  always  kept  its  deal- 
er pipeline  filled.  And  the  company  has 
also  prided  itself  on  maintaining  a 


smoothly  meshing  management  team — 
and  an  image  of  steely  control. 

But  Swavely's  sudden  departure  ignit- 
ed rumors  about  turmoil  in  Compaq's 
executive  suite,  including  friction  be- 
tween Canion  and  Swavely.  Outsiders 
figured  that  Swavely  bolted  when  his 
longtime  rival,  Pfeiffer,  got  the  No.  2 
job.  The  company  says  that  Swavely  de- 
cided to  step  aside  for  personal  reasons 
and  that  Pfeiffer's  promotion  was  a  nat- 
ural result — not  the  other  way  around. 
Swavely  concurs.  "I  wanted  a  break. 
There  are  no  bad  feelings,"  he  told 
BUSINESS  WEEK.  Pfeiffer  says  both  he 
and  Canion  have  warned  the  hard-charg- 
ing, chain-smoking  Swavely  to  slow 
down.  "Some  people  think  of  workaho- 
lism  as  a  positive  thing," 
says  Pfeiffer.  "But  it  can 
also  be  a  negative.  If  you 
get  out  of  balance,  lots  of 
things  can  go  wrong." 

Swavely  says  he  has  no 
immediate  plans  beyond 
attending  to  family  busi- 
ness. "I  need  to  look  at 
all  the  options,"  he  says. 
Apparently,  that  won't  in- 
clude returning  to  his  old 
job  at  Compaq,  which 
was  eliminated  in  the  re- 
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organization.  He  says  that  recruiters 
have  been  calling  with  offers  from  other 
companies,  but  for  now,  he's  not  biting. 

Swavely  leaves  at  an  awkward  time. 
Compaq's  U.  S.  marketing  organization, 
over  which  he  presided,  is  losing  ground. 
When  the  company  reports  its  yearend 
results  on  Jan.  30,  analysts  figure  it  will 
show  only  4%  growth  in  the  U.  S. — when 
the  overall  market  grew  7%-  (chart). 
Short  supplies  of  the  LTE  386s,  which 
Compaq  attributes  to  component  short- 
ages, are  partly  to  blame.  But  the  com- 
pany is  also  feeling  heat  from  rivals  that 
undercut  its  prices  by  as  much  as  35%'. 
And  Compaq's  strict  dealer-only  strate- 
gy is  wearing  thin  with  big  customers, 
who  want  to  deal  with  the  company  di- 
rectly— especially  as  they  plan  complex 
systems  around  Compaq's  minicomput- 
er-like Systempro.  "The  currents  are  ob- 
viously changing,"  says  Peter  J.  Rogers, 
a  Robertson,  Stephens  &  Co.  analyst. 
SPECIAL  RIGGING.  Pfeiffer,  49,  is  a  natu- 
ral choice  to  mastermind  a  change.  Un- 
der the  German-born  marketing  guru, 
Compaq's  European  sales  have  boomed, 
soaring  an  estimated  50%  in  1990,  to 
about  $1.8  billion.  Compaq  grabbed  the 
No.  2  slot,  behind  IBM,  in  the  European 
PC  market,  which  grew  by  just  16%  last 
year,  down  from  32%  in  1989,  says  Lon- 
don researcher  Inteco  Corp. 

Pfeiffer  succeeded  in  Europe  by  trans- 
planting Compaq's  U.  S.  strategy  of 
dealer-only  distribution.  But  thanks  to 
Compaq's  later  entry  on  the  Continent, 
he  was  more  selective  in  signing  up  deal- 
ers than  Compaq  had  been  in  the  U.  S. 
As  a  result,  more  of  the  European  deal- 
ers are  qualified  to  handle  its  increasing- 
ly complex  products. 

Now,  Pfeiffer  is  expected  to  focus  on 
revving  up  U.  S.  distribution.  He  says: 
"It's  premature  to  make  any  assump- 
tions before  I  really  know  the  U.  S.  deal- 
ers." But  analysts  expect  hira  to  pursue 
a  new  class  of  dealers  that  specialize  in 
rigging  computers  for  specific  types  of 
businesses.  Those  who  know  Pfeiffer 
warn  not  to  expect  dramatic  changes. 
"Any  risk  he  takes  is  very  calculated," 
says  Michel  Motro,  who  worked  with 
Pfeiffer  at  Texas  Instru- 
ments Inc.  and  is  current- 
ly chairman  of  the 
French  operations  of  Me- 
trologie,  a  European  com- 
puter distributor.  "He's 
not  an  adventurer."  Just 
the  man  to  assure  the 
world  that  Compaq  re- 
mains its  cool,  calm,  col- 
lected self. 

By  Mark  Ivey  in  Hous- 
ton and  Joyiathan  B.  Le- 
vine  in  Paris 
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To  help  you  shape  or  retool  your  company's 
emergency  plans,  Business  WfeA  invites  you  to 
join  some  of  the  nation's  leading  experts  for  ; 
this  two-day  event  on  disaster  preparedness: 

Hon.  Wallace  E.  Stickney,  Director,  Feder 
Emergency  Management  Agency  (FEMA) 

Admiral  Paul  A.  Yost  (Ret.),  18th 
It.       Commandant  of  the  United  States  Go 
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An  original,  signed  and  numbered 
limited  edition  lithograph 
of  Al  Hirschfeld's  new 
masterpiece  celebrating 
100  years  of  Carnegie  Hall, 
commissioned  by  Business  Week, 

will  be  presented  to 
the  first  fifty  corporate  sponsors 
of  this  special, 
commemorative  section. 


Issue  date:  April  29,  1991 
Closing  date:  March  18,  1991 

For  advertising  information: 
William  H.  DeGraff, 
Director,  Special  Projects 
(212)  512-6012 


nformation  Processing 


TELECOMMUNICATIONS  I 


DOES  SOMEONE  HAVE  YOUR 
COMPANY'S  NUMBER? 


Phone  hackers  are  tapping  PBXs,  running  up  millions  in  charges 


When  Linda  N.  Paris  opened  the 
AuKust.  1989,  phone  bill  for 
Philadelphia  Newspapers  Inc., 
the  telecommunications  manager  was 
stunned.  On  a  single  day,  more  than 
6,000  calls  had  been  placed  from  the  tele- 
phone switch  that  serves  the  company's 
two  papers,  the  Inquirer  and  the  Daily 
News,  to  numbers  in  Pakistan,  Egypt, 
and  the  Dominican  Republic — places 
Philadelphia  re{)orters  rarely 
call.  During  the  month,  such 
calls  added  up  to  about 
$90,000— nearly  a  tpuirter  of 
the  Knight-Ridder  Inc.  unit's 
entire  phone  bill. 

Philadelphia  Newspapers 
was  a  victim  of  a  relatively 
new  high-tech  crime  wave: 
PBX  fraud.  By  stealing  nu- 
merical passwords,  thieves 
can  tap  into  corporate  switch- 
boards, known  as  private 
branch  exchanges,  or  PBXs, 
Once  inside,  they  can  dial 
anywhere — on  the  victim's 
tab.  Often,  the  culprits  are 
drug  dealers,  who  use  PBXs 
to  place  hard-to-trace  calls. 
Others  are  shady  entrepre- 
neurs, who  sell  the  access  numbers  on 
the  streets,  usually  to  immigrants  who 
can't  otherwise  afford  to  call  home.  By 
the  time  a  PBX  owner  realizes  what's 
going  on,  there's  not  much  chance  of 
tracking  the  criminals  down.  "I  doubt 
we'll  ever  find  them,"  says  Paris  of  the 
Philadelphia  PBX  hackers. 
HEAVY  TOLL.  Dozens  of  companies  have 
been  hit,  including  Procter  &  Gamble, 
Sumitomo  Bank,  and  Christian  Broad- 
casting Network  (table).  The  cost  to 
companies  could  be  as  high  as  $500  mil- 
lion annually,  estimates  Rami  Abuham- 
deh,  fXfcutive  director  of  the  Communi- 
cations Fraud  Control  Assn.,  a  group  of 
phone  ronipanies  and  law-enforcement 
officials.  Abuhamdeh  concedes  that  ac- 
curate loss  estimates  don't  exist  but 
says:  "This  is  one  of  the  fastest-grow- 
ing problems  in  the  communications 
business." 

Toll-call  fraud  itself  is  nothing  new. 
Since  the  19()0s,  for  example,  college  stu- 
dents have  circulated  stolen  calling-card 
numbers.  Bu'  computers  at  American 


Telephone  &  Telegraph,  MCl,  and  U.  S. 
Sprint  now  alert  security  officials  to  sus- 
pected card  ripoffs  in  as  little  as  two 
liours  by  spotting  unusual  usage.  And 
new  technologies  have  rendered  useless 
the  "blue  boxes"  that  "phone  phreaks" 
once  used  to  place  free  calls  by  mimick- 
ing the  tones  of  network  switches. 

The  corporate  PBX  is  one  of  the  last 
weak  links.  Hackers  start  by  finding  the 
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toll-free  800  number  of  a  particular  PBX. 
Then,  they  determine  the  code  that  an 
employee  away  from  the  office  uses  to 
place  a  long-distance  call  through  the 
switch.  According  to  law-enforcement 
officials,  some  thieves  obtain  800  num- 
bers and  passwords  by  spying  on  execu- 
tives using  pay  phones.  Others,  known 
as  "dumpster  divers,"  ransack  garbage 


THE  BIG  BILLS 
FROM  PBX  FRAUD 


A  SAMPLING  OF  MAJOR  LOSSES 

Victim 

Fraudulent  charges 

New  York  City  Human 

$704,000 

Resources  Administration 

Procter  &  Gamble 

300,000 

Sumitomo  Bank 

97,000 

Philadelphia  Newspapers 

90,000 

Tennessee  Valley  Authority 

65,000 

Christian  Broadcasting  Network  40/000 

DATA  COMPANY  REPORTS,  LOS  ANGELES  POLICE  DEPT 


for  numerical  keys  to  the  switching  sys- 
tems. Some  hackers  use  computer  pro- 
grams that  try  thousands  of  numbers 
until  they  hit  working  passwords.  For 
kicks,  they  sometimes  post  them  on  elec- 
tronic bulletin  boards. 
EVASIVE  MANEUVERS.  Thieves  who  sell 
the  codes  are  a  bigger  problem.  "Call- 
sell"  operations,  run  from  pay  phones  or 
out  of  apartments,  offer  illegal  toll  call- 
ing for  a  cash  payment.  Security  offi- 
cials at  .MCI  Communications  Corp.  say 
that  call-selling  began  in  New  York  City 
but  in  the  past  year  has  spread  to  Los 
Angeles,  Chicago,  and  other  cities.  Last 
April,  MCI  led  investigators  to  a  man  and 
a  woman  in  upper  Manhattan  whose  call- 
sell  operation  ran  up  more  than  $178,000 
in  charges  to  unwitting  companies.  They 
pleaded  guilty  last  fall  to  state  grand 
larceny  and  computer-trespass  charges. 
More  often,  though,  the  lawbreakers 
disappear  without  a  trace.  To 
evade  detection,  they  use  a 
technique  known  as  "loop- 
ing." They  break  into  one 
PBX,  but  instead  of  dialing 
the  final  destination  from 
there,  they  tap  into  a  second 
PBX  and  then  complete  the 
call.  That  makes  it  liarder  to 
track  the  caller.  Even  if 
they're  caught,  PBX  hackers 
usually  get  off  lightly  be- 
cause judges  don't  regard 
such  fraud  as  a  major  crime. 
The  two  operators  in  New 
York  were  sentenced  to  per- 
form community  service. 

Long-distance  carriers  are 
working  with  customers  to 
keep  PBX  fraud  from  spread- 
ing. .MCI  has  sent  security  tips  to  250,000 
corporate  customers.  It  suggests  length- 
ening passwords,  to  make  them  harder 
to  figure  out,  and  blocking  the  PBX  from 
making  international  calls  if  employees 
have  little  need  to  make  them.  Another 
tip:  Shut  off  remote  access  to  the  PBX 
during  nonbusiness  hours. 

Customers  have  good  reason  to  adopt 
preventive  measures.  So  far,  courts  have 
ruled  that  they're  liable  for  the  charges, 
even  if  their  employees  didn't  make  the 
calls.  However,  some  companies  have 
persuaded  carriers  to  forgo  charges  for 
the  stolen  calls.  Christian  Broadcasting 
Network,  which  in  1987  was  hit  with 
$40,000  in  fraudulent  calls,  "hasn't  paid 
MCI  anything,"  says  Paul  D.  Flannigan, 
CBX's  vice-president  for  information  ser- 
vices. "I  expect  it  to  stay  that  way." 

Still,  most  customers  have  no  idea 
how  vulnerable  they  are  to  PBX  fraud, 
carriers  say.  That  means  there  is  a  flock 
of  corporate  pigeons  ready  for  phone 
thieves  to  pluck. 

By  Mark  Leivyn  in  Wasliington 
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%  Real  Business  Needs. 

You  don't  achieve  new  business  goals  by  looking  at  things  the  same 
.  old  way.  New  business  needs  demand  new  thinking.  Sharp  Thinking 
about  business  technology  that  works  the  way  you  work  today. 

Sharp  Thinking  created  the  first  high-resolution  VGA  notebook 
computer  small  enough  to  fit  in  your  briefcase,  the  powerftil  Wizard 
'■:  Electronic  Organizer,  the  world's  first  desktop  full-color  fax  and  the 
high-performance  Masters  Series  Copier/Duplicator. 

Creating  high-quality  products  that  meet  your  needs  made 
Sharp  copiers  number  one  in  customer  satisfaction.  And  made  Sharp 
the  number  one  selling  fax  brand  in  America. 

Sharp  Thinking.  It's  built  into  hundreds  of  innovative  Sharp 
products.  It's  behind  our  comprehensive  dealer  programs  that 
provide  your  business  with  total  service  and  support  long  after  your 
purchase.  And  now  the  Sharp  National  Account  Program  (SNAP) 
offers  the  same  benefits  to  large  businesses. 

To  learn  what  Sharp  Thinking  can  do  for  your  business, 
call  1-800-BE  SHARP 
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BEER  I 


WOOING  JACQUES 
AND  FRITZ  SIX-PACK 


North  American  brewers  tliirst  to  tap  Europe's  rich  markets 


BEER  HAUL?  EUROPEANS  ARE  LOYAL  TO  THEIR  LOCAL  LAGERS,  BUT  TASTES  ARE  CHANGING 


iller  Special  Premium  was  sup- 
posed to  help  crack  the  Europe- 
Ian  beer  market  by  proving 
American  brews  don't  have  to  be  taste- 
less. That's  what  marketers  at  Miller 
Brewing  Co.,  owned  by  giant  Philip  Mor- 
ris Cos.,  hoped  when  they  teamed  up 
with  a  small  Belgian  brewery,  Alken- 
Maes,  to  launch  the  new  beer  in  1989. 
But  a  pub  crawl  in  Brussels'  St.  Josse 
neighborhood  shows  Special  Premium 
has  a  ways  to  go.  "We  drink  Maes 
here,"  says  Roger  de  Wyngaert,  a  regu- 
lar at  the  Chez  Rita  bar.  "Just  Maes." 

No  wonder  American  brewers  are  hav- 
ing a  hard  time  across  the  Atlantic. 
They're  not  just  fighting  European 
tastes.  Distribution  systems  from  Mu- 
nich to  Manchester  tie  pubs  to  brewers 
and  keep  newcomers  a  rarity  in  the  su- 
permarkets. Ancient  purity  laws,  espe- 
cially in  Germany,  create  more  hurdles. 
'UP  FOR  GRABS.'  American  brewers  can't 
afford  to  be  fainthearted.  Europe  is 
where  the  action  is.  In  1990,  Western 
Europeans  downed  241  million  barrels  of 
beer,  while  Americans  quaffed  206  mil- 
lion. And  with  domestic  growth  slug- 
gish, U.  S.  and  Canadian  brewers  must 
l)00st  overseas  sales,  which  remain  as- 
tonishingly small  (table). 

The  European  market  is  also  rapidly 
changing.  Until  recently  the  beer  busi- 
ness there  was  largely  a  collection  of 
local  brewers  with  fiercely  loyal  custom- 
ers. But  as  the  1992  deadline  for  Europe- 
an economic  integration  draws  near, 
such  big  brewers  as  Heineken,  BSN,  and 
Guinness  are  acquiring  smaller  brewer- 
ies and  trying  to  increase  beer  sales  in 
wine-loving  southern  Europe.  Says  Da- 
vid G.  Inns,  former  finance  director  of 
Bass  PLC,  Britain's  largest  brewer:  "The 
beer  market  is  up  for  grabs  m  the  new 
Europe."  North  American  brewers  could 
grab  a  chunk  of  that  market  v/ith  acqui- 
sitions of  their  own.  If  they  don't,  they 
may  never  have  the  distribution  net- 
works and  consumer  acceptance  needed 
to  be  major  players. 

Buying  a  European  brewery  from 
across  the  Atlantic  isn't  easy,  however. 
The  costs  are  enormous,  partly  because 
of  the  low  dollar,  and  the  culture  clash 
can  be  explosive.  John  F.  Morgan,  presi- 
dent of  Canada's  Labatt  Brewing  Co., 
knows  firsthand  that  Europeans  are 
tough  to  win  over.  Morgan  spent  nearly 
four  months  last  year  pursuing  La  Cruz 
del  Campo,  Spain's  largest  brewery.  The 
company  provided  an  entree  into  Spain's 
young,  growing  market.  For  a  foreigner 
like  Labatt,  Cruz  was  also  a  way  into  a 
Europewide  distribution  system. 

Labatt  lost  out,  however,  to  Britain's 
Guinness  PLC.  "The  choice  was  between 
a  company  5,000  miles  away  with  zero 
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European  experience  and  a  company 
with  a  great  deal  of  European  experi- 
ence," explains  one  of  Cruz's  investment 
banl<ers.  Labatt's  Morgan  is  still  looking 
to  make  an  acquisition. 

America's  groggy  beer  giant,  An- 
heuser-Busch Cos.,  also  is  taking  Europe 
more  seriously  now.  The  company  has 
just  assigned  Jack  N.  MacDonough,  a 
heavy-hitting  marketer  who  manages 
product  development,  positioning, 
and  advertising  for  all  of  An- 
heuser's  U.  S.  brands,  to  the  job 
of  running  international  market- 
ing. And  Anheuser  has  moved 
John  H.  Purnell,  its  former  top 
strategic  planner,  to  its  interna- 
tional business  full-time. 
GOING  PLACES.  The  moves  could 
mean  that  Anheuser  is  finally 
ready  for  a  big  European  push — 
once  it  removes  the  longtime  irri- 
tant of  Budejovicky  Budvar,  a 
Czech  brewery.  Budvar  has  sued 
the  giant  for  trademark  viola- 
tions, since  both  make  beers 
called  Budweiser.  The  dispute  has 
kept  Anheuser's  flagship  brand 
out  of  most  of  the  Continent.  A 
settlement  is  within  reach,  accord- 
ing to  former  Anheuser  execu- 
tives and  industry  sources,  who 
figure  the  U.  S.  brewer  may  take 
an  equity  stake  in  Budvar  in  re- 
turn for  global  rights  to  the  Bud- 
weiser name.  Anheuser  execu- 
tives would  not  comment. 

European  rivals  concede,  how- 
ever grudgingly,  that  with  its 
marketing  muscle  Anheuser  has  a 
good  shot  at  Europe  where  other 
North  Americans  may  not.  One 
former  Anheuser  executive  in  Eu- 
rope predicts  Budweiser  should 
do  well  in  places  with  weaker 
beer  traditions,  such  as  Italy  and 
Spain.  Anheuser  could  put  its  ad- 
vertising prowess  to  work  in 
Eastern  Europe  as  well. 

But  a  onetime  Anheuser  execu- 
tive says  the  company  has  until 
now  ignored  the  recommenda- 
tions of  a  McKinsey  &  Co.  report, 
which  says  the  best  way  for  An- 
heuser to  go  international  is  to 
buy  or  build  its  own  breweries. 
Instead,  Anheuser  has  been  li- 
censing the  Budweiser  name  to  a 
British  brewer,  exporting  from  its 
U.  S.  breweries,  and  selling  beer  outside 
Britain  under  the  abbreviated  name  of 
Bud.  Anheuser's  Purnell  says  the  com- 
pany has  also  considered  some  big  acqui- 
sitions, only  to  be  deterred  by  sky-high 
prices.  As  "prices  become  realistic,  then 
we  may  move,"  he  says. 

Adolph  Coors  Co.,  America's  No.  3 
brewer  at  home  and  No.  10  in  the  world, 
is  also  acutely  aware  of  the  need  to 
crack  Europe  soon.  "As  the  number  of 


players  gets  smaller,  we  could  be  locked 
out  of  distribution  channels  that  are  bet- 
ter than  others,"  says  Mark  Stankovic, 
Coors'  director  for  international  market- 
ing. Last  summer,  Coors  began  selling 
its  Coors  Extra  Gold  in  Greece  and  says 
it  is  looking  into  other  European  deals. 
Meanwhile,  Miller,  the  No.  2  U.  S.  brand, 
is  sticking  with  its  Belgian  joint  venture 
for  now.  While  Miller  executives  don't 


NORTH  AMERICANS  HAVE  BEEN 
STAY-AT-HOMES... 


Brewer 

1990 

Foreign  sales  as 

volume* 

percent  of  tota 

1.  ANHEUSER-BUSCH  (U.S.) 

85.5 

3% 

2  MILLER  (U.S.) 

43.5 

1  %  or  less 

3.  ADOLPH  COORS  (U.S.) 

19.0 

1  %  or  less 

4.STR0H  (U.S.) 

16.4 

1  %  or  less 

5.G.  HEILEMAN  (U.S.) 

12.0 

1  %  or  less 

6.  MOLSON  (CANADA) 

10.5 

12% 

7.  LABATT  (CANADA) 

9.5 

24% 

...VS.  EUROPE'S  MORE  GIOBAL 
BREWMEISTERS 


Brewer 

1990 

Foreign  sales  as 

volume* 

percent  of  total 

1  HEINEKEN  (NETHERLANDS) 

43.4 

85% 

2.BSN  (FRANCE) 

21.3 

57 

3  UNITED  BREWERIES  (DENMARK) 

17.0 

75 

4.  GUINNESS  (BRITAIN) 

17.0 

65 

5  INTERBREW  (BELGIUM) 

11.0 

55 

^Millions  uf  barrels 

DATA:  BW,  BEVCRACE INDUSTRY.  PRUDENTIAL-BACHE  SECURITIES  INC., 
BARCLAYS  DE  ZOFTE  WEDD  INC  ,  AND  COMPANY  REPORTS 


expect  to  sell  Special  Premium  in  huge 
volumes,  the  beer  could  eventually  help 
launch  the  Miller  name  on  the  Continent. 

It's  bound  to  be  tough  going  against 
seasoned  European  brewers.  The  Neth- 
erlands' Heineken,  for  instance,  began 
buying  interests  in  European  breweries 
in  the  late  1970s,  betting  on  the  eventu- 
ality of  a  single  European  market.  The 
world's  No.  3  brewer  now  makes  its 
well-known  product  in  breweries  in 


France,  Greece,  Ireland,  Italy,  and 
Spain.  Equally  important,  Heineken 
dominates  other  premium  beers  on  Eu- 
rope's supermarket  shelves.  Gerard  van 
Schaik,  Heineken's  chairman,  is  busy 
scouting  Eastern  Europe  to  expand  beer 
sales,  which  totaled  $3.8  billion  last  year. 

North  American  brewers  also  have  to 
exercise  considerable  patience.  An- 
heuser, for  example,  has  been  licensing 
Budweiser  production  in  Britain 
since  1983  but  has  made  headway 
in  the  market  only  recently.  It's 
taken  that  long  for  Anheuser's 
advertising  to  overcome  pub  pa- 
trons' prejudice  against  American 
brews. 

At  least  one  U.  S.  brewer 
seems  to  have  gotten  it  right  in 
Europe.  C.  James  Koch,  founder 
of  tiny  Boston  Brewing  Co.,  tried 
to  export  his  company's  Samuel 
Adams  beer  to  Germany  in  1985. 
German  beer  officials  wouldn't  let 
it  in,  claiming  his  beer  contained  a 
meat  tenderizer  sometimes  used 
as  an  additive  and  thus  violated 
the  country's  stringent  beer  puri- 
ty law.  Koch  hired  a  consultant 
who  found  that  the  enzyme  oc- 
curs naturally  in  both  Samuel  Ad- 
ams and  German  brews.  Now, 
Samuel  Adams  has  cracked  the 
German  beer  market,  shipping 
about  3,000  barrels  annually. 
SUDS  SHAKEOUT.  The  biggest 
North  American  breweries,  how- 
ever, still  seem  to  have  the  best 
chance  of  carving  out  more  than 
mere  niches  in  Europe.  More  and 
more,  Europe  is  heading  toward 
the  megabucks  marketing  ap- 
proach that  American  brewers 
largely  invented.  As  Heineken, 
BSN,  Guinness,  and  other  Europe- 
an giants  roam  the  Continent  in 
preparation  for  1992,  the  chances 
for  a  shakeout  among  smaller 
brewers  increase.  And  TV  adver- 
tising costs  are  skyrocketing  on 
the  newly  deregulated  airwaves, 
giving  the  edge  to  brewers  with 
the  deepest  pockets. 

Changing  tastes  could  also  play 
to  North  American  brewers' 
strengths.  British  drinkers,  for 
example,  are  shifting  from  the 
traditional  ales  and  bitters  to  the 
kinds  of  lagers  that  Anheuser 
makes.  American  "lifestyle"  advertising 
is  already  popular  for  consumer  prod- 
ucts because  many  Europeans  assume 
that  Americans  know  how  to  relax  and 
have  fun.  It's  unlikely  that  the  King  of 
Beers  will  ever  rule  Europe.  But  sooner 
or  later,  North  America's  big  brewers 
could  be  part  of  the  coming  beer  battle. 

By  Julia  Flynn  Siler  in  Chicago,  with 
Patrick  Oster  in  Brussels,  Mark  Maremont 
in  London,  and  bureau  reports 
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WAR,  RECESSION,  GAS  HIKES . 
GM'S  TURNAROUND  WILL  HAVE  TO  WAIT 


Incoming  Chainnan  Bob  Stempel  has  a  revamped  lineuiD — but  it's  ninning  smack  into  a  down  market 


R 


lObert  C.  Stem- 
s  second  day 
lOn  the  job  as 
chairman  of  General 
Motors  Corp.  was  a 
trying  one.  On  Aug.  2, 
Iraqi  tanks  rumbled 
into  Kuwait,  oil  prices 
skyrocketed,  and  a 
lO'OOO-car  order  for 
the  Chevrolet  Caprice 
bound  for  Kuwait  wa.- 
abruptly  canceled. 

Just  one  day  before. 
Stempel  had  ascended 
to  the  top  seat  at  the 
world's  largest  indus- 
trial company  amid 
signs  that  g.m's  long- 
awaited  comeback  was 
finally  at  hand.  After 
all,  Stempel  was  an  en- 
gineering whiz,  a  car 
guy — not  a  dry,  finan- 
cial type  like  the  de- 
parting Roger  B. 
Smith.  And  GM  had 
marshaled  together 
the  first  round  of  a 
massive  wave  of  new  models,  including 
its  Saturn  line  and  fully  redesigned 
Buicks.  Oldsmobiles,  and  Cadillacs. 
GULF  JITTERS.  Xow,  a  full-blown  war  in 
the  gulf,  on  top  of  the  ongoing  U.  S. 
recession,  has  pretty  much  iced  any  hope 
that  1991  would  be  a  turning  point.  GM, 
with  sales  of  about  .'§125  billion  last  year, 
saw  domestic  auto  sales  plummet  a 
scary  28''  during  the  first  10  days  of 
January.  Given  the  vagaries  of  war,  vol- 
atile oil  jjrices.  and  a  deepening  reces- 
sion, few  consumers  are  likelv  to  be  in  a 


AS  BUOYANT  ABOUT  '91  AS  I  WAS 


buying  mood  anytime  soon.  Stempel.  -57, 
had  hoped  gm's  North  American  auto 
operation,  which  has  lost  money  three 
years  running,  would  turn  a  profit  in 
1991.  Xow  he's  not  so  sure.  "Tm  not  as 
buoyant  about  '91  as  I  was."  says  the 
imposing  six-foot,  four-inch  chairman. 

Even  so,  Stempel  remains  determined 
to  see  that  the  rest  of  the  1990s  aren't  a 
dreadful  replay  of  last  decade.  In  the 
1980s,  a  wobbly  and  slow-moving  GM 
watched  its  share  of  the  U.  S.  market 
slide  to  3-5''  from  a  commanding  46' f. 


i;m  has  mapped  out  a 
detailed  strategy  to  re- 
store profits  in  its  core 
North  American  auto 
business  with  aggres- 
sive marketing,  rede- 
»    _™  M   signed  products,  and 
jr^'H       more  decentralized 
■  I H   I  management. 

Most  important, 
.■^tempel  vows  not  to 

a\  ^  surrender  one  more 
j^'^mmmil  speck  of  market  share 
i-^^^  to  rivals.  GM  posted 
some  of  its  most  prof- 
itable years  ever  in  the 
late  1980s,  but  at  the 
expense  of  shrinking 
share.  Stempel  sig- 
naled his  new  focus  on 
recapturing  that  share 
when  he  priced  the 
Saturn  with  a  surpris- 
ingly modest  .$7,995 
starting  point,  under- 
cutting rivals  such  as 
the  Honda  Civic. 

Just  when  these 
moves  will  start  to  pay 
off  for  G.M  will  depend  in  large  part  on 
the  war.  Yet  even  if  the  war  proves  to 
be  short,  it  isn't  getting  any  easier  to 
turn  a  buck  in  the  fierce  U.  S.  auto  mar- 
ket. Detroit  still  relies  on  rebates  and 
other  give-backs  to  move  cars.  And,  of 
course,  Japanese  auto  makers  such  as 
Honda,  Toyota,  and  Mazda  have  some 
nifty  machines  of  their  own.  In  fact,  the 
Japanese  share  of  the  U.  S.  car  market 
likely  will  surpass  27x  this  year. 

Then  there's  the  issue  of  GM's  still 
hefty  waistline.  While  the  company 
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spent  roughly  $50  billion  to  retool  and 
modernize  its  plants  in  the  past  decade 
and  has  wrung  out  $1H  billion  from  its 
cost  structure  since  1987,  GM  is  still  by 
far  the  highest-cost  player  in  the  indus- 
try. Japanese  auto  makers  still  turn  out 
cars  more  cheaply  than  GM,  Ford,  and 
Chrysler — and  enjoy  dramatically  speedi- 
er product-development  cycles.  Says  a 
senior  executive  at  a  rival  domestic  auto 
maker:  "GM  is  under  excellent  new  man- 
agement, but  I  don't  think  they'll  be  able 
to  cut  costs  fast  enough." 

Worse,  while  GM  has  relied  on  its  lu- 
crative European  operations — represent- 
ing 20%  of  its  total  auto  sales — to  offset 
losses  at  home,  that  unit  could  be  hit  by 
the  war  and  slowing  world  economies. 
Sure,  the  company's  finance  unit.  Gener- 
al Motors  Acceptance  Corp.,  continues  to 
do  well,  as  do  Electronic  Data  Systems, 
a  computer  services  company,  and  the 
defense  firm  GM-Hughes  Electronics. 
Yet  that  isn't  enough  to  salvage  1991. 

Even  before  the  war,  analysts  were 
frantically  reworking  their  earnings  esti- 
mates for  GM.  Chances  are  that  GM  will 
lose  as  much  as  $900  million  or  so  in 
1991  on  sales  of  $124  billion,  figures 
Dean  Witter  Reynolds  Inc.  That's  espe- 
cially painful  because  GM  hoped  to  post 
earnings  strong  enough  to  make  up  for 
the  bruising  it  took  in  1990.  Any  day 
now,  GM  is  expected  to  disclose  a  loss  of 
between  $125  million  and  $300  million 
last  year.  Losses  from  North  American 
cars  and  trucks  alone  were  more  than  $3 
billion,  estimates  Donaldson,  Lufkin  & 
Jenrette  Securities  Corp.  The  tally  is  far 
worse  if  you  include  the  onetime  $2.1 
billion  charge  GM  took  in  the  third  quar- 
ter to  close  at  least  four  plants. 
WINNING  LOOK.  But  it  isn't  all  so  grim 
inside  GM's  1930s  skyscraper  in  down- 
town Detroit.  GM  has  come  fairly  close  to 
bridging  the  quality  gap  with  the  Japa- 
nese. While  GM  drew  plenty  of  scorn  dur- 
ing the  1980s  for  turning  out  uninspir- 
ing, boxy  models,  its  GEO  line  of 
Japanese-designed  models,  along  with  its 
Cadillac  and  Buick  cars,  were  all  selling 
well  before  the  war.  GM  has  also 
snagged  some  fancy  awards:  Cadillac 
won  the  1990  Malcolm  Baldrige  National 
Quality  Award  and  the  Chevrolet  Ca- 
price LTZ  picked  up  car-of-the-year  hon- 
ors from  Motor  Trend  magazine. 


GM  HAS  HALTED 
ITS  MARKET  SHARE  SLIDE... 


A  PERCENT  mkmm  imiouomnmm 


...BUT  THE  U.S.  AUTO 
MARKET  IS  STRUGGLING. 


▲  MILLIONS  OF  UNITS  DATA:  mm'i  miOMOiwi  mm 


...AND  SO  ARE 
GM'S  EARNINGS 
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The  Baldrige  award  dovetailed  nicely 
with  GM's  new  "Putting  Quality  on  the 
Road"  ad  campaign,  which  trumpets 
quality  improvements  throughout  the 
company.  In  fact,  Stempel  believes  the 
quality  campaign  will  keep  GM  car-own- 
ers coming  back  for  more — and  convince 
import  owners  to  give  GM  another  try. 

Yet  those  marketing  efforts  won't  be 
worth  much  if  Stempel  can't  get  GM  into 
fighting  trim.  So,  Stempel  and  GM  Presi- 
dent Lloyd  E.  Reuss,  who  oversees 
North  American  auto  operations,  have 


mapped  out  a  26-j)oint  strategy  to  im- 
prove efficiency  and  profitability  across 
the  board.  One  example:  GM  engineers 
are  examining  how  to  use  more  common 
parts  across  several  product  lines,  with- 
out taking  away  from  the  uniqueness  in 
each  car's  styling.  That's  why  GM  is  now 
working  to  reduce  the  number  of  parts 
used  to  make  a  platform — a  car's  basic 
metal  frame — by  a  third. 

Or  take  GM's  effort  to  reduce  the  num- 
ber of  engine  families  from  nine  groups 
to  five.  For  years,  GM  divisions  such  as 
Chevrolet,  Buick,  and  Oldsmobile  had 
separate  groups  building  engines  exclu- 
sively for  them.  Last  year,  GM  decided  to 
reduce  parts  complexity  and  avoid  dupli- 
cation of  engineering  and  manufacturing 
efforts  by  consolidating  those  units. 
'HOW  TO  REORGANIZE.'  Then  GM  went  one 
step  further.  The  new  engine  division 
merged  with  GM's  transmission  subsid- 
iary. Now,  this  combined  group  can  bet- 
ter coordinate  the  design  of  new  engines 
and  transmissions  so  that  these  compo- 
nents better  mesh  together.  And  it's  a 
good  example  of  Stempel's  decentralized 
management  style.  A  veteran  of  Smith's 
massive  reorganization  efforts  last  de- 
cade, Stempel  knows  how  disruptive 
poorly  planned  changes  can  be.  "You're 
looking  at  a  management  committee 
that  knows  one  thing  in  spades — that's 
how  to  reorganize,"  he  says. 

Indeed,  if  anyone  can  make  a  real  dent 
in  GM's  legendary  bureaucracy,  it's  prob- 
ably Stempel.  An  engineer  with  a  prodi- 
gious memory,  he  caught  management's 
eye  during  the  1970s  for  successfully 
managing  development  of  GM's  catalytic 
converter  project  during  a  period  of  rap- 
idly changing  environmental  regulations. 
He's  also  admired  by  the  rank  and  file 
as  someone  who  takes  pride  in  turning 
out  a  good  product.  When  GM's  car  divi- 
sions previewed  their  1991  marketing 
plans  last  fall,  he  tossed  out  several  ads 
for  focusing  too  much  on  image  instead 
of  craftsmanship. 

Indeed,  Stempel  would  prefer  that 
GM's  cars  do  all  the  talking.  And  there 
certainly  will  be  no  shortage  of  new 
wheels  to  carry  the  message.  GM  will 
introduce  nine  redesigned  cars  and  two 
new  trucks  in  1991 — more  than  Ford, 
Chrysler,  and  Toyota  combined. 

Among  them  is  the  completely  made- 
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S  BEniNG  ON  TO  CARRY  ITS  MESSAGE  Of  QUALITY 


EO  STORM  HATCHBACK  $10,670 


SATURN  FOUR-DOOR  SEDAN  $7,99 
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GM'S  SWEDISH  FLING 
IS  CAUSING  HEADACHES 


It's  an  unusual-looking  little  ma- 
chine with  a  rounded,  sloping  frame 
and  automatic  seat  warmers  for 
cold  nights  out  on  the  road.  The  unique 
Saab  is  also  one  of  Europe's  distinctive 
nameplates.  That's  why  General  Mo- 
tors Corp.  in  1989  happily  paid  Swe- 
den's Saab-Scania  $600  million  for  a 
f>OV'  stake  in  its  auto  making  arm.  Af- 
ter losing  out  to  rival  Ford  Motor  Co. 
in  the  chase  for  Britain's  Jaguar  PLC, 
GM  desperately  wanted  an  upscale  Eu- 
ropean line  of  its  own. 

Well,  a  little  over  a  year  later,  GM's 
Swedish  fling  is  causing  headaches 
aplenty.  Saab  export  sales  to  the  U.  S., 
the  company's  biggest  market,  have 
plummeted  (chart).  And  the  carmaker's 
other  primary  markets — Sweden  and 
Britain — are  suffering,  too.  The  joint 


He  has  shuttered  four  components 
plants  and  cut  250  managers.  More 
needs  to  be  done.  It  still  takes  60  man- 
hours  to  build  a  Saab  900 — about  twice 
as  much  as  at  Japanese  auto  makers. 
Small  wonder,  then,  that  Saab  is  losing 
about  $6,000  on  every  car  it  sells, 
thanks  in  part  to  high  labor  costs  and 
unfavorable  currency  translations. 

True,  the  GM-Saab  partnership  is 
paying  off  in  some  respects.  GM's  pur- 
chasing clout  will  allow  tiny  Saab  to 
save  $163  million  this  year  on  parts.  GM 
is  also  using  Saab's  plant  in  Uusikau- 
punki,  Finland,  to  build  more  of  its 
Opel  Calibras  to  sell  within  Europe. 
ERODING  SHARE.  Yet  if  the  venture  is 
ultimately  to  succeed,  Saab  will  need 
some  new  hits.  In  the  U.  S.,  its  Saab 
900,  priced  at  about  $18,000,  and  the 


SAAB'S  SKID 


HERMAN:  THE  SAAB  DEAL  IS  "STILL  VALID' 
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venture,  now  known  as  Saab  Automo- 
bile, is  expected  to  post  a  stunning 
$580  million  loss,  on  sales  of  $2.64  bil- 
lion, for  1990.  That  follows  a  $380  mil- 
lion operating  loss  in  1989. 
CRASH  DIET.  What's  more,  the  venture 
faces  the  formidable  task  of  dealing 
with  Saab's  bloated  cost  structure  and 
rather  dated  900  and  9000  series.  An- 
other woe:  Saab  is  caught  in  a  curren- 
cy squeeze.  The  mark  is  rising  against 
the  Swedish  kroiia,  forcing  it  to  pay 
more  for  its  German  components,  while 
the  falling  dollar  means  margins  on 
the  Saab  are  under  pressure  in  the 
U.  S.  If  all  this  seems  rather  gloomy, 
Saab  Automobile  CKO  David  J.  Herman 
isn't  letting  on.  He  says:  "The  reasons 
for  doing  the  deal  are  still  valid." 

A  GM  overseas  veteran,  Herman  has 
moved  quickly  to  trim  capacity  at  Saab. 


$22,000  or  so  9000  series,  which  has  a 
more  powerful  four-cylinder  engine, 
have  lost  market  share  to  BMW,  Lexus, 
and  Audi. 

So  by  the  mid-1990s,  Saab  hopes  to 
roll  out  three  new  models,  including  a 
replacement  for  the  900  and  a  brand- 
new  luxury  entry  to  compete  with  BMW 
and  Lexus.  Still,  don't  expect  any  radi- 
cal departures  in  Saab's  design.  Says 
Kai  Hammerich,  senior  vice-president 
at  Saab-Scania:  "This  car  will  look 
Saabish." 

No  doubt.  And  Herman  hopes  the 
new  car  and  others  will  let  Saab  double 
its  annual  production,  to  about  180,000 
by  the  end  of  the  decade.  For  now, 
though,  the  Saab  deal  GM  once  so  cov- 
eted doesn't  look  so  alluring. 

By  Jonathan  Kapstein  in  Trollhdttan, 
Sweden 


over  Buick  LeSabre,  currently  ranked  as 
the  highest-quality  American-built  car. 
It's  an  attractive,  full-size  family  vehicle 
that  carries  a  $17,000  sticker  price.  Buick 
has  also  brought  back  the  Roadmaster, 
w'hich  was  discontinued  in  1958.  The 
modern  version  may  lack  the  four  port- 
holes along  the  side  that  symbolized  the 
classic  Roadmaster.  But  at  $21,445,  the 
new  Roadmaster  boasts  a  massive  V8 
engine  and  rear-wheel  skirts. 

At  recent  auto  shows,  Cadillac  offered 
an  early  look  at  its  1992  Seville,  which 
likely  will  go  for  about  $35,000.  The 
sleek  sedan  blends  European  rounded 
styling  with  American  heft,  proving  that 
Cadillac  can  add  a  bit  of  verve  to  its 
traditional  luxury  nameplate.  Among 
compact  buyers,  the  GEO  Metro  Xfi,  now 
ranked  as  the  highest-mileage  car  in 
America,  is  selling  well.  Next  year,  GM 
will  entirely  refashion  the  compact  Pon- 
tiac  Grand  Am,  and  its  Impact  electric 
concept  car  is  due  out  in  the  late  1990s. 

GM  is  also  aggressively  marketing  its 
Saturn  line,  launched  with  a  flurry  of 
hype  in  September.  So  far,  Saturn  has 
received  high  marks  for  its  peppy  1.9- 
liter  engine  and  sophisticated  transmis- 
sion, which  makes  for  smooth  shifting 
from  gear  to  gear.  Buyers  seem  to  like 
the  affordable,  basic,  four-door  model, 
which  has  been  selling  at  a  brisk  pace. 
Yet  GM  has  been  slow  in  getting  Sat- 
urn's stylish  coupe  into  the  showroom. 
QUICK  SWITCH.  With  all  the  new  models 
in  i)roduction — and  22  new  cars  and 
trucks  on  the  way  through  1995 — execu- 
tives will  face  a  devil  of  a  time  manag- 
ing GM's  vast  network  of  30  assembly 
plants.  Indeed,  some  plants  will  be  shut- 
tered for  months  as  G.M  changes  the 
tools  and  dies  for  new  models.  The  risk 
is  that  if  demand  for  a  particular  prod- 
uct suddenly  surges,  GM  could  lose  sales 
and  market  share.  Says  Reuss:  "The 
whole  profitability  thing  is  heavily 
geared  to  the  volume  and  the  way  we 
can  manage  the  changeovers."  If  so,  GM 
will  have  to  learn  to  do  it  more  quickly. 
Honda  Motor  Co.  can  accomplish  the 
task  over  a  weekend,  vs.  the  up  to  four 
months  it  takes  GM. 

For  now,  though,  Stempel  and  his 
management  team  must  figure  out  how 
best  to  navigate  GM  through  this  tough 
period  during  the  war.  Yet  even  when 
the  war  ends,  it's  uncertain  just  how 
soon  the  economy  will  bounce  back.  GM 
dealers  aren't  too  upbeat.  "It's  not  the 
war  that's  causing  our  problems.  We 
were  already  in  a  deep  recession,"  says 
Jeff  Barry,  sales  manager  at  an  Oldsmo- 
bile/GMC  dealership  in  suburban  Chica- 
go. With  disturbing  news  like  that  re- 
turning from  the  front,  GM's  comeback 
may  still  be  a  ways  off. 

By  James  B.  Treece  in  Detroit 
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"When  I  joined  UCLA  Mail 
Services,  our  equipment 
was  obsolete,  employees 
were  demoralized,  and 
managers  were  frustrated. 
And  1  was  faced  with  the 
job  of  handling  42  million 
pieces  of  mail  a  year.  So 
something  had  to  be  done 
right  away." 

"I  called  Pitney  Bowes... 
and  they  v/ent  right  to  work. 
They  had  new  mailing 
machines  installed  and  our 
people  trained  in  no  time." 

"Today,  we  process 
double  the  volume  of 
outgoing  mail  as  in  the  past. 
Not  only  have  we  improved 
morale  tremendously, 
we've  saved  money  for  the 
university." 

"Pitney  Bowes  listens  to 
Its  customers...!  know  they 
listen  to  me.  And  if  I  do 
have  a  problem,  their  service 
people  fix  it  immediately. 
It  would  be  hard  to  think  of 
going  to  another  vendor." 

At  Pitney  Bowes, 
customer  satisfaction  is  a 
commitment  that' s  at  the 
very  fiber  of  our  business. 
It  shapes  the  attitudes  and 
actions  of  our  people.  And 
it's  reflected  in  the  quality 
and  reliability  of  our 
products.  What's  more, 
we  back  it  up  with  our 
Customer  Satisfaction 
Guaranteed"  For  more 
information,  call  1-800- 
MR  BOWES  ext.  1035. 


"Pitney  Bowes  helped  our 
mail  center  move  out  of  the 
dark  ages.  We  now  handle 
twice  the  volume... 
at  a  much 
lower  cost." 


Edward  Meyers 
Manager, 

UCLA  Mail  Services 
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WILL  GE'S  NEW  JET  ENGINE 
EVER  GET  OFF  THE  GROUND? 


Airline  executives  are  war>'  of  the  powerful  but  unproven  GE90 


It's  3  a.m.  one  October  morning,  and 
Ronald  E.  Welsch,  GE  Aircraft  En- 
gine Group's  general  manager,  is 
frantically  dialing  suburban  Chicago 
tele  phone  numbers.  United  Airlines  Inc. 
is  a;  out  to  place  the  biggest  commercial 
airplane  order  ever,  and  General  Electric 
Co.  i.-  fighting  to  supply  the  engines. 
-  tomcnt-  earlier.  Welsch's  negotiators 
a;  Unitcit  headquarters  had  awakened 
him  with  :.ri  urgent  question.  After  say- 
ing he'd  cali  them  back.  Welsch  groggily 
^cr:  wled  the  UTong  number,  "i  started 
p!a>  'ng  with  the  seventh  digit/'  he  says, 
sighi  ig.  "Eventually,  I  got  there." 


For  GE.  however,  it  was  already  too 
late.  Months  of  sweat  and  working 
through  the  night  didn't  pay  off.  On  Oct. 
15,  United  placed  its  historic  engine  or- 
der with  rival  Pratt  &  Whitney,  a  unit  of 
United  Technologies  Corp.  It  was  a  bit- 
ter defeat.  After  spending  10  years  and 
as  much  as  S2  billion  on  research.  GE  is 
still  looking  for  a  launch  customer  for 
its  new  GE90.  Worse  yet,  the  engine  is 
now  stigmatized  as  the  one  United  didn't 
like.  Worries  Brian  H.  Rowe,  GE's  senior 
vice-president  in  charge  of  the  aircraft- 
engine  division:  "You  can't  afford  to  get 
too  far  behind." 


The  stakes  are  enormous.  The  new  en- 
gine is  GE's  big  bet  on  the  future.  With 
dismal  airline  earnings  threatening  com- 
mercial-aircraft orders  and  military 
spending  on  jets  taihng  off  despite  the 
gtilf  war,  jet-engine  makers  are  feeling 
the  pinch.  Their  best  hope  is  the  market 
for  widebody  commercial  jets,  particular- 
ly for  "widebody-twins" — aircraft  such 
as  the  new  Boeing  777  and  the  Airbus 
Industrie  A330  that  save  fuel  costs  by 
using  just  two  high-powered  engines  in- 
stead of  three  or  four.  Edmund  S. 
Greenslet,  publisher  of  The  Airline 
Monitor,  figures  the  widebody  market 
should  grow  twice  as  fast  as  total  de- 
mand for  airplanes  over  the  next  decade. 
So  rivals  GE,  Pratt,  and  Britain's  Rolls- 
Royce  are  slugging  it  out  for  pieces  of 
what  could  be  a  S20  billion  bonanza.  "Ev- 
ery sale  is  a  battle,"  says  Pratt  &  Whit- 
ney President  Selwyn  D.  Berson. 
20-YEAR  PRIZE.  Airlines  such  as  Unit- 
ed— which  agreed  to  buy  M  Boeing  777s 
and  30  Boeing  747-400s — are  placing  or- 
dei-s  to  meet  their  needs  through  the  end 
of  the  century.  For  engine  makers,  the 
orders  mean  business  in  spare  parts  and 
service  for  20  years  after  that.  GE  has 
done  well  on  four-engine  widebodies 
such  as  the  747.  But  ever  since  the  mar- 
ket for  widebody-twins  began  to  take 
shape  in  the  mid-1980s,  the  company  has 
been  at  a  disadvantage.  Unlike  Pratt  and 
Rolls,  GE  didn't  have  a  high-thrust  en- 
gine to  soup  up  for  new  planes  such  as 
the  777.  It  had  to  stait  from  scratch. 

GE  designed  its  entry  to  be  the  most 
powerful  ever,  and  executives  are  confi- 
dent that  the  GE90  will  eventually  pay 
back  its  huge  investment.  But  in  the 
short  term,  Rowe  is  trying  to  sell  the 
prototj-pe  of  an  unproven  engine  to  air- 
line executives  who  are  always  skittish 
about  new  technology'.  Says  Louis  J.  Va- 
lerio.  United's  senior  vice-president  for 
finance:  "It's  a  major  gamble." 

True,  GE  has  spread  its  risk  on  the 
project,  selling  45"'^  ownership  to  part- 
ners such  as  France's  SXECM.\  consor- 
tium and  Japan's  Ishikawajima-Harima 
Heavy  Industries  Co.  Rowe  and  his  ri- 
vals can  also  take  comfort  in  huge  order 
backlogs  for  other  engines  generated 
over  the  past  few  years.  But  there's  evi- 
dence of  concern.  General  Electric  is 
pouring  its  considerable  management 
expertise  into  recasting  the  way  it  pro- 
duces jet  engines.  "We're  tn,ing  to  cre- 
ate a  whole  new  culture,"  says  Welsch, 
who  is  in  charge  of  the  GE90  project. 

To  encourage  a  fresh  approach, 
Welsch  has  sequestered  more  than  400 
of  the  engine  company's  crack  engi- 
neers, marketers,  and  strategic  planners 
in  a  nondescript  office  building  nearly  13 
miles  north  of  GE's  sprawling  Cincinnati 
engine  complex.  They're  using  a  Cray 
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GE  AIRCRAFT  ENGINE 

1990  REVENUES  $7.6  billion* 

WIDEBODY  MARKET  SHARE  45  % 

FIRM  BACKLOG  $13.3  billion* 

BIGGEST  CUSTOMERS  American  Airlines, 
Lufthansa,  All  Nippon  Airways 

PARENT  General  Electric,  Fairfield, 
Conn.  1990  revenues:  $58.4  billion 


PRATT  &  WHITNEY 

1990  REVENUES  $7.3  billion 

WIDEBODY  MARKET  SHARE  43% 

FIRM  BACKLOG  $13.2  billion 

BIGGEST  CUSTOMERS  United  Airlines, 
Delta  Air  Lines,  Singapore  Airlines 

PARENT  United  Technologies,  Hartford, 
Conn.  1990  revenues:  $21 .8  billion 


ROLLS-ROYCE  INC. 

1990  REVENUES  $4.5  billion* 

WIDEBODY  MARKET  SHARE  1 2  % 

FIRM  BACKLOG  $6  billion 

BIGGEST  CUSTOMERS  British  Airways, 
American  Airlines,  Cathay  Pacific 

PARENT  Rolls-Royce  PLC,  London. 
1990  revenues:  $6.5  billion* 

DATA:  BW,  NOMURA  SECURITIES  CO.,  AND  COMPANY  REPORTS 


supercomputer  to  speed  up  the  design 
process  while  working  closely  with  a  se- 
lect group  of  suppliers  to  craft  parts 
that  can  be  produced  more  efficiently. 

The  engine  they  came  up  with  is  ambi- 
tious, indeed.  Compared  with  the  compe- 
tition—Pratt's  PW4000  and  Rolls-Royce 
Inc.'s  Trent — GE's  engine  is  designed  to 
shave  fuel  consumption  by  5%  while  pro- 
viding the  higher  thrust  needed  by  wide- 
body  twins.  It  also  promises  to  run  more 
quietly  than  any  previous  GE  engine, 
thereby  allowing  planes  fitted  with  the 
GE90  to  slip  into  airports  with  even  the 
tightest  noise  rules.  It  should  reduce  air 
pollution,  too,  by  cutting  nitrogen-oxide 
emissions.  Despite  the  United  defeat, 
these  specifications  leave  Rowe  san- 
guine: "We're  going  to  sell  more  GE90s 
than  the  other  two  guys  together." 

Maybe.  But  just  getting  the  engine 
out  the  door  on  time  will  be  a  challenge. 
While  GE  insists  that  the  90  will  be  ready 
when  the  Boeing  777s  are — in  1995— 
some  of  GE's  parts  vendors  are  running 
behind  schedule.  Then  there's  the  pains- 
taking work  of  getting  the  government 
to  certify  the  complex  machine.  Because 
the  GE90  is  designed  for  planes  that  fly 
with  only  two  engines  over  oceans,  the 
Federal  Aviation  Administration  is  par- 
ticularly strict  about  failure  rates.  A 
plane  can't  fly  for  long  on  one  engine. 
"It's  not  a  rubber-stamp  process,"  says 
Welsch  with  a  groan.  To  test  the  fan 
section,  for  example,  GE  must  design  a 
special  cannon  that  fires  flocks  of  dead 
birds  at  240  mph  into  the  whirring 
blades.  Welsch  maintains  a  staff  of  six 
full-time  workers  just  to  manage  the 
government  paperwork. 

Rowe  must  also  convince  skeptical  air- 
line executives  that  the  GE90  can  live  up 


to  its  billing.  United's  Valeric  says  Pratt 
had  a  big  advantage  over  GE  in  the  most 
recent  competition  because  United  is  al- 
ready a  big  Pratt  user.  Airlines  like  com- 
monality among  their  aircraft  and  en- 
gines so  they  don't  have  to  retrain 
mechanics  or  buy  two  sets  of  parts.  But 
a  source  close  to  the  talks  says  GE  also 
couldn't  yet  prove  some  of  its  fuel-effi- 
ciency claims  to  United,  and  wouldn't 
provide  the  same  guarantees  as  Pratt. 
GE  had  no  comment  on  the  United  deal. 

Many  airline  executives  fear  they'll  be 
saddled  with  the  GE90's  startup  snafus, 
and  some  are  already  zeroing  in  on  po- 
tential technological  troubles.  The  fan, 
which  draws  air  through  the  engine. 


The  GE90  promises  to  run 
more  quietly  than  other  GE 
engines  and  use  5%  less  fuel 
than  rival  high-thrust  engines 


uses  blades  made  of  layers  of  titanium 
and  synthetic  materials  instead  of  a  sin- 
gle solid  cast.  That  leaves  airline  offi- 
cials queasy  about  its  strength.  They're 
also  dubious  that  the  90  can  run  without 
creating  extraordinarily  high  tempera- 
tures in  the  engine  core,  which  would 
cause  parts  to  burn  out  more  quickly. 
Kenneth  A.  Raff,  managing  director  of 
fleet  planning  for  American  Airlines 
Inc.,  is  considering  the  GE90  for  a  big 
order  of  widebodies.  But,  he  cautions, 
"there's  a  fair  amount  of  risk  associated 
with  that  engine." 
Even  if  GE  does  overcome  the  airlines' 


design  fears,  as  Rowe  claims  it  can,  the 
company  still  faces  a  dicey  airplane  mar- 
ket— even  for  widebodies.  As  the  econo- 
my slouches  into  recession,  and  airlines 
wrestle  with  record  losses  because  of 
the  spike  in  fuel  prices,  expenditures  for 
new  planes  and  equipment  are  being  put 
on  hold  at  many  carriers.  Marc  P.  De- 
sautels,  president  of  Polaris  Aircraft 
Leasing  Corp.,  agrees  that  widebodies 
are  the  fastest-growing  segment  of  the 
airplane  market.  But,  he  contends,  or- 
ders may  yet  soften.  "In  a  recession, 
you  don't  go  racing  forward,"  he  says. 
FIERCE  FIGHT.  For  now,  GE  must  pin  its 
hopes  on  snaring  business  from  All  Nip- 
pon Airways  Co.,  which  has  ordered  15 
Boeing  777s  but  hasn't  yet  specified  an 
engine.  American's  widebody  order  is 
also  in  the  offing,  and  both  competitions 
will  be  fierce.  Pratt  can  relax  a  little 
after  its  big  United  win — worth  $1.8  bil- 
lion in  firm  orders — but  it  will  still  exert 
pressure  on  GE.  And  although  Rolls 
Royce  also  needs  a  launch  customer  for 
the  enhanced  version  of  its  Trent  engine, 
that  power  plant  is  an  offspring  of  an 
earlier  version.  It  has  more  credibility 
among  airline  executives. 

GE's  Rowe  remains  patient.  "We're 
talking  about  a  project  that  lasts  30 
years,"  he  says.  Analysts  such  as  Judith 
L.  Comeau  of  Goldman,  Sachs  &  Co., 
however,  think  GE  may  have  to  wait  for 
the  next  generation  of  even  bigger  air- 
craft before  it  gets  any  significant  busi- 
ness. Unless  airlines'  fears  subside  soon, 
sales  efforts  could  remain  fruitless  for 
awhile.  And  it  may  be  a  long  time  before 
Ron  Welsch  or  Brian  Rowe  can  expect  to 
get  a  full  night's  sleep. 

By  Todd  Vogel  in  Cincinnati,  with  Kevin 
Kelly  in  Chicago  and  bureau  reports 
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Insurance 


IT'S  TIME  FOR  SAVERS 
TO  CHECK  THEIR  SAFETY 


HETS 


F 


lailing  banks  and  thrifts, 
I  teetering  insurers  and 
credit  unions,  municipal- 
ities defaulting  on  their 
bonds.  Bad  news  about  Amer- 
ica's financial  institutions  has 
increased  investors'  concern 
over  the  safety  of  their  funds. 

To  increase  your  own  sense 
of  security,  now  is  the  best 
time  to  take  a  closer  look  at 
what  federally  backed  insur- 
ance covers — before  your 
bank,  credit  union,  or  broker- 
age firm  runs  into  trouble. 
You  might  also  want  to  check 
what  the  "insurance"  or 
"guarantee"  on  other  invest- 
ment products  really  means. 

Despite  a  flurry  of  banking 
failures,  money  managers  still 
consider  deposits  backed  by 
the  U.  S.  government  safe. 
But  "there  are  a  lot  of  people 
who  have  more  in  the  institu- 
tion than  is  covered  by  the 
insurance,"  says  Jonathan 
Pond,  author  of  Safe  Money 
in  Tough  Times  (Dell,  $4.95). 

■  Bank  deposit  insurance.  Al- 
though the  Federal  Deposit 
Insurance  Corp.  insures  most 
bank  and  savings  and  loan  ac- 
counts for  up  to  .$100,000,  it 
lumps  together  similar  ac- 
counts. Thus,  if  you  have  a 
combined  $150,000  in  your 
savings  and  checking  ac- 
counts, only  the  first  $100,000 
is  covered.  Joint  and  retire- 
ment accounts  are  not  lumped 
with  individual  accounts,  but 
they  are  still  governed  by  the 
$100,000  threshold  for  like  ac- 
counts. It  makes  sense  then 
to  move  any  amount  over  the 
limit  into  another  bunk.  Oth- 
erwise, you  could  lose  money 
if  the  bank  fails,  as  168  did  in 
1990.  Depositors  at  Freedom 
National  Bank  of  New  York, 
for  example,  lost  50$  on  every 
dollar  above  $100,000. 

■  Credit  union  insurance. 
Ninety  percent  of  all  credit 
unions  are  insured  up  to 


$100,000  per  account  by  the 
National  Credit  Union  Admin- 
istration. As  with  the  FDIC,  if 
you  have  a  joint  account  or 
similar  accounts,  such  as  two 
IRAS,  worth  more  than 
$100,000,  you  may  be  out  of 
luck  if  your  credit  union  fails. 

■  Brokerage  insurance.  If 
your  stock  portfolio's  value 
falls,  that's  a  problem  be- 
tween you  and  your  broker. 
But  if  your  brokerage  house 
fails,  the  federally  backed  Se- 
curities Investor  Protection 
Corp.  insures  your  account  up 
to  $500,000.  But  only  $100,000 
of  that  amount  covers  cash, 
such  as  funds  held  after  the 
sale  of  securities.  The  rest  is 
used  to  replace  lost  securities. 
An  investor  whose  $500,000 
portfolio  is  heavily  invested  in 
cash  and  light  on  securities 
might  lose  a  bundle  if  the  bro- 
kerage firm  tanks.  Still,  the 
trend  is  on  your  side.  Since 
1970,  the  SIPC  has  covered  ac- 
counts up  to  the  $500,000  limit 
at  215  failed  broker-dealers 
without  a  problem.  The  fail- 
ure rate  currently  averages 
about  seven  a  year,  and  that 
doesn't  include  big  brokers 
such  as  Drexel  Burnham 
Lambert,  which  paid  clients 
before  liquidating. 

■  Mutual  funds.  The  closest 
you  can  get  to  an  "insured" 
mutual  fund  is  by  buying  one 
that  owns  a  portfolio  of  mu- 
nicipal bonds  backed  by  pri- 
vate insurers.  Anything  else 
is  a  marketing  gimmick.  Last 
fall,  the  Securities  &  Ex- 
change Commission  warned 
government  bond  funds  to 
stop  using  "insured"  or 
"guaranteed"  in  their  titles. 
The  reason:  Investors  might 
wrongly  believe  that  the  gov- 
ernment also  protects  them 
from  market  risk.  Govern- 
ment securities  may  be  guar- 
anteed, but  share  values  in 
mutual  funds  that  invest  in 
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jonds  fluctuate  with  interest 
•ates.  The  SFCC  warning  has 
ed  several  bond  funds  to 
;hanfje  their  names. 
I  Insured  muni  bonds.  Munici- 
jal  bond  defaults  rose  by  50?'- 
n  1990,  to  $1.5  billion,  result- 
ng  in  a  brisk  demand  for  in- 
jured munis.  The  underwrit- 
;rs  are  large  private  insurers 
;uch  as  the  Municipal  Bond 
nsurance  Assn.  and  the 
American  Municipal  Bond  As- 
;urance  Corp.  The  insurance 
guarantees  the  regular  pay- 
nent  of  interest  for  the  life  of 
he  bond.  It  also  covers  the 
)rincipal  amount  of  the  bond 
it  par  in  case  the  municipality 
)r  issuer  defaults. 

That  means  it  might  be 
nany  years  before  you  get 
'our  principal  back,  since  in- 
urers  aren't  obligated  to 
nake  good  on  che  principal 
imount  until  the  bond  ma- 
ures.  But  at  least  you  have 
he  interest.  Although  a  set- 
lement  appears  imminent,  in- 
vestors have  been  waiting 
■ight  years  for  any  payment 
'n  the  uninsured  bonds  for 


GETTING  THE  SCOOP 
FROM  THE  BIG  INSURERS 
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Washington  Public  Power 
Supply  System's  projects 
Four  and  Five.  The  utility's 
failure  to  complete  the  proj- 
ects led  to  the  biggest  munici- 
pal bond  default  in  history. 
■  Guaranteed  investment 
contracts.  Insurance  compa- 
nies guarantee  a  set  return  on 
funds  sold  to  pension  and 
profit-sharing  plans  such  as 
401(k)  plans.  But  unlike  Trea- 


Gadgets 

PAGERS  THAT  DO 
MORE  THAN  BEEP 


sury  bonds  or  insured  depos- 
its, GlCs  are  guaranteed  be- 
cause the  insurer  says  so — 
not  the  federal  government. 
If  the  insurance  company 
goes  belly  up,  so  may  its  GIC. 
To  date,  no  insurer  has  failed 
to  deliver  on  its  promise.  But 
if  you're  concerned  about  the 
health  of  the  company  back- 
ing the  GICs  in  your  401(k) 
plan,  check  its  credit  rating 


For  people  on  the  move 
who  don't  own  a  mobile 
phone,  carrying  a  small 
lectronic  pager  is  a  handy 
nd  economical  way  to  stay  in 
ouch  with  your  office,  home, 
r  broker.  Clipped  onto  a  belt 
r  tucked  in  a  pocket,  the  bat- 
ery-powered  device  signals 
/hen  someone  wants  you  to 
all. 


And  not  only  by  go- 
ing beep-beep  any- 
more. Modern 
pagers  have  a  "vi- 
bration" mode  that 
lets  you  feel  their 
signal.  A  tiny  red 
light  blinks  on 
some  models  made 
by  NEC  Electronics,  Mo- 
torola, and  others.  If 
you're  too  busy  to  an- 
swer immediately,  elec- 
tronic memories  in  sophisti- 
cated pagers,  such  as 
Motorola's  Bravo,  can  accu- 
mulate a  series  of  callers' 
numbers  and  display  them  in 
sequence  at  the  press  of  a 
button. 

Miniaturization  has  also 
trimmed  pagers  so  that  some 
are  barely  larger  than  a 
matchbox.  You  can  even  find 
ones  that  look  like  fountain 
pens.  Two  companies — Motor- 
ola and  AT&E,  of  Portland, 


Ore. — build  them  into  digital 
wristwatches. 

A  pager  costs  considerably 
less  to  use  and  own  than  a 
cellular  phone.  Phones  sell  for 
$200  to  $2,000,  plus  a 
monthly  connection  cost 
of  $25  or  more  and  up 
to  90(t  for  each  minute 
of  use  (whether  you 
make  or  receive  a 
call).  Typically,  rath- 
er than  buy  a  pager 
outright,  you  lease 
one  from  a  service 
that  transmits  your 
messages.  (Check 
your  yellow  pages  un- 
der "paging"  or  "mobile 
telephone  services.") 
The  fee  is  $15  to  $45  a 
month,  more  if  you  want  ser- 
vice beyond  a  local  transmit- 
ting area  of  about  200  miles. 
'DOW  UP  20.'  To  contact  you,  a 
caller  dials  the  number  as- 
signed to  your  pager,  punches 
in  a  callback  number  at  a 
tone,  and  hangs  up.  The  pag- 
ing service  instantly  trans- 
mits the  number  by  radio  fre- 
quency, and  it  pops  up  on 
your  pager's  little  display 
screen.  If  you  have  an  "alpha- 
numeric" pager,  it  can  also 


with  your  corporate  benefits 
office.  If  the  rating  is  less 
than  investment  grade — 
BBB — you  might  switch  to 
other  options. 

■  Mortgage-backed  securi- 
ties. Brokers  wax  enthusiastic 
about  Government  National 
Mortgage  Assn.  securities  be- 
cause the  government  insures 
the  timely  payment  of  princi- 
pal and  interest.  But  as  with 
bond  funds,  the  government 
does  not  guarantee  a  Ginnie 
Mae's  yield  or  its  life  span.  As 
interest  rates  decline,  home- 
owners with  high-rate  mort- 
gages tend  to  refinance  them 
at  lower  levels.  Instead  of  a 
steady  income  paid  over  the 
decades,  Ginnie  Mae  investors 
may  wind  up  getting  all  their 
principal  back  well  before  the 
security  is  supposed  to  ma- 
ture. 

So  what's  the  best  insur- 
ance? Diversification.  By 
spreading  your  wealth  among 
stocks,  bonds,  cash,  and  tangi- 
bles such  as  real  estate,  your 
portfolio  should  weather  the 
worst  news.         Bruce  Hager 


display  brief  messages,  such 
as  "Call  home,  urgent"  or 
"Dow  up  20." 

Some  cellular-phone  owners 
also  carry  a  pager — and  give 
out  only  the  pager  number. 
Then,  when  the  pager  signals, 
they  can  see  the  caller's  num- 
ber and  decide  whether  to  re- 
turn an  urgent  call  on  the  cel- 
lular phone — at  its  steep  per- 
minute  rate — or  wait  to  use  a 
regular  phone. 

For  convenience.  Universal 
Cellular  in  Anaheim,  Calif.,  in- 
troduced an 


integrated 
phone-and-pager  unit 
at  the  recent  Consumer  Elec- 
tronics Show.  Listing  at 
$1,895,  the  full-featured  Pa- 
gerPhone  is  for  those  who 
want  it  all  when  it  comes  to 
staying  in  touch.     Don  Dunn 
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THIS  WINTER, 
A  CUT-RATE 
CARIBBEAN 


If  the  recession  has  you 
among  the  many  thinking 
about  forgoing  a  midwin- 
ter tropical  break,  think 
again.  With  the  area's  vaca- 
tion trade  off  about  307o,  ac- 
cording to  the  Caribbean 
Tourism  Organization,  there 
are  empty  rooms  aplenty 
throughout  the  islands.  So  re- 
sorts and  cruise  ships  are  of- 
fering discounts,  two-for-one 
deals,  and  other  incentives. 

Last-minute  planners — or 
those  who  may  be  avoiding 
Europe  because  of  terrorism 
fears — will  find  some  of  the 
biggest  bargains  in  the  U.  S. 
Virgin  Islands,  which  bore  the 
brunt  of  Hurricane  Hugo  in 
1989,  and  Jamaica,  whose  de- 
pressed economy  desperately 
needs  tourist  dollars.  Stouffer 


BARGAIN  BEACHES:  JAMAICA'S  NEED  FOR  TOURISM  IS  CREATING  GOOD  BUYS 


Grand  Beach  Resort  in  St. 
Thomas  has  teamed  up  with 
American  Airlines  on  a  deal 
that  includes  a  seven-night 
stay  and  free  round-trip  air- 
fare from  New  York,  Boston, 
and  other  Northern  cities.  The 
$895-per-person  price  tag  is 
ecjual  to  the  regular  seven- 
night  room  rate  alone. 

Some  resorts  have  even  be- 
gun to  advertise  off-season 
prices.  With  an  occupancy 
rate  of  only  50'/  this  winter. 


vs.  more  than  707'  a  year  ago. 
The  Mariners  resort '(800  848- 
7938)  in  Sandy  Ground,  An- 
guilla  (just  east  of  the  Virgin 
Islands)  will  charge  summer 
rates,  457  below  those  in  the 
high  season,  in  March. 
SHIP  AHOY.  If  cruising  is  your 
fancy,  you're  in  luck.  Despite 
a  157  rise  in  airfares  since 
August,  most  operators  are 
holding  the  line  on  air-and- 
cruise  packages.  Princess 
Cruises  offers  a  two-for-one 


deal:  14  nights  from 
San  Juan  to  Rio  de  Ja- 
neiro for  $3,650,  includ- 
ing airfare  from  many 
U.  S.  cities  to  San  Juan 
and  an  outside  cabin. 

For  the  best  deals, 
try  the  older  boats. 
Carnival  Cruise  Line's 
newest  ship,  the  Fanta- 
sy, is  nearly  sold  out  at 
$615  per  person,  double 
occupancy,  for  four 
night  trips  in  February 
and  March.  But  its  two 
oldest  ships,  the  Mardi 
Gras  and  Carnivale 
have  plenty  of  space 
The  latter  is  offering  a 
$499  package  that  includes  a 
three-night  cruise,  four  nights 
at  Walt  Disney  World,  and 
car  rental. 

Even  resorts  that  don't  ad 
vertise  discounts  may  be  will- 
ing to  bargain  on  prices.  If 
you're  not  a  haggler,  you  can 
dial  Fastbreak  Vacations'  $1 
a-minute,  24-hour  hot  Ime  (900 
990-3335).  It  lists  last-minute 
discount  packages  in  the  Ca- 
ribbean and  other  destina 
tions.  Irene  Recio 


Collectors  with  museum- 
quality  paintings  on  their 
walls  should  know  about 
"the  window."  That's  what 
tax  advisers  call  the  limited- 
time  offer  that  Congress 
built  into  the  late-1990  tax 
law:  Donate  art  to  a  museum 
in  1991  only,  and  you're  in 
line  for  a  big  tax  break.  For 
some  top-bracket  taxpayers, 
the  deduction  could  be  worth 
407  of  the  art's  value. 

For  many  years,  deep- 
pocket  donors  received  full- 
value  deductions  for  gifts  of 
appreciated  art.  Deeming  it 
an  unfair  advantage  for  the 
wealthy.  Congress  in  1986  re- 
moved the  incentive  to  make 
such  donations:  It  made  the 
difference  between  the  origi- 
nal cost  and  the  higher  cur- 
rent value  subject  to  the  al- 
ternative minimum  tax  (AMT). 
GIFT  GAP.  Let's  say  your  ad- 
justed gross  income  is 
$100,000.  Years  ago,  you 
paid  $5,000  for  a  painting 
worth  $65,000  when  you  do- 
nated it.  The  $60,000  appreci- 
ation was  subject  to  the  AMT. 
A  couple  filing  jointly  starts 


Smart  Money 

FOR  A  LIMITED  TIME  ONLY: 
DONATE  ART  AND  DEDUCT 


with  a  $40,000  AMT  exemp- 
tion, but  might  use  up 
$10,000  of  it  with  state  and 
local  taxes,  notes  Bob  Coplan 
of  accountants  Ernst  & 
Young.  In  that  case,  the 
AMT,  now  247 ,  could  apply  to 
$30,000  of  that  appreciation. 

The  result  stunned  the  art 
world.  From  1986  to  1989, 
the  number  of  donations  to 
major  U.  S.  museums  fell 
477',  says  the  American  As- 
sociation of  Museums.  Soar- 
ing prices  at  auctions  con- 
tributed to  the  drop-off,  but 
the  tax  change  has  clearly 
made  things  worse. 

Thus  the  battle  with  Con- 
gress to  restore  the  break. 
As  long  as  it's  donated  be- 
fore 1992,  anyone  can  deduct 
the  fair  market  value  of  art, 
furniture,  and  other  "tangi- 
ble personal  property"  with- 


out worrying  about  the  AMT. 

Art  aficionados  hope  a 
surge  in  donations  will  per- 
suade Congress  to  make  the 
modification  permanent.  If  it 
isn't  extended,  and  if  you 
gave  art  worth  more  than 
307f  of  1991  income,  you  can 


MUSEUM  PIECES  TAKE 
A  GREAT  FALL 


▲  MILLIONS  OF  DOLL^eS 

DATA:  AMERICAK  ASSOCIATION  OF  MUSFUMS,  BW  EST 


carry  over  the  excess  to  de- 
duct in  future  years,  along 
with  the  AMT  exclusion. 

To  qualify  for  the  fair- 
market  deduction,  property 
donated  to  a  charitable  orga- 
nization must  relate  to  its 
work.  So  if  you  give  a  paint- 
ing to  a  hospital,  you  can  de- 
duct only  the  original  cost. 
ART  SLUMP.  The  fair-market 
value  is  based  on  an  apprais- 
al of  comparable  works  sold 
at  auction.  In  today's  slump- 
ing market,  the  object's  ap- 
praised value  might  be  high- 
er than  what  you  could  sell  it 
for.  The  Art  Dealers  Associ- 
ation of  America  (212  940- 
8590)  can  help  with  apprais- 
als. If  your  donation  is  worth 
more  than  $20,000,  the  IRS  is 
more  likely  to  audit. 

Of  course,  selling  art  can 
still  be  more  lucrative  than 
giving  it  away.  "But  the  re- 
wards of  donating  transcend 
financial  matters,"  says  Gil- 
bert Edelson,  an  officer  of 
the  Art  Dealers  Association. 
"It's  an  investment  in  the 
cultural  patrimony  of  this 
country."         Julie  Fingersh 


102  BUSINESS  WEEK/FEBRUARY  4,  1991 


PERSONAL  BUSINEJ 


Accept  no  substitutes 


At  the  end  of  the  day,  only  one  thing  really  matters.  Not  how  hard 
you  worked.  Or  how  long  you  worked.  But  what  you  accomplished. 

We're  speaking,  of  course,  about  results.  Simply  put,  the  difference 
between  merely  pacifying  a  customer  or  truly  satisfying  him. 

By  consistently  providing  our  customers  with  results,  we  have  become 

one  of  the  world's  largest 
insurance  and  financial 
services  organizations. 

With  locations  in  over 
65  countries. 

By  providing  results, 
we've  established  the 
leading  employee  life 
and  health  benefits 
company  in  the  nation. 

And  have  grown  our 
clients'  retirement  plan 
assets  to  over  $26  billion. 

In  similar  fashion, 
we've  become  one  of  the 
world's  foremost  property 
and  casualty  insurers. 
But  no  matter  which 
CIGNA  company  you  work  with,  you'll  find  that  our  people  listen 
harder,  work  smarter  and  respond  faster.  They  have  to. 

Because  while  there  may  be  a  substitute  for  many  things,  we've 
never  heard  of  a  reasonable  facsimile  for  results. 

Write  the  CIGNA  Companies,  Dept  R7,  Philadelphia,  PA  19192. 
We'll  show  you  exactly  how  important  results  can  be  to  the 
successful  care  and  feeding  of  your  business. 


We  get  paid  for  results! 


CIGNA 


Property  and  Casualty  Insurance  •  Employee  Benefits  •  Pension  and  Investment 


?ersonM  Business 


Autos 


THE  LAST  DIESELS 
STILL  DESERVE  A  LOOK 


In  the  late  1980s,  buyers 
shunned  diesel  cars  as  too 
smelly,  noisy,  and  slug- 
gish. But  with  fuel  economy 
back  in  vogue,  diesels  look  at- 
tractive once  more.  The  sim- 
ple reason:  They're  frugal 
fuel  users. 

Just  two  carmakers 
offer  diesel  models  in 
the  U.  S.:  Mercedes- 
Benz  and  Volkswagen. 
From  vw  comes  the 
Jetta  diesel,  one  of  the 
10  most  efficient  cars  on 
the  road,  according  to 
the  Environmental  Pro- 
tection Agency.  It  aver- 
ages 40  miles  per  gallon 
and  can  cruise  600  miles 
before  refueling.  Mer- 
cedes' three  diesels,  the 
300D,  3oOSD,  and 
350SDL,  can't  match  the 
Jetta's  fuel  economy, 
but  they're  significantly 
less  thirsty  than  their 
gas-powered  counter- 
parts. (Diesel  fuel  costs 
about  the  same  as  pre- 
mium unleaded  and  is 
now  available  at  one- 
third  of  the  nation's  ser- 
vice stations.) 
SLOW  SPARK.  The  Mer- 
cedes diesel  engines 
have  just  been  rede- 
signed to  redress  most 
of  their  predecessors' 
drawbacks,  including 
pollution.  Gone  are  the 
clouds  of  acrid,  blue  ex- 
haust. Although  the  telltale 
diesel  odor  remains,  it  is  much 
subdued.  Gone,  too,  is  the 
raucous  clackety-clack  under 
the  hood.  But  the  engines  still 
take  a  moment  of  electric  pre- 
heating before  they  will  start. 
In  freezing  weather  you  may 
wait  10  seconds  or  more. 

Turbochargers  make  the 
Mercedes  diesels  downright 
peppy.  The  3,900-pound 
350SDL  hits  60  mph  in  just  11 
seconds.  That's  a  mere  2  sec- 
onds slower  than  the  gas  ver- 
sion. The  300D,  which  has  a 
five-cylinder  engine  in  lieu  of 
a  six,  takes  a  more  leisurely 


13  seconds.  Once  at  cruising 
speed,  it  also  takes  longer  to 
accelerate  to  pass. 

Still,  fuel  economy  in  the 
big  350SDL  is  a  respectable 
24  mpg.  By  comparison,  the 
gas  version  gets  17  and  an 


Even  at  high  speed,  they  feel 
rock-solid.  Inside,  the  leather 
seats  are  firm  and  comfort- 
able, and  the  controls  are 
easy  to  operate.  They  are 
among  a  handful  of  autos 
that  offer  driver  anii  front- 
seat  passenger  airbags. 
SPARTAN.  While  these  cars 
can  help  fight  higher  fuel 
bills,  the  initial  investment  is 
steep — though  no  more  than  a 
gas-powered  Mercedes.  The 
350SDL  has  a  list  price  of 
$57,800;  the  350SD,  $53,900. 


HE  TURBOCHARGED  MERCEDES-BENZ  350SD  GETS  A  RESPEaABLE  24  MILES  PER  GALLON 
VOLKSWAGEN'S  JEHA  AVERAGES  40  MPG  BUT  OFFERS  CONSIDERABLY  FEWER  AMENITIES 


Infiniti  Q45  does  18.  The 
350SD,  with  its  shorter  wheel- 
base,  also  gets  24.  The  300D 
goes  29  miles  on  a  gallon. 

In  either  gas  or  diesel, 
these  Mercedes  are  among 
the  best  sedans  in  the  world. 


Worth  Noting 


■  PC  PAYOFF.  Consider  donat- 
ing outmoded  but  working 
computers  to  a  school  or  job- 
training  center.  The  National 
Cristina  Foundation  (800  274- 
7846)  sends  a  certificate  of 
"blue  book"  value  for  a  chari- 


The  smaller,  more  aerody- 
namic 300D  runs  $41,000. 

At  $10,385,  the  Jetta  costs  a 
fraction  of  the  Mercedes  die- 
sels. Not  surprisingly,  it's  a 
Spartan  car,  available  only 
with  a  five-speed  manual 


table  deduction  and  advises 
where  to  send  PCs. 
■  STUB  CHECK.  Now's  the 
time  to  see  if  you  should  ad- 
just the  income  tax  withheld 
from  your  paycheck.  The  new 
tax  law  will  have  many  people 
owing  more,  accountants  De- 
loitte  &  Touche  note.  But 
some  could  cut  back  their 


transmission.  While  it  gets  IJ 
more  miles  per  gallon  than  iti 
gasoline-powered  vw  cousins 
it  suffers  from  many  of  th( 
same  drawbacks  that  have  al 
ways  plagued  diesels.  Tun 
the  key,  and  a  clatter  ema 
nates  from  under  the  hood.  A 
idle,  the  engine  shakes  th< 
car.  While  the  noise  abates  a 
moderate  speeds,  on  the  high 
way  it  becomes  an  annoying 
buzz. 

The  Jetta  is  also  slow.  Un 
der  ideal  conditions,  it  take; 
more  than  16  seconds  t( 
reach  60  mph,  comparec 
with  less  than  10  sec 
onds  for  the  gas  ver 
sion.  On  the  positiv( 
side,  the  Jetta  has  lots 
of  interior  space 
There's  plenty  of  leg 
room  for  tall  folks,  fron 
and  rear.  And  the  cav 
ernous  trunk  has  as 
much  space  as  the  larg 
er  Ford  Taurus.  On( 
complaint:  The  door 
mounted  front-shouldei 
belts  get  in  the  way  dur 
ing  entry  and  exit. 
SURE-FOOTED.  Anemi( 
acceleration  aside,  tht 
car  drives  nicely.  Th( 
suspension  is  firm  foi 
steady  cornering  bu 
supple  enough  to  handk 
potholes.  The  control 
are  laid  out  simply  anc 
thoughtfully.  And  it  ha; 
a  solid  road  feel,  unusu 
al  in  cars  its  size.  Front 
wheel  drive  makes  it 
more  sure-footed  ii 
snow  than  the  rear-drive 
Mercedes. 

Diesels  may  not  re 
gain  the  popularity  thej 
had  in  the  early  1980s 
For  one  thing,  all  cars  an 
more  fuel-efficient  than  thej 
were  a  decade  ago.  But  foi 
those  who  want  to  do  a  bii 
more  for  fuel  conservation 
these  diesels  may  just  fill  the 
bill.  David  Woodruff 


withholding  without  running 
into  underpayment  penalties 

■  TOTAL   RECALL.  ReCOton'5 

"Total"  remote  control  ($50 
can  replace  four  infrared  re 
motes  for  TVs,  VCRs,  or  CI 
players,  instead  of  the  usua 
three.  It  also  is  able  to  pro 
gram  multiple  functions  on  f 
single  button. 


104  BUSINESS  WEEK/FEBRUARY  4,  1991 


PERSONAL  BUSINE: 


nTERNATIOIiAL 

EXPERTS 


When  it  comes  to  no-load  overseas  investing,  nobody  offers  more  than  T.  Rowe  Price 

Investing  overseas  continues  to  hold  important  advantages.  Foreign  markets  offer 
opportunities  for  enhancing  retum  potential.  And  foreign  investments  can  add  important 
balance  to  a  domestic  portfolio,  because  foreign  markets  follow  different  cycles  than  U.S. 
markets.  When  you're  ready  to  benefit  from  these  advantages,  come  to  T.  Rowe  Price,  a 
pioneer  in  intemational  investing  with  the  knowledge  and  resources  you  need. 
Experience  and  expertise.  In  1979,  we  teamed  with  Robert  Fleming,  a  century -old 
British  investment  organization,  to  form  Rowe  Price-Fleming,  adviser  to  our  intemational 
funds.  Today,  Rowe  Price-Fleming  manages  over  $4  billion,  and  is  America's  largest 
manager  of  no-load  intemational  mutual  fund  assets.  Rowe  Price-Fleming  has  access  to 
on-site  research  analysts  worldwide,  providing  a  distinct  advantage  in  finding  investments 
with  strong  long-term  potential  for  you.  Of  course,  intemational  investing  has  special 
risks,  including  currency  fluctuations. 

100%  no-load  investing.  We  offer  the  six  intemational  funds  described  below.  There  is 

a  $2,500  minimum  investment  per  fund 


OVERSEAS  OPPORTUNITIES 


INTERNATIONAL  STOCK  FUND,  ranked  the  #1  intemational 
fund'  for  the  10  years  ending  9/30/90,  invests  in  estabhshed  com- 
panies outside  the  U.S.,  mainJy  in  Europe  and  the  Pacific  Basin 


INTERNATIONAL  DISCOVERY  FUND  has  been  one  of  the 
country's  top-performing  intemational  funds  since  its  1988  intro- 
duction. It  aggressively  invests  in  fast -growing,  smaller  companies 
in  developed  and  emerging  foreign  markets,  primarily  in  Europe 
and  the  Pacific  Basin 


NEW  ASIA  FUND  can  help  you  benefit  from  the  long-term  growth 
potential  of  the  developmg  economies  in  Asia  and  the  Pacific  Basin, 
It  invests  in  both  large  and  small  companies  in  newly  industrialized 
countries  in  the  area. 


EUROPEAN  STOCK  FUND  invests  in  established  European 
companies.  It  seeks  to  take  advantage  of  the  strong  performance 
of  European  markets,  opportunities  expected  from  "Europe  1992," 
and  the  potential  of  emerging  Eastem  European  economies. 


INTERNATIONAL  BOND  FUND  aggressively  seeks  high  current 
income  and,  secondarily,  capital  appreciation  from  high-quality 
foreign  government  and  corporate  bonds. 


NEW!  GLOBAL  GOVERNMENT  BOND  FUND  offers  our 


most  conservative  approach  to  worldwide  investing.  The  Fund 
seeks  high  current  income  from  government-backed  securities  in 
the  U.S.  and  abroad. 


($1,000  for  IRAs).  And  no  sales  charges. 


T.  Rowe  Price,  515  South  Flower  Street 
Arco  Tower,  31st  Floor,  Los  Angeles,  CA  90071 
Please  send  a  prospectus  with  more  complete 
information,  mcludmg  management  fees  and  other 
charges  and  expenses,  for  the  fund(s)  mdicated,  I  will 
read  it  carefully  before  I  invest  or  send  money. 


Call  24  hours  for  a  free  Information  kit 

1-800-638-5660 


International  Stock 
L"  International  Discovery 
□  New  Asia 


r !  European  Stock 
i    Intemational  Bond 
□  Global  Govemment 
Bond 


Name 


Address 


City/State/Zip 


IUMB011870 


Invest  With  Confidence 

TRowellice 


■AccordingtoLipper  Analytical  Services,  Inc.,  which  ranked  International  Stock  Fund  #1  of  7  international  funds  tracked  10/1/80-9/30/90,  and  which  ranked 
International  Discovery  Fund  #2  of  48  international  funds  tracked  12/30/88-9/30/90.  Past  performance  cannot  guarantee  future  results. 
T  Rowe  Price  Investment  Services,  Inc.,  Distributor 
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Ayunlamiento  de  Madr-id 

Pjlriiiijiii  Mijiiiu|ijl  (li-  ruristiin 

MADRID 

!/Iamigo 


Stopping  over  in  Madrid  between  any 
two  international  fligtits  -one  of  ttiem  being 
intercontinental-  is  now  free.  Tfie  City 
Council  of  IVIadrid  invites  you  to  enjoy  its 
MADRID-AMIGO  Progrannme:  a  nigtit's  stay 
at  one  of  ttie  best  hiotels  in  ttie  city,  dinner 
and  a  show  for  completely  no  ctiarge* 

'Cenain  resinciions  applied 


Fastiionable  IVIadrid,  witfi  its  unique 
combination  of  art,  culture  and  entertain 
ment  24  hours  a  day.  You  have  a  friend  in 
fVladridnow.  Call  your  travel  agent 
or  1-800-SPAIN-IB. 


WARM  TO  THE  EXPERIENCE. 
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[ndex  to  Companies 

his  index  gives  the  starting  page  for  a  story  or  feo- 
jre  with  a  significant  reference  to  a  company.  Most 
ubsidiaries  ore  indexed  under  their  own  names, 
lomponies  listed  only  in  tables  are  not  included. 
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27 
million 
Americans 
cant  read. 
And  guess 
who  pays 
the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back. ..by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


0 

Coalition  for  Literacy 
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ates  fell,  and  so  did  oil  prices, 
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lelp  pull  the  economy  out  of  re- 
ession.  Defense  stocks  were  the 
tars,  but  interest-sensitive  and 
echnolgy  issues  shone  as  well, 
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le  bounce  even  after  the  launch- 
ig  of  Scud  missiles  against  Saudi 
Arabia  and  Israel. 
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Editoriate  ' 

HOW  TO  KEEP 
THE  NEXT  PEACE 

free  market  principles  as  well.  He  invalidated  large  denom 
nation  ruble  notes,  in  effect  confiscating  them.  The  message 
It  is  not  good  to  have  or  hold  money  (page  64). 

An  alarmed  European  Community  has  responded  to  th 
political  crackdown  by  suspending  some  $544  million  in  tecl 
nical  aid  and  $680  million  in  food  guarantees  to  the  Soviets 
The  EC  has  also  adopted  measures  to  ensure  that  emergenc 
food  aid  bound  for  the  Soviet  Union  is  delivered  to  Sovie 
republics  and  independent  agencies  rather  than  Gorbachev' 
central  government.  And  the  Group  of  Seven  leading  indu5 
trial  nations  may  suspend  the  Soviet  Union's  admission  int 
the  International  Monetary  Fund. 

Washington  should  act  decisively,  too.  George  Bush,  pn 
occupied  with  managing  the  gulf  war,  has  shrunk  fror 
taking  a  firm  stand,  even  though  Red  Army  marshals  ar 
ominously  suggesting  delays  in  withdrawing  their  tank 
from   Central   Europe,   and  the  unratified  Conventions 
Forces  in  Europe  treaty  is  being  clouded  by  accusations  o 
Soviet  cheating.  Exhortations  for  Moscow  to  observe  huma 
rights  aren't  enough.  Bush  should  warn  Gorbachev  that 
continued  Soviet  crackdown  will  jeopardize  prospects  fo 
expanded  U.  S. -Soviet  economic  ties.  And  he  should  revie\ 
his  plan  to  go  to  Moscow  in  February  to  sign  a  pact  to  cu 
nuclear  arms.  That  accord  serves  the  interests  of  both  cour 
tries.  But  there  is  little  chance  that  the  U.  S.  Senate  wi 
ratify  it  without  renewed  confidence  in  Gorbachev's  goo 
faith. 

■  t's  too  early  to  rush  to  judgment  on  how  the  gulf  war  is 
H  going,  as  many  seem  inclined  to  do.  In  an  air  war,  it  is 

■  difficult  to  assess  results  quickly.  Still,  it  is  obvious  that 
the  U.  S.  has  struck  powerful  blows  against  Iraq's  military 
infrastructure.  Likewise,  Saddam  Hussein's  ability  to  keep 
firing  his  Scud  missiles  shows  he  is  far  from  defanged. 

Now  that  the  U.  S.  and  its  allies  have  committed  them- 
selves to  armed  force,  it's  important  to  push  ahead  with  all 
resources  at  our  disposal  to  force  Saddam  to  withdraw  from 
Kuwait.  The  sooner  the  war  is  over,  the  less  danger  there 
will  be  of  an  anti-American  reaction  in  the  rest  of  the  Arab 
world,  the  less  time  there  will  be  for  Saddam  to  reduce 
Kuwait  to  cinders,  and  the  less  time  there  will  be  for  a 
recidivist  Soviet  Union  to  change  its  mind  about  its  support 
for  the  war.  It's  equally  important  to  keep  the  military 
momentum  to  head  off  a  possible  schism  in  the  U.  S.-led 
coalition.  And  most  of  all,  the  U.  S.  must  avoid  a  drawn-out 
war  such  as  that  in  Vietnam,  which  would  even  further 
erode  the  shaky  U.  S.  economy. 

But  even  if  the  coalition  prevails  quickly,  we  need  a  clear 
vision  of  how  to  win  the  peace.  President  Bush  has  called 
the  massive  U.  S.  intervention  in  the  Persian  Gulf  the  open- 
ing of  "a  new  world  order."  What  that  signifies  is  a  commit- 
ment by  the  U.  S.  to  join  with  other  nations  in  opposing 
future  aggressors  such  as  Saddam  Hussein. 

What  we  have  already  learned  from  the  gulf  war,  how- 
ever, is  that  collective  actions  to  come  will  have  to  be  struc- 
tured from  the  outset  to  ensure  that  other  countries — espe- 
cially Japan  and  the  nations  of  Europe — shoulder  a  full 
share  of  the  burden.  That  will  avoid  the  kind  of  frustration 
Americans  now  feel  about  the  disproportionate  contribution 
the  U.  S.  is  making.  The  commitment  to  policing  world  order 
that  Bush  envisions  won't  be  politically  sustainable  among 
many  Americans  unless  they  see  that  other  nations  are 
making  commensurate  sacrifices. 

For  now,  we  should  be  pondering  what  needs  to  be  done  in 
the  Middle  East  once  hostilities  end,  when  the  task  becomes 
one  of  reconstruction  and  reconciliation.  Obviously,  here  is 
where  the  bulging  pocketbooks  of  the  Germanies  and  Japans 
of  the  world  can  play  a  major  role. 

FAIR  PLAY  IN  JAPAN'S 
FINANCIAL  MARKETS 

■■inance  is  one  of  the  areas  where  the  U.  S.  still  has  a 
^■edge  over  Japan.  Reflecting  that,  Japanese  banks  an 
H  brokerage  houses  have  rushed  to  Wall  Street  to  set  u 
large  units  to  trade  options,  futures,  and  other  comple 
financial  instruments.  Their  goal  is  not  only  to  make  mone 
but  to  export  Wall  Streets  techniques  to  Japan,  where  the 
are  still  in  their  infancy. 

The  trouble  is,  Wall  Street  arrived  in  Tokyo  first.  Salomo 
Brothers,  Morgan  Stanley,  and  other  U.  S.  securities  house 
are  already  making  major  inroads  in  Tokyo  with  innovativ 
strategies  (page  74).  What's  more,  they  are  cutting  corporat 
financing  costs  and  wooing  underwriting  business  awa 
from  the  country  s  four  major  brokers. 

Faced  with  such  advances,  the  Tokyo  brokers  and  thei 
government  regulators  have  begun  dragging  their  feet  o 
earlier  pledges  to  Washington  that  their  financial  market 
will  remain  open  to  foreign  competition.  They  have  sought  t 
slow  the  introduction  of  new  products  until  the  Japanes 
banks  and  brokers  get  their  own  high-tech  trading  units  u 
to  speed.  And  they  have  also  attempted  to  limit  Wall  Street' 
inroads  into  corporate  finance. 

In  the  1988  Trade  Act,  Congress  demanded  that  Japa 
widen  American  access  to  its  financial  markets  or  face  retal 
ation  in  the  U.  S.  If  that  legislation  means  what  it  says 
Washington  must  press  hard  to  ensure  that  all  players  ar 
afforded  equal  opportunity  when  financial  techniques  ar 
put  to  use  in  Japan. 

DRAW  A  LINE 
IN  MOSCOW,  TOO 

scant  three  months  after  Soviet  President  Mikhail 
Gorbachev  won  the  Nobel  peace  prize,  the  Kremlin 
i^^^^expanded  its  bloody  Baltic  crackdown  from  Lithuania 
to  Latvia.  After  an  attack  by  "Black  Beret"  shock  troops  in 
Riga  on  Jan.  19  that  left  five  Latvians  dead,  Gorbachev 
excused  the  slayings,  claiming  independence-minded  Latvi- 
ans were  to  blame.  Gorbachev  compounded  the  backsliding 
from  his  earlier  political  liberalization  by  retreating  from 
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Rick  Urso  is  the  Plant  Manager  at  Budd  Canada.  Rick  Lawton,  the 
Program  Manager  of  Digital's  systems  integration  team.  Together,  they  did 
what  neither  could  do  alone.  They  put  Budd  Canada  a  step  ahead  of  other 
automotive  underbody  assembly  suppliers. 

"When  it  came  time  to  replace  our  aging  production  tracking  system,  we 
saw  an  opportunity  to  implement  a  production  control  system  that  would  give 
us  a  real  competitive  edge,"  Urso  explains.  "But  internally,  we  didn't  have  the 
expertise,  or  experience,  to  take  on  such  a  big  project.  So  we  turned  to  Digital." 


Lawton  replies,  "We  immediately  sent  a  team  to  Budd  Canada,  one 
accustomed  to  the  challenges  of  integrating  a  multi-vendor  manufacturing 
environment.  And  then  we  immersed  ourselves  in  every  aspect  of  their  business 
until  we  understood  their  needs  across  the  board." 

After  thoroughly  studying  Budd  Canada's  operation,  Digital  proposed  a 
solution:  A  Production  Management  Information  System  based  on  Digital's 
Network  Application  Support  (NAS).  This  system  lets  managers  know  who's 
working  where,  on  what;  who's  producing  how  much.  Giving  Budd  Canada 
better  control  of  their  entire  manufacturing  process,  while  helping  to  reduce  costs. 

The  key  to  the  project's  success? 

"Digital  made  sure  our  front-line  foremen  who'd  be  running  the  system 
every  day  understood  and  could  use  the  system  properly,"  says  Urso.  "Our  guys 
couldn't  help  but  relate  to  the  Digital  training  team  -  they  were  with  us  every 
step  of  the  way" 

"We  made  sure  of  it,"  Lawton  adds.  "And  not  only  did  we  help  design 
and  implement  the  system.  We  helped  with  its  transition  and  acceptance." 

After  a  three-year  partnership,  Budd  Canada's  reaping  the  rewards  of 
working  with  Digital. 

"Digital's  helping  us  do  the  things  today  that  will  let  us  remain  a  world-class 
automotive  parts  supplier  of  tomorrow,"  concludes  Urso.  cAi-n  1 


manufecturirig  success. 


Rick  Lawton,  Digital 
Rick  Urso,  Budd  Canada 
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The  production  index  increased  for  the  week  ended  Jan.  19  Seasonally 
ad|usted  auto  and  truck  output  were  up  strongly  as  many  plants  reopened,  Produc 
tion  of  lumber,  cool,  rail-freighf  traffic,  and  crude-oil  refining  also  advanced.  Steel 
output  declined.  Electric  power  production  was  unchanged,  and  dato  for  poper  and 
poperboard  were  unovoilable.  Before  calculation  of  the  four-week  moving  average, 
the  index  rose  to  176,  from  173.1  in  the  previous  week. 

BW  production  index  copyright  1991  by  McGfow-H.II  Inc 


The  leading  index  increased  for  the  week  ended  Jan.  19.  Stock  prices  rose 
sharply  on  news  of  early  military  successes  in  the  Persian  Guir  war.  The  growth  rates 
in  moteriols  prices  ond  M2  were  also  up,  and  the  number  of  business  failures  was 
down.  The  growth  rate  in  real  estate  loons  declined,  and  bond  yields  were  virtually 
unchanged  from  the  prior  week.  Before  calculation  of  the  four-week  moving  overage, 
the  index  increased  to  215.8,  from  214.3  in  the  week  before. 

Leading  index  copyright  1991  by  Center  tor  Internotional  Business  Cycle  Reseorch 


PRODUCTION  INDICATORS 

■ 

LEADING  INDICATORS 

latest 
week 

Week 
ago 

%  Change 
year  ago 

STEEL  ( 1  /26)  thous.  of  net  tons 

1,615 

1,684* 

-14.8 

AUTOS  (1/26)  units 

94,789 

1  1  l,514r 

-19.4 

TRUCKS  (1/26)  units 

50,460 

53,813r 

-2.9 

ELECTRIC  POWER  (1/26)  millions  of  kilowatt-hours 

59,687 

56,636  = 

9.3 

CRUDE-OIL  REFINING  (1/26)  thous.  of  bbl./day 

12,658 

12,585  = 

-7.6 

COAL  (1/19)  thous.  of  net  tons 

20,360  S 

19,008 

-2.1 

PAPERBOARD  (I/19)  thous.  of  tons 

NA# 

NA 

NA 

PAPER  (1/19)  thous.  of  tons 

NA# 

NA 

NA 

LUMBER  (1/19)  millions  of  ft. 

499.4  # 

464.5 

-8.5 

RAIL  FREIGHT  (1/19)  billions  of  ton-miles 

20.0# 

18.8 

-1.5 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA'',  Association  of 
American  Railroads. 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (1/30) 

132 

132 

145 

GERMAN  MARK  (1/30) 

1.50 

1.49 

1.68 

BRITISH  POUND  (1/30) 

1.95 

1.95 

1.68 

FRENCH  FRANC  (1/30) 

5.09 

5.08 

5.71 

CANADIAN  DOLLAR  (1/30) 

1.16 

1.16 

1.19 

SWISS  FRANC  (1/30) 

1.27 

1.26 

1.50 

MEXICAN  PESO  (1/30)^ 

2,948 

2,944 

2,717 

Sources:  Ma|or  New  York  banks.  Currencies  expressed  in  units  per  L 
British  pound  expressed  in  doHors. 

.  S  dollar,  except  for 

latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (1/30)  $/troyoz. 

367.100 

378.300 

-1 1.6 

STEEL  SCRAP  (1/29)  =  l  heavy,  $/ton 

106.00 

106.00 

-0.5 

FOODSTUFFS  (1/28)  index,  1967=  100 

209.7 

208.3 

-0.1 

COPPER  (1/26)  c/lb. 

109.9 

1 13.9 

5.3 

ALUMINUM  (1/26)  f /lb. 

68.5 

69.5 

2.2 

WHEAT  (1/26)     2  hard,  $/bu. 

2.67 

2.67 

-37.3 

COTTON  (1/26)  strict  low  middling  1-1/16  in.,  g'/lb. 

70.34 

70.17 

13.7 

Sources:  London  Wed.  finol  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week.  Konsos  City  mkt.,  Memphis  mkt. 


Latest 
week 

Week 
ago 

%  Change 
year  ego 

STOCK  PRICES  (1/25)  S&P500 

336.09 

320.52 

2.2 

CORPORATE  BOND  YIELD,  Aaa  (1/25) 

9.05% 

9.08% 

0.0 

INDUSTRIAL  MATERIALS  PRICES  (1/25) 

98.3 

100.5 

-4.1 

BUSINESS  FAILURES  (1/18) 

364 

386 

72.5 

REAL  ESTATE  LOANS  (1/16)  billions 

$401.0 

$400.4 

1  1.0 

MONEY  SUPPLY,  M2(i/14)  billions 

$3,332.9 

$3,324.  Ir 

3.0 

INITIAL  CLAIMS,  UNEMPLOYMENT  ( i  / 1 2)  thous. 

463 

396 

18.4 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  Dun  & 
Bradstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Lobor  Dept.  CIBCR  season- 
ally adjusts  data  on  business  failures  and  real  estate  loons. 

MONTHLY  ECONOMIC  INDICATORS 

Latest 
month 

Month 
ago 

%  Change 
year  ago 

12  LEADING  INDICATORS  COMPOSITE  (Dec.)  index    1 40. 1 

140.0 

-3.6 

CONSUMER  SPENDING  (Dec  )  billions 

$3,746.0 

$3,721.5 

5.7 

ORDERS  FOR  DURABLE  GOODS:  MFG.  (Dec.)  billions  $  1 2 1 .6 

$116.4 

-7.7 

PERSONAL  INCOME  (Dec.)  annual  rate,  billions 

$4,747.3 

$4,713.7 

5.6 

Sources:  Commerce  Dept. 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (1/14) 

$820.5 

$824.7r 

3.2 

BANKS'  BUSINESS  LOANS  (1/16) 

318.7 

317.9r 

-1.7 

FREE  RESERVES  (1/23) 

-205 

3,418r 

NM 

NONFINANCIAL  COMMERCIAL  PAPER  (1/16) 

147.1 

143.5 

10.7 

Sources:  Federal  Reserve  Boord  (in  billions,  except  for  free  reserves,  which  ore  expressed  for 
a  two-week  period  in  millions). 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (1/29) 

7.16% 

7.56% 

8.24% 

PRIME  (1/30) 

9.50  9.50-10.00 

10.00 

COMMERCIAL  PAPER  3-MONTH  (1/29) 

6.96 

6.96 

8.14 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (1/30) 

6.60 

7.05 

8.20 

EURODOLLAR  3-MONTH  (1/25) 

7.01 

7.41 

8.25 

Sources:  Federal  Reserve  Board,  First  Boston 


=  Row  data  in  the  production  indicators  ore  seasonally  adjusted  in  computmg  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
—  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  —  Free  market  value         NA  =  Not  ovailoble         r  =  revised         NM  =  Not  meaningful 
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DEREGULATED  SKIES: 
SIT  BACK  AND  FLY  'EM 


I feel  I  must  respond  to  Robert 
Kuttner's  article  "How  free-market 
dogmatists  keep  putting  us  in  the  dog- 
house" (Economic  Viewpoint,  Dec.  10) 
regarding  the  economic  cost  of  deregula- 
tion of  the  airline  industry.  I  fly  at  least 
one  time  per  week,  40  weeks  each  year, 
and  have  done  so  for  15  years.  Tickets 
today  are  as  cheap  as  at  any  time  in  that 
15  years,  when  considered  across  the 
spectrum  of  business  and  leisure  travel. 
There  are  more  scheduling  options,  and 
many  more  people  are  traveling  by  air 
each  year.  More  flights  are  delayed,  but 
that,  of  course,  is  a  direct  result  of  de- 
regulation and  cheaper  tickets.  More 
people  are  traveling  free,  as  airlines 
compete  for  customers. 

Business  all  over  the  country  benefits 
from  this  greatly  increased  travel.  Of 
course,  a  few  cities  have  high  ticket 
prices — especially  for  business  travel- 
ers— because  of  concentration,  but  the 
people  affected  are  relatively  few.  I  am 
always  amazed  at  how  people  who 
should  have  reasonable  economic  sense 
continue  to  call  for  the  reregulation  of 
airlines,  when  the  net  effect  would  hurt 
the  vast  majority  of  the  population — es- 
pecially the  young  and  old  who  travel  on 
reduced  fares — and  would  only  help  a 
small,  elite  group  of  entrepreneurs  who 
can't  compete.  If  the  airline  industry 
ever  does  achieve  a  level  of  concentra- 
tion that  results  in  excessive  air  fares, 
then  the  American  public  can  fix  the 
problem  relatively  easily  with  new  regu- 
lations. In  the  meantime,  let's  enjoy  the 
great  economic  benefit  of  this  industry 
competing. 

James  Theis 
Carmel,  Ind. 

NO  TIME  LIKE  THE  PRESENT 

FOR  FUTURES  

■ was  disappointed  by  the  one-dimen- 
sional slant  of  your  feature  articles  on 
"Where  to  Invest  in  1991"  (Cover  Story, 
Dec.  31).  Are  the  only  opportunities  we 
should  consider  buying  ones?  As  an  in- 
vestor, one  has  to  take  advantage  of 
what  the  market  offers.  This  means 


keeping  an  open  mind  and  realizing  that 
a  trending  market  offers  opportunity  re- 
gardless of  price  direction. 

One  of  the  appeals  of  the  futures  mar- 
ket is  its  ability  to  perform  well  in  down 
markets  ("The  futures  market  is  looking 
like  a  hill  of  beans,"  The  Investment 
Spectrum,  Dec.  31).  Just  look  at  how  the 
managed-futures  industry  is  doing  with 
a  futures  market  that  looks  "like  a  hill 
of  beans."  In  the  first  11  months  of 
1990,  managed  futures  investments  were 
up  237',  while  the  S&P  500  was  down 
16%'. 

Peter  J.  Kordell 
President 

Kordell  Capital  Management  Inc. 

Minneapolis 

HOLDING  THE  BOARD'S 

FEET  TO  THE  FIRE  

■ suggest  that  in  major  stories,  such 
as  the  one  about  Bank  of  New  En- 
gland Corp.  ("Will  the  banks  drag  the 
economy  down?"  Top  of  the  News,  Jan. 
21),  BUSINESS  WEEK  should  list  the 
names  and  business  affiliations  of  all 
the  members  of  the  company's  board  of 
directors. 

G.  Leslie  Fabian 
New  York 

Editor's  note:  The  directors  of  Bank  of 
New  England  Corp.  in  1989,  when  its 
troubles  were  building:  Walter  J.  Con- 
nolly Jr.,  chairman;  Richard  D.  Dris- 
coll,  vice-chairman;  Gordon  I.  Ulmer, 
president;  Wallace  Barnes,  chairman, 
Barnes  Group  Inc.;  Joan  T.  Bok,  chair- 
man, New  England  Electric  System;  H. 
Ridgeiy  Bullock,  chief  executive,  Mont- 
chanin  Management  Corp.;  J.  Robert 
Buchanayi,  general  director,  Massa- 
chusetts General  Hospital;  David  L. 
Coffin,  chairman.  Dexter  Corp.;  Wil- 
liam B.  Ellis,  chairman.  Northeast 
Utilities;  Jatnes  F.  English  Jr.,  retired 
president.  Trinity  College;  George  B. 
Harvey,  chairman,  Pitney  Bowes  Inc.; 
Weston  Howland  Jr.,  president,  Black- 
stone  Management  Corp.;  David  B. 
Jenkins,  chairman,  Shaw's  Supermar- 
kets Inc.;  John  M.  Kucharski,  chair- 
man, EG&G  Inc.;  John  F.  Magee,  chair- 
man, Arthur  D.  Little  Inc.;  Harold  T. 
Miller,   chairman,   Houghton  Mifflin 


BUSINESS  WEEK 
FEBRUARY  11,  1! 
ISSN  0007-7135 

I'ul.iisl 


n  ***3199 


kly.  except  for  i 
Jame.i  H.  McGn 


e  issue  in  .January,  I'V  MiGraw  Hill. 
(1860-11)48). 

al.  Circulation,  and  Advertlsin^^  Offices:  McGraw- 
II  ';  i:  ,!  i!  J_'l  Avenue  of  the  Americas.  New  Yorli.  N,Y  10020. 
I,  ;  i  I,  ■  :i  ,',12-2000.  Domestic  Telex:  12-7960;  International  Tel- 
,■,  J  :j  !(,  ,,  '  .,hle:  McGraw-Hill  New  York;  TWX;  710-.581-487il. 
LI.S,  suliscniJlion  rate  $39.95  per  year;  2  years,  $69.95;  '.i  years,  $94.95 
Single  copies.  $2.  Write  for  rates  in  other  countries. 
Busilies.s  Week  Subscriber  Services:  l-a00-6:!5-1200. 

PHOTOCOPY  PERMISSION:  Wl:.  ,  ,  n. . ,  :,,  v.  permission  is  granted  liy  the  copyriKhl 
Center  (CCC),  27  Congress  St.,  S,,',      Mi     ni'iTd,  tn  photocopy  any  article  herein  for  ll 

io  the  CCC.  Copying  for  other  II       :■■  i  •    J      nilrrnal  reference  use  without  express  p 

for  customized  bulk  reprints  Ii.  I;n  n„      U  ,  ,  k  Iteprints.  P  O  Box  4.i7.  HighLstown,  N 


Eur.ipc.in  (^irculiiti.iri  r  ,  ,u 

England  Teleplmne  loi.    ■  I.  !■■■ 

Postmaster   Please      i„:   .  i.  ..  i 
Box  m.  Hlghtstown.   .\  I  n-,-,Ji 
York.  N.Y..  and  at  additional  mailiii;: 
P  Q   Registration  Number  9lil(l  R,-i;: 
Inc.  GST  =  R12;i07,'')67:i  Coiiyright  '  1!' 
reserved.  Title  registered  in  U  S.  Patei 


(Ifdi 


Officers  of  McGraw-Hill,  Inc..  .loseph  L.  Di 
and  Chief  Executive  Officer;  Robert  N.  Landi 


Hill  House,  Maidenhead,  Berks, 
.  M.S640 

_'es  to  BUSINESS  WEEK,  PC. 

i,nil  ,l:i-s  [iiisiage  paid  at  New 
t".-     I"-.  1       paid  al  Montreal, 

I"":  ■  -r  as  Mciiraw-Hill, 

•!  I..  .M-i..      Hill  liK-  All  rights 


Chii 
Exei 


I'r 


sident 
Presi- 
dent, General  Counsel,  and  Secretary;  Harold  W  McGraw.  III.  Execu- 
tive Vice  President;  Frank  D.  Pengla-se,  Senior  Vice  President.  Trea- 
sury Operations 

irred  with  the  ('(ipynglu  ('learant-e 

Mil'r^ls  prohibited  Address  'reipirsls 
I31-M9-1    ISS.\  11(1117  7  l:Ci/91/S2  III) 


BUSINESS  WEEK/FEBRUARY  11,  1991  5 


llic  Honda  C^ivic.  P  ive  years 
now  on  Car  and  Driver  s^cw  Best  List, 
A  record  few  other  cars  can  claim. 


Theyeai 


llie  Honda  Accord.  Nine  years  on  the 
Ten  Best  List,  llie  only  car  honored  every  year 
since  the  list  began.  But  whos  counting.'^ 
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Be  Seen  With  America 's  Favorite  Twin 


The  Twin  Cities. 

Diversity.  The  twins  are  not  identical,  Minneapolis  is  tast-paced,  upbeat,  "big  lights,"  Saint  Paul  is 

stately,  historic,  and  ethnically  diverse. 

These  are  the  Twin  Cities  on  the  Mississippi  River.  Their  combined  qualities  create  one  of  the  most 
coveted  lifestyles  in  America.  And  their  continued  economic  prosperity,  business  diversity  and 
per  capita  income  growth  are  a  source  of  pride  to  Minnesota  and  the  nation. 

Now,  in  a  Special  Advertising  Section,  Business  Week  shines  its  spotlight  on  these  stars  in  the  midwest. 
In  The  Twin  Cities;  Good  Living  and  Good  Business,  Business  Week  tells  the  story  of  the  region 
that  is  renowned  for  natural  beauty,  cultural  richness  and  hard  workers  and  high  productivity. 
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with  great  interest  at  America's  hivorite  twins. 
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Co.;  John  R.  Nissen,  treasurer,  J.J. 
Nissen  Baking  Co.;  Peter  L.  Scott, 
chairman,  Black  &  Decker  Corp.; 
DeRoy  C.  Thomas,  president,  ITT  Corp.; 
Arthur  E.  Wegner,  senior  vice-presi- 
dent, United  Technologies  Corp. 

JAPAN'S  SUPPORT  FOR 

THE  6ULF  WAR  IS  STRONG  

I am  writing  to  express  my  dismay 
that  remarks  I  made  at  a  lecture  at 
New  York  University's  Leonard  N. 
Stern  School  of  Business  on  Dec.  5, 
1990,  have  been  taken  out  of  context 
("Why  shirking  the  burden  isn't  in 
Japan's  best  interests,"  Cover  Story, 
Jan.  28). 

Your  story  gives  the  erroneous  im- 
pression that  Japan  is  impervious  to 
Iraq's  annexation  of  Kuwait  on  the  as- 
sumption that  we  can  always  pay  for 
imported  oil.  The  facts  show  that  from 
the  outset,  Japan  has  firmly  supported 
the  international  coalition  aligned 
against  Iraq. 

Moreover,  Japan  does  not  consider  the 
gulf  war  to  be  a  war  about  oil,  nor  is  our 
contribution  to  the  multinational  forces 
designed  to  secure  cheap  oil.  We  have 
decided  to  contribute  more  than  $13  bil- 


CORRECTIONS  &  CLARIFICATIONS 

In  "The  banker's  new  clothes"  (Top  of 
the  News,  Dec.  31)  we  mistakenly  said 
that  the  Glass-Steagall  Act  of  1933 
bars  banks  from  a  range  of  financial 
services,  including  real  estate  and  in- 
surance. Glass-Steagall  prohibits  banks 
only  from  underwriting  securities.  Re- 
strictions on  other  financial  services 
are  spelled  out  in  separate  federal  and 
state  statutes. 

In  "Rebel  with  a  cause,"  (Cover  Story, 
Dec.  3),  we  incorrectly  implied  that  de- 
signer Hartmut  Esslinger  did  not  like 
the  design  of  the  Rolex  Oyster  watch. 
In  fact,  Esslinger  said  he  generally 
likes  the  design  because  it  expresses 
self-confidence. 


lion — more  than  any  other  industrialized 
U.  S.  ally — because  we  consider  it  in  the 
common  interest  of  the  international 
community  to  deter  Iraq's  naked  aggres- 
sion against  Kuwait. 

Masamichi  Hanabusa 
Ambassador 
Consul  General  of  Japan 
New  York 


NO  PRICE-CUTTING  IS  PLANNED 
FOR  CASE  TRACTORS  

Your  article  "For  farmers,  a  fair  to 
middlin'  year"  (Industry  Outlook- 
Natural  Resources,  Jan.  14)  contains  a 
completely  amazing  and  deeply  distress- 
ing sentence.  J.  I.  Case  Co.,  it  says,  "is 
keeping  tractor  production  high  and 
plans  to  cut  prices  to  gain  market 
share."  If  your  reporter  had  contacted 
us,  he  would  have  been  informed  that 
Case  is  in  fact  adjusting  tractor  produc- 
tion in  line  with  current  market  condi- 
tions and  that  it  is  our  policy  to  pursue 
market-share  growth  through  product 
quality  and  total  customer  satisfaction. 

Erroneous  statements  suggesting  we 
have  adopted  a  price-cutting  strategy 
hurt  us  in  our  most  important  markets 
and  must  not  stand  uncorrected. 

James  K.  Ashford 
President/CEO,  J.  I.  Case  Co. 

Racine,  Wis. 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  N  Y.  10020.  Fax;  (212)  512-4464, 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  nght  to  edit  letters 
for  clarity  and  space. 
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MANAGING  BUSINESS  TRANSACTIONS 

Controlling  the  Cost  of  Coordinating,  Communicating,  and 
Decision  Making 
By  Paul  H.  Rubin 

Whether  it's  attempting  a  hostile  takeover  or  negotiating  a 
labor  contract,  the  transaction  is  the  basic  unit  of  business — 
and  structuring  it  the  key  to  achieving  corporate  goals.  This 
pioneenng  book  is  the  first  to  translate  transaction  cost  eco- 
nomics into  real- world  strategies  managers  can  use  to  success- 
fully structure  virtually  any  transaction — from  an  LBO  to 
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BASS  AND  STOGDILL'S  HANDBOOK  OF  LEADERSHIP 

Theory,  Research,  and  Managerial  Applications,  3rd  Ed. 
By  Bernard  M.  Bass 

The  bible  on  leadership — now  with  fully  updated  and  ex- 
panded matenal  on  women  and  leadership,  personal  factors 
associated  with  leadership,  the  accelerating  internationaliza- 
tion of  management,  charismatic  and  inspirational  leadership, 
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Inside  Mazda's  American  Auto  Plant 
By  Joseph  J.  Fucini  and  Suzy  Fucini 

What  happens  when  the  Amencan  Dream  meets  Japan  Inc.'' 
Based  on  a  3-year  study  in  and  around  Mazda's  state-of-the- 
art  plant  in  Flat  Rock,  Michigan,  this  eye-opening  book  shows 
you — documenting  the  grueling  57-  second -a-minute 
workpace,  the  constant  pressures  of  the  "team  system."  (he 
absence  of  advancement  opportunities  for  non-Japanese  em- 
ployees, and  much  more.  258 pages  0-02-910931-0  $19.95 
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CONSEQUENCES:  A  PERSONAL  AND  POLITICAL  MEMOIR 

By  John  G.  Tower 

Little,  Brown  •  388pp  •  $22.95 


JOHN  TOWER 
BRANDS  A  FEW  HIDES 


on't  get  mad,  wise  pols  say;  get 
I  even.  And  John  Tower  has  clear- 
ly taken  the  old  adage  to  heart. 
In  Consequences,  Tower  exacts  exqui- 
site revenge  on  everyone  who  helped 
sink  his  nomination  to  be  President 
Bush's  Defense  Secretary  two  years 
ago.  This  may  sound  like  reading  that's 
of  interest  primarily  inside  the  Beltway, 
but  don't  be  too  quick  to  dismiss 
Tower's  memoirs.  They  provide  a  lively, 
revealing  glimpse  of  Washington 
through  the  eyes  of  one  insider  whose 
ambitions  were  dashed  in  a  bizarre 
Washington  power  ritual. 

Tower  is  bitter.  Broth- 
er, is  he.  The  Texan 
served  for  24  years  in  the 
U.  S.  Senate,  chaired  its 
Armed  Services  Commit- 
tee, was  chief  arms-con- 
trol negotiator  in  Geneva 
under  Ronald  Reagan, 
and  headed  the  special 
Presidential  panel  that  in- 
vestigated the  Ivdxi-con- 
tra  scandal.  But  when 
President-elect  Bush 
nominated  the  colorful 
conservative  to  be  his 
Pentagon  chief,  Tower 
was  swept  away  by  a 
maelstrom  of  longstand- 
ing rumors  of  drinking 
and  womanizing.  "I  don't 
so  much  resent  my  rejection  by  the  Sen- 
ate as  the  way  it  was  done,"  Tower 
writes.  He  wouldn't  have  been  surprised, 
he  adds,  to  find  the  press  "waiting  be- 
side a  rickety  wooden  tumbril  to  take  me 
off  to  the  guillotine." 

The  executioner,  in  Tower's  view,  was 
Senator  Sam  Nunn  (D-Ga.),  Tower's  suc- 
cessor as  chairman  of  the  Armed  Ser- 
vices Committee  and  quite  possibly  a 
candidate  for  the  Democratic  Presiden- 
tial nomination  in  1992.  While  Nunn's 
early  opposition  to  the  Persian  Gulf  war 
may  have  already  damaged  his  ambi- 
tions. Tower  makes  a  stab  at  doing  the 
job  himself.  He  portrays  Nunn  as  a 
l)loodless  policy  wonk  so  priggish  that 
(luring  the  Senate's  investigation,  he 
a.sked  Tower  if  he  had  ever  been  seen 
balancing  an  empty  wine  glass  on  his 
head.  "Yes,"  Tower  answered,  "I  do  that 
every  now  and  then  with  my  friends  and 
staff."  Nunn  was  not  amused. 


In  Tower's  view,  the  powerful  Nunn 
was  determined  to  weaken  Bush  by  de- 
nying him  a  key  nomination.  Nunn  felt 
threatened  by  Tower's  grasp  of  defense 
policy,  he  asserts,  and  Nunn  calculated 
that  winning  this  battle  would  enhance 
his  Presidential  prospects  by  showing 
that  "he  had  enough  clout  to  challenge 
the  White  House  and  get  away  with  it." 

Tower  skewers  Senator  John  W. 
Warner  (R-Va.),  the  top  Republican  on 
the  committee,  as  a  "wholly  owned  sub- 
sidiary of  Sam  Nunn"  whose  desire  to 
please  conservative  patrician  Democrats 


■  he  embittered 
Texan  attacks  Sam 
Nunn  and  others  who 
torpedoed  his  hid  to 
he  Defense  Secretary 
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in  the  Old  Dominion  got  the  best  of  him. 
But  he  saves  his  sharpest  barbs  for 
those  across  the  aisle.  He  makes  his  own 
accusations  about  boozing:  Senator  J. 
James  Exon  (D-Neb.),  he  claims,  "drinks 
and  drinks  heavily."  Former  Democratic 
leader  Robert  C.  Byrd  (D-W.  Va.)  has  "a 
tendency  to  resort  to  flatulent  indigna- 
tion." And  Senator  Ernest  F.  Hollings 
(D-S.  C.)  is  "a  true  demagogue"  and  "a 
study  in  arrogance  and  pomposity." 

Tower  also  offers  startling  disclo- 
sures. He  says,  for  example,  that  Rea- 
gan told  the  Tower  review  board  that  he 
had  authorized  the  shipment  of  U.  S. 
arms  to  Iran,  but  later,  Reagan  recant- 
ed: "He  picked  up  a  sheet  of  paper  and 
. . .  said  to  the  board,  'This  is  what  I  am 
supposed  to  say,'  and  proceeded  to  read 
us  an  answer  prepared  by  Peter  Walli- 
son,  the  White  House  counsel." 

Over  his  30-year  political  career.  Tow- 
er cultivated  a  reputation  as  a  character. 


With  his  slicked-back  hair,  European-cut 
suits,  and  omnipresent  silver  cigarette 
case,  he  came  across  as  a  Texas  dandy. 
At  the  same  time,  both  his  voice  and  the 
things  he  said  had  a  kind  of  syrupy  elo- 
quence. And  while  his  reminiscences  are 
sometimes  disjointed,  they're  enjoyable 
because  that  quality  is  transferred  to 
the  page.  Tower  could  always  turn  a 
phrase — "My  name  is  Tower,  but  I 
don't,"  is  the  way  he  dealt  with  constant 
jokes  about  his  5-foot,  5-inch  height — 
and  he  turns  several  here.  The  press  "is 
either  at  your  heels  or  at  your  throat." 
About  allegations  that  he  chased  a  sec- 
retary around  his  desk:  "I  would  have 
had  to  be  a  high  hurdler  to  chase  any- 
body around  the  desk,  since  it  was  L- 
shaped  and  linked  to  a  wall  credenza." 

Tower  concedes  that  he  drank  too 
much  in  the  early  1970s  and  that  his  two 
marriages  were  stormy.  He  also  recog- 
nizes that  he  has  made  many  enemies. 
But  looking  back,  he  says:  "I  could  find 
no  act  so  despicable  that  I 
deserved  to  be  burned  at 
the  stake."  He  contends 
that  his  embittered  sec- 
ond wife  provided  much 
of  the  information  that 
doomed  his  nomination 
and  that  Nunn  knew  it 
had  no  substance. 

Tower  builds  a  strong 
case  that  the  FBI  never 
substantiated  any  serious 
charge  against  him — in- 
cluding accusations  that 
he  was  too  cozy  with  de- 
fense contractors.  Rather, 
he  was  done  in  by  "Wash- 
ington's all-weather  mis- 
sile: ethics."  In  a  court  of 
law,  he  notes,  uncorrobo- 
rated and  unsubstantiated 
allegations  are  not  allowed.  But  when  it 
comes  to  appointments  requiring  Senate 
confirmation,  such  charges  are  fodder 
for  Fhi  probes  and  media  feeding  fren- 
zies. As  a  result,  "many  highly  compe- 
tent people,  with  some  embarrassing  but 
not  disqualifying  blemishes  in  their 
background,  may  be  deterred  from  ac- 
cepting" such  appointments. 

Ultimately,  these  funny,  biting  mem- 
oirs are  tinged  with  pathos,  for  they  re- 
veal a  man  with  broad  knowledge  and 
experience,  whose  habits,  unacceptable 
in  today's  moralistic  and  unforgiving  po- 
litical atmosphere,  made  him  a  prime 
target  for  one  of  Washington's  oldest 
rituals.  Every  once  in  a  while,  the  town 
turns  on  one  of  its  own  and  pecks  that 
person  to  death.  This  time  it  was  Tower 
who  was  left  lying  in  the  dirt. 

"  BY  DOUGLAS  HARBRECHT 
Washington  Correspondent  Harbrecht  cov- 
ered the  Tower  confirmation  battle. 


10  BUSINESS  WEEK/FEBRUARY  11,  1991 


book; 


Who  knows 
your  disability  insurance 

needs  best? 


Economic  Viewpoint 


LET'S  GET  THE  BANKS  IN  CHECK- 
BEFORE  THE  BLEEDING  GETS  WORSE 


BY  ROBERT  KUTTNER 


Some  say  we  can't 
go  back  to  regulated 
banking  because  the 
speculative  genie  is 
out  of  the  bottle. 
But  a  massive  credit 
collapse  is  too 
cataclysmic  to  be 
left  to  the  vagaries 
of  markets 


ROBERT  KUTTNER  IS  ECONOMICS 
CORRESPONDENT  FOR  THE  NEW 
REPUBLIC  AND  AUTHOR  OF 
THE  LIFE  OF  THE  PARTY 


In  my  last  column,  I  addressed  the  emerg- 
ing consensus  about  how  to  overhaul  bank 
regulation.  My  point  was  that  j)olicymakers 
need  to  keep  their  eye  on  the  big  picture — to 
design  a  financial  system  that  reliably  serves 
the  real  economy.  Unfortunately,  the  agenda 
seems  to  be  how  best  to  bail  out  existing 
banks,  recapitalize  the  Federal  Deposit  Insur- 
ance Corp.,  and  further  "marketize"  a  shaky 
financial  economy  that  was  too  marketized, 
thank  you,  in  the  1980s.  What,  then,  to  do? 

This  spring,  Congress  and  the  Administra- 
tion are  expected  to  loosen  the  constraints  on 
banks'  ability  to  underwrite  securities,  make 
direct  investments,  operate  nationally,  possibly 
sell  insurance,  and  so  on.  This  new  freedom  is 
intended  to  allow  them  to  become  more  entre- 
preneurial and  to  restore  their  profitability. 
These  activities,  presumably,  will  be  done 
through  bank  holding  companies  and  not  with 
federally  insured  deposits.  A  "fire  wall"  will 
separate  the  entrepreneurial  from  the  insured 
part  of  the  institution. 

At  the  same  time,  government,  through  a 
new  bank  regulatory  agency,  will  also  attempt 
to  tighten  bank  supervision,  via  better  early- 
warning  systems,  and  to  provide  incentives  for 
good  behavior.  These,  in  line  with  the  prevail- 
ing vogue,  will  also  be  "market-like."  For  ex- 
ample, large  depositors  could  be  compensated 
at  less  than  lOOct  on  the  dollar  when  banks 
fail — this  is  known  as  a  "haircut" — giving 
them  an  incentive  to  be  more  careful  investors. 
Banks  with  high  loan  losses  and  dwindling 
capital  will  pay  more  for  their  deposit  insur- 
ance. However,  penalizing  banks  after  they 
are  bleeding  is  like  shooting  the  wounded. 
DINOSAURS?  These  blueprints  also  beg  more 
fundamental  questions.  The  first  concerns  the 
too-big-to-fail  doctrine.  Despite  the  supposed 
$100,000  limit  on  deposit  insurance,  the  govern- 
ment does  not  allow  very  large  institutions  to 
collapse,  lest  the  whole  .system  fall.  If  the 
unregulated  part  of  a  financial  behemoth 
faced  imminent  collapse,  no  fire  wall  would 
hold.  The  feds  would  rush  in  and  put  out  the 
fire — and  the  taxpayers  would  be  hosed  yet 
again. 

The  second  question  begged  is  whether  the 
system  needs  banks,  as  traditionally  defined. 
Herbert  Stein,  once  President  Nixon's  chief 
economic  adviser,  has  proposed  a  splendid  ex- 
periment. Let  uninsured,  deregulated  "banks" 
compete  freely  with  insured  ones,  and  we  will 
soon  know  whether  the  system  needs  banks  at 
all.  (Economists  are  airily  indifferent  to  the 
fact  that  their  laboratory  is  the  real  world.  I 
suppose  we  should  be  grateful  the  man  isn't  in 
charge  of  nuclear  weapons.) 

Stein,  in  my  view,  is  wrong  on  two  counts. 


First,  a  massive  credit  collapse  would  be  too| 
cataclysmic  to  be  left  to  the  vagaries  of  mar-j 
kets.  This  would  still  be  true  even  if  deregulat-^ 
ed  "banks"  were  replaced  with  different  crea-j 
tures;  the  ultimate  government  backstop  andg 
hence  the  invitation  to  speculative  lending  re- 
mains. Second,  we  still  need  old-fashioned 
banks  to  serve  their  twin  functions  as  reliable 
places  for  people  to  keep  their  money  and 
reliable  sources  of  credit  for  ordinary  busi- 
nesses. However,  the  marketizers  claim  that 
we  can't  possibly  go  back  to  traditional,  highly 
regulated  banking  because  "the  genie  is  out  of 
the  bottle" — different  kinds  of  financial  insti- 
tutions now  compete  for  deposits  and  credit 
customers  on  the  basis  of  rates.  Supposedly,  if 
we  artificially  regulate  the  rates  and  stan- 
dards of  one  kind  of  institution — federally  in- 
sured banks — they  won't  attract  much  money. 
PROPER  INCENTIVES.  But  the  speculative  genie 
was  also  out  of  the  bottle  in  the  1920s  (with 
disastrous  results).  In  the  1930s,  it  was  pain- 
fully squeezed  back  in,  heralding  more  than 
three  decades  of  financial  stability  and  steady 
real  growth.  If  we  had  the  will.  Congress  in- 
deed could  recreate  specialized,  insured  deposi- 
tory institutions.  They  would  pay  slightly  less 
than  market  rates  in  exchange  for  federal  in- 
surance, and  they  would  serve  the  credit  needs 
of  economic  development.  Government  could 
even  recapitalize  some  of  these  institutions  up 
front,  as  Felix  Rohatyn  and  Lloyd  Cutler  have 
suggested,  rather  than  pursuing  the  far  more 
expensive  course  of  bailing  them  out  after 
they  fail.  Congress  could  also  give  tax  advan- 
tages to  banks  serving  economic  development. 
With  incentives  properly  tuned,  they  would  at- 
tract plenty  of  deposits. 

The  alternative  is  the  other  extreme — Ger- 
man- or  Japanese-style  "universal  banking,"  in 
which  banks  are  free  to  underwrite  stocks, 
make  direct  investments,  and  enjoy  massive 
interlocks  with  corporations  a  la  J.  P.  Morgan 
&  Co.  This  would  entail  not  just  a  different 
banking  system  but  a  whole  different  philoso- 
phy of  how  the  economy  should  be  structured. 
Germany  and  Japan,  with  their  corporatist  tra- 
ditions and  cartels,  are  of  course  prospering. 
But  adopting  German-style  banking  without 
the  rest  of  the  German  system  risks  giving  us 
banks  that  are  more  speculative,  yet  without 
the  offsetting  Teutonic  commitment  to  the 
long  term.  And  this  sounds  uncannily  like  a 
repeat  of  the  savings  and  loan  formula,  only 
with  bigger  stakes. 

Banks,  let's  recall,  create  the  credit  that 
drives  the  economy,  and  they  operate  with  oth- 
er people's  money.  Before  unleashing  their  ani- 
mal spirits,  we  had  better  make  sure  they  are 
house-trained.  11 
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BY  GENE  KORETZ 


FALLING  HOUSEHOLD 
WORTH  COULD  PROLONG 
THE  DOWNTURN  . . . 

If  consumer  behavior  is  influenced  by 
real  and  perceived  shifts  in  household 
wealth,  as  most  economists  believe,  then 
the  current  recessions  in  both  the  U.  S. 
and  Britain  could  be  deeper  and  longer 
than  many  forecasters  predict.  That's 
the  warning  sounded  in  an  article  in  the 
latest  issue  of  The  AMEX  Bank  Review, 
published  by  London-based  American 
Express  Bank  Ltd.  The  article  notes  that 
in  both  countries,  the  household  sector's 
net  worth  not  only  declined  in  inflation- 
adjusted  terms  last  year  but  also  regis- 
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tered  its  first  drop  in  current-dollar 
terms  since  1962  for  the  U.S.  and  1974 
for  Britain. 

The  recent  drop  in  personal  wealth  is 
important,  the  authors  state,  because  it 
reverses  a  trend  that  helped  fuel  both 
nations'  upswings  in  the  1980s.  Powered 
by  rising  stock  prices  and  home  price 
appreciation,  the  real  value  of  total 
household  assets  rose  by  SI'/'-  in  the 
U.S.  from  1982  to  1989.  In  Britain, 
where  house  prices  tripled,  such  assets 
appreciated  by  a  hefty  837'. 

Rising  asset  values  encouraged  many 
consumers  to  save  less  and  borrow 
more.  In  both  the  U.  S.  and  Britain,  per- 
sonal savings  rates  were  halved  from 
1980  to  1989,  while  real  household  debt 
via  mortgages  and  other  forms  of  bor- 
rowing soared  667"  in  the  U.  S.  and  1337 
in  Britain.  Even  with  these  huge  debt 
increases,  however,  household  real  net 
worth  during  the  expansion  ro^e  by  337 
in  the  U.  S.  and  767'  in  Britain. 

Unfortunately,  the  wealth  bLil)ble  fi- 
nally burst  in  1990.  Economists  at  Amer- 


ican  Express  Bank  estimate  that  even 
with  the  normal  addition  to  wealth  from 
new  savings,  the  combined  effect  of 
stock  market  declines  and  softening 
house  prices  last  year  was  to  cut  house- 
hold real  net  worth  by  77  to  87  in  the 
U.  S.  and  by  147'  to  157  in  Britain. 

As  a  result,  "falling  wealth  is  now 
curbing  consumer  spending  by  depress- 
ing confidence  and  discouraging  borrow- 
ing." And  the  situation  is  being  exacer- 
bated by  a  slowdown  in  bank  lending, 
inspired  by  the  decline  in  the  value  of 
assets  pleciged  as  collateral  for  loans. 

In  short,  last  year's  sharp  drop  in  per- 
sonal wealth  has  fostered  a  consumption 
slowdown,  which  is  undermining  asset 
prices  even  more  and  deepening  the 
downturn.  Until  declining  interest  rates 
short-circuit  this  vicious  circle  and  at 
least  stabilize  asset  values,  the  risk  of  a 
prolonged  recession  will  stay  high. 


. . .  AND  THE  SAME 
BLIGHT  COULD  SLOW 
GROWTH  IN  JAPAN 

The  traumatic  effect  of  declining 
wealth  on  many  U.  S.  and  British 
consumers  could  foreshadow  similar 
woes  for  Japanese  hou.seholds.  American 
Express  Bank  economists  point  out  that 
household  net  worth  in  Japan  rose  by 
577  in  real  terms  in  just  three  years, 
1985  to  1988,  and  continued  to  surge  in 
1989.  Although  the  407  fall  in  Japanese 
stock  prices  last  year  suggests  that  per- 
sonal wealth  stopped  growing,  two- 
thirds  of  such  wealth  is  in  the  form  of 
land.  Thus,  if  land  prices  fall  significant- 
ly this  year,  as  some  observers  expect, 
household  consumption  could  plummet — 
helping  to  push  the  economy  into  a 
sharp  slowdown  or  even  a  recession. 


THE  FED  KEEPS 
SHIFTING  ITS 
MONETARY  GEARS 

When  total  adjusted  bank  reserves, 
which  the  Federal  Reserve  had 
kept  in  the  deep  freeze  during  most  of 
1990,  rose  sharply  around  the  turn  of  the 
year,  the  financial  markets  concluded 
that  the  Fed  was  finally  easing  aggres- 
sively. Thus,  Fed  watchers  were  taken 
by  surprise  when  total  reserves  fell  back 
to  their  old  lows  n  late  January.  "The 
Fed  is  apparently  still  obsessed  with 
fighting  inflation,"  says  economist  Nan- 
cy R.  Lazar  of  C.  J.  Lawrence  Inc.  She 
notes  that  Fed  Chairman  Alan  Green- 
span recently  indicated  that  he  thought 
that  the  worst  of  the  recession  "could  be 


behind  us."  If  he's  wrong,  says  Lazar, 
"the  longer  the  Fed  postpones  adding  > 
reserves,  the  weaker  money  growth  and 
the  economy  will  be." 


WHY  BIRTH  RATES  HAVE  i 
TURNED  UP  IN  I 
THE  U.S.  AND  EUROPE  i 

Fears  that  falling  birth  rates  in  ad- 
vanced countries  herald  a  future  of 
shrinking  populations  may  be  exaggerat-  1 
ed.  In  both  Sweden  and  the  U.  S.,  the 
total  fertility  rate — that  is,  the  number 
of  children  an  average  woman  is  expect-  ( 
ed   to   have   during   her  childbearing  ' 
years,  based  on  current  birth  patterns —  ^ 
has  recently  risen  to  slightly  over  2,  1 
which  is  the  level  needed  to  replace  the  { 
current  population.  j 
MarketEurope,  a  publication  track-  - 
ing  European  marketing  trends,  notes 
that  Sweden's  fertility  rate,  which  sank 
to  a  low  of  1.6  in  1978,  rose  to  2.01  in  , 
1989  and  appears  to  have  risen  further  i 
in  1990.  Similar  though  smaller  rises 
have  occurred  in  Denmark,  Norway,  and 
Iceland.  Even  in  West  Germany,  the  fer- 
tility rate  climbed  from  a  record  low  of 
1.28  in  1985  to  1.42  in  1989. 

Meanwhile,  total  fertility  in  the  U.  S., 
which  was  mired  around  1.8  for  a  de- 
cade, hit  2  in  1989  and  almost  certainly 
moved  higher  last  year,  reports  demog- 
rapher Carl  Haub  of  the  Population  Ref- 
erence Bureau.  He  notes  that  some  4.15  ^ 
million  children  were  born  in  the  12  f 
months  ended  last  September — the  most  f 
since  1962  and  over  117  more  than  the  f 
Census  Bureau  projected.  "The  pickup  in  || 
fertility  is  apparently  occurring  among 
younger  women  as  well  as  women  in 
their  30s  who  deferred  childbearing,"  ^ 
says  Haub.  t 
What's  behind  the  comeback  in  Swe-  (( 
den  and  the  U.  S.?  Haub  observes  that  j, 
Sweden  has  the  most  generous  arrange- 
ments for  parental  leave  and  day  care  of 
any  advanced  country.  In  the  U.  S.,  ' 
many  employers  have  adopted  policies  1 
helping  employees  cope  with  child  care  ti 
problems,  and  American  women's  wages  f; 
rose  significantly  in  the  1980s.  "When  ^ 
child  care  costs  drop  as  a  percent  of 
working  women's  wages,"  Haub  notes, 
"it's  easier  for  them  to  have  children." 

The  turnaround  in  Sweden  and  the 
U.  S.  indicates  that  achieving  replace- 
ment-level fertility  is  no  longer  the  im- 
possible dream  it  seemed  a  few  years  ■ 
ago.  But  further  progress  could  be  slow. 
With  the  U.  S.  already  in  a  recession  and  " 
Sweden  entering  one,  Haub  predicts  that  ti 
their  women's  childbearing  intentions  B 
may  be  frustrated  by  some  harsh  eco-  [) 
nomic  realities.  H  ,„ 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


THE  CONSUMER  IS  BLUE,  BROKE, 
AND  BURDENED  WITH  DEBT 


Washington  gave  the  nation  an  important  look 
at  the  recession  on  Jan.  25.  The  sight  wasn't 
as  gruesome  as  some  economists  had  feared, 
but  it's  likely  to  get  uglier  as  1991  unfolds. 

The  Commerce  Dept.  reported  that  real  gross  national 
product  fell  in  the  fourth  quarter  at  an  annual  rate  of 
2.1%.  The  drop  was  smaller  than  expected,  but  it  was 
still  the  largest  since  the  1981-82  downturn,  and  it's  not 
likely  to  be  the  last.  The  weakness  was  concentrated  in 
consumer  spending — an  area  with  weak  fundamentals 
that  aren't  going  to  get  stronger  anytime  soon. 

Government  reports  since  the 
GNP  data  offer  little  encourage- 
ment. The  leading  indicators 
rose  a  slight  0.1%  in  December, 
but  that  came  after  declines 
since  July  totaling  4.27'.  Orders 
for  durable  goods  rose  4.4%  in 
the  month,  but  that  didn't  make 
up  for  November's  10.1%  drop. 
Orders  remain  far  below  where 
they  were  a  year  ago. 
Consumers,  whose  spending 
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accounts  for  two-thirds  of  GNP,  hold  the  key  to  economic 
recovery.  The  trouble  is,  households  are  in  sad  shape. 
Real  incomes  are  falling,  debts  are  overwhelming,  inter- 
est rates  are  still  high,  declining  home  prices  are  eroding 
household  wealth,  and  the  country  is  at  war. 

It's  little  wonder  that  consumers  are  so  despondent. 
The  Conference  Board's  index  of  consumer  confidence 
fell  11.9%  in  January  to  its  lowest  level  in  10  years 
(chart).  The  board  did  report  that  optimism  was  higher  in 
households  surveyed  after  the  war  began  on  Jan.  16. 

Even  so,  consumers  remain  wary  about  their  economic 
future.  A  third  of  those  surveyed  think  jobs  are  hard  to 
get,  and  more  people  believe  their  incomes  will  decline  in 
the  next  six  months.  Since  jobs  and  incomes  are  the  chief 
factors  in  determining  consumer  spending,  shoppers  are 
unlikely  to  step  up  their  buying  anytime  soon. 

OPTIMISM     A  quick  victory  in  Iraq  would  certainly 
WON'T         boost  consumer  confidence,  but  as  one 
Wall  Street  economist  recently  said:  "You 
THE  RENT      can't  spend  confidence."  True,  personal 
income  ended  1990  on  a  strong  note.  Income  rose  an 
unexpectedly  large  0.17o  in  December.  Much  of  the  in- 
crease came  from  a  sharp  1%  gain  in  wages  and  salaries. 
But  that  mainly  reflected  a  rise  in  the  workweek  in 
December,  as  employees  worked  longer  hours  to  make 
up  for  output  lost  from  laid  off  co-workers. 


WHY  CONSUMERS 
ARE  IN  TROUBLE 


Before  December,  however,  income  gains  were  less 
robust.  For  the  entire  quarter,  real  disposable  income 
fell  at  a  3.6%  annual  rate,  after  dipping  0.7%  in  the  third 
quarter  (chart).  Real  income  hasn't  dropped  for  two  con- 
secutive quarters  since  the  last  recession. 

This  quarter's  outlook  isn't 
very  bright  either.  Demand  is 
too  weak  to  sustain  long  work 
hours,  and  sagging  profits  will 
force  more  cuts  in  jobs  and 
overtime.  Moreover,  other 
sources  of  income  are  slowing 
down.  Many  corporations  are 
cutting  dividends,  and  lower  in- 
terest rates  are  slashing  gains 
in  interest  income.  Not  surpris- 
ingly, the  only  area  where  in- 


A  QUARTERLY  PERCENT  CHANGE, 
ANNUAL  RATES 
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come  has  accelerated  is  transfer  payments,  including 
unemployment  benefits. 

To  cover  the  gap  between  slower  income  growth  and 
higher  energy  prices,  consumers  are  saving  less.  New 
savings  plunged  in  the  third  quarter  and  then  fell  again 
in  the  fourth.  As  a  result,  the  savings  rate  fell  to  4.1%  at 
yearend,  compared  to  57o  in  mid-1990. 

SPENDING:  With  budgets  strained,  the  0.7%  jump  in 
NO  consumer  spending  in  December  seemed 

REBOUND  surprising.  But  the  increase  was  more 
SOON  weather-related  than  economic.  Colder 

temperatures,  especially  in  the  West,  boosted  energy 
use.  Excluding  the  unusual  gains  in  heating  fuels  and 
electricity,  outlays  rose  only  0.4%-  in  December. 

Consumers  just  aren't  in  a  shopping  mood.  In  the 
fourth  quarter,  outlays  fell  at  a  3.1%  annual  rate,  after 
adjusting  for  price  changes.  That  was  the  sharpest  quar- 
terly drop  in  more  than  a  decade,  and  there  are  few 
signs  of  a  pickup  in  this  quarter. 

Sales  of  domestically  made  new  cars  in  the  first  20 
days  of  January  stood  at  a  6.2  million  annual  rate,  down 
7.8%  from  December's  paltry  pace.  And  the  Conference 
Board's  survey  shows  that  fewer  consumers  in  January 
than  in  December  plan  any  big-ticket  purchases  within 
the  next  six  months. 

Goods  buying  has  taken  the  brunt  of  this  shopping 
malaise.  But  now,  demand  for  some  services  is  waning. 
Although  spending  on  services  related  to  housing,  educa- 
tion, and  medical  care  continues  to  grow  at  a  steady 
pace,  purchases  of  more  discretionary  services  are  slow- 
ing. Inflation-adjusted  buying  of  these  services  advanced 
by  only  a  1%  annual  rate  in  the  second  half  of  1990, 
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compared  to  a  strong  5%  clip  in  the  previous  six  months. 

In  coming  months,  consumers  will  get  some  help  from 
lower  oil  prices,  which  will  bring  down  inflation  and  give 
purchasing  power  a  lift.  However,  households  will  see  a 
spike  in  food  prices  because  the  December  freeze  in 
California  damaged  the  state's  fruit  and  vegetable  crops. 
And  new  taxes  will  be  a  drag  on  take-home  pay. 

Spending  probably  won't  show  any  sustained  rebound 
until  the  labor  markets  strengthen.  Unless  workers  are 
relatively  secure  in  their  jobs,  they  are  unlikely  to  lift 
their  spending.  For  now,  paying  off  debts  and  rebuilding 
savings  are  bigger  concerns  for  most  households. 

MARGINS      Although  consumers  are  the  biggest 

ARE  STILL      roadblock  to  an  economic  turnaround, 

BEING  they  are  clearly  not  the  only  obstacle. 

SQUEEZED  Another  one  is  corporate  profits  (page 
28).  Earnings  are  likely  to  remain  downbeat  a  while 
longer — certainly  as  long  as  the  combination  of  flagging 
demand  and  rising  costs  continues  to  squeeze  margins. 

Based  on  the  GNP  numbers,  BUSINESS  WEEK  estimates 
that  earnings  before  taxes  fell  last  quarter  to  an  annual 
rate  of  $307  billion,  from  $318.5  billion  in  the  third  quar- 
ter. Operating  profits,  which  exclude  gains  from  inven- 
tories and  depreciation  allowances,  fell  more  steeply,  to 
$284  billion  from  $300.7  billion. 

Weak  profits  mean  that  businesses  will  be  under  con- 
tinued pressure  to  cut  costs — and  jobs  usually  feel  the 
crush.  That  will  be  particularly  true  in  services  this  year, 
where  productivity  growth  has  been  too  poor  to  help 
offset  the  rising  costs  of  wages  and  benefits. 

The  government's  employment  cost  index,  a  measure 
of  wages  and  benefits  paid  by  businesses,  shows  that 
labor  costs  in  private  industries  rose  by  4.6%-  during 
1990.  That's  down  from  4.9%-  in  the  third  quarter  and 
5.27"  in  the  second. 

Businesses  are  having  more  success  controlling  wages 
than  benefits,  however.  Benefit  costs  jumped  6.6%  last 


year,  up  from  6.1%  the  year  before.  Health  insurance 
leads  the  acceleration.  A  nationwide  survey  by  A.  Foster 
Higgins  &  Co.  shows  that  health  costs  now  consume  26% 
of  the  average  employer's  net  earnings. 

Wages,  meanwhile,  rose  4%  last  year,  a  shade  below 
their  1989  pace.  That's  good  news  for  inflation.  The 
slowdown  in  labor  costs  will  ease  price  pressures  in  1991. 

BANKS  ARE  Lower  inflation  will  help  to  push  down 
'MA  long-term  interest  rates.  That's  the  first 

CAUTIOUS  step  toward  shoring  up  the  sagging  con- 
^^^^  struction  industry,  which  is  another  big 

hurdle  standing  in  the  way  of  recovery.  Unfortunately,  a 
turnaround  in  new  building  is  a  long  way  off. 

Although  interest  rates  should  fall  low  enough  to 
stimulate  demand  for  homes,  stores,  and  offices,  much 
of  that  demand  will  be  satisfied  from  the  existing  glut  of 
residential  and  commercial  buildings.  New  construction 
will  take  time,  particularly  since  banks  remain  stingy. 

The  clearest  sign  of  that  was 
the  December  plunge  in  con- 
tracting. The  value  of  new  con- 
tracts fell  11%^  in  the  month,  to 
$204.4  billion,  according  to  the 
F.  W.  Dodge  Div.  of  McGraw- 
Hill  Inc.  (chart).  Adjusted  for  in- 
flation, the  recent  pace  of  build- 
ing is  close  to  the  level  plumbed 
during  the  industry's  deep  re- 
cession from  1980  to  1982. 
Weakness  in  residential  real 
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estate  poses  a  special  problem  for  both  consumers  and 
the  economy.  Many  households  are  increasingly  con- 
cerned about  their  lost  wealth  as  home  prices  sag.  That, 
on  top  of  weak  incomes  and  heavy  debts,  is  yet  another 
blow  to  consumer  spending.  And  it's  yet  another  reason 
why  the  recession  is  likely  to  look  scarier  as  the  year 
wears  on. 


THE  WEEK  AHEAP 


PRODUCTIVITY  AND  COSTS  

Monday,  Feb.  I4,  10  a.m. 
Output  per  hour  worked  in  the  nonfarm 
business  sector  probably  increased  at  an 
annua!  rate  of  about  V'/t  in  the  fourth 
quarter.  Although  output  dropped  last 
quarter,  the  total  number  of  hours 
worked  dropped  by  a  larger  amount. 
However,  all  of  the  efficiency  gain  was 
likely  in  manufacturing,  where  produc- 
tivity probably  increased  by  about  1..57'. 
That's  because  cuts  in  factory  jobs  and 
hours  worked  were  much  greater  than 
the  drop  in  output.  Nonmanufacturing 
output  per  hour  worked  was  probably 
unchanged  last  quarter.  In  the  third 
quarter,  nonfarm  productivity  rose  at  a 
0.47'  annual  clip,  but  manufacturing  pro- 


ductivity jumped  by  5.27.  Unit-labor 
costs  in  the  nonfarm  business  sector 
likely  increased  at  a  3.57  annual  rate 
last  quarter,  much  slower  than  the  4.37' 
pace  of  the  third.  Manufacturing  unit- 
labor  costs  were  probably  up  about  27 , 
after  falling  at  a  1.27  annual  rate  in  the 
third  quarter. 

FACTORY  INVENTORIES  

Tuesday,  Feb.  5,  10  a.m. 
Inventories  held  by  manufacturers  prob- 
ably increased  by  about  0.57  in  Decem- 
ber after  a  0.27  rise  in  November.  Fac- 
tory orders  are  expected  to  post  a  37 
rise  in  December.  That's  suggested  by 
the  already  reported  gain  of  4.47  in  du- 
rable goods  orders  for  the  month.  Al- 
though demand  is  weak,  factories  con- 


tinue to  keep  inventories  relatively  lean. 
Most  of  the  December  gain  was  proba- 
bly in  transportation  equipment. 

INSTALLMENT  CREDIT  

Thursday,  Feb.  7 
Consumers  likely  added  about  $4.5  bil- 
lion to  their  debt  levels  in  December. 
That  moderate  amount  is  indicated  by 
the  weakness  in  new-car  buying  and  a 
drop  in  nonauto  retail  sales.  However, 
almost  all  of  the  gain  in  installment  debt 
in  December  was  probably  in  revolving 
credit,  suggesting  that  cash-strapped 
households  are  relying  more  on  theii 
credit  cards.  Auto  financing  has  been 
falling  since  last  spring.  In  November 
credit  increased  by  $1.7  billion,  $1  billioi; 
of  which  was  revolving  debt. 
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THE  ADMINISTRATION! 


FEBRUARY  11,  1991 


A  RUMBLING 
ON  THE  HILL 

BUSH'S  TRUCE  WITH  CONGRESS  WILL  CRACK 


is  face  was  lined  from  too  many 
late-night  war  briefings,  his  gaze 
at  times  seemed  far  away.  Be- 
fore a  joint  session  of  Congress,  Presi- 
dent Bush  declared  on  Jan.  29  that 
through  force  of  will  and  "the  hard 
work  of  freedom"  the  U.  S.  will  defeat 
not  only  Saddam  Hussein  but  economic 
and  social  ills  at  home. 

And,  for  a  few  moments,  the  intensely 
partisan  struggle  between  the  White 
House  and  Capitol  Hill  gave  way  to  a 
rare  spirit  of  national  unity.  But  the 
cease-fire  won't  last  long.  Soon,  George 
Bush,  despite  the  patriotic  surge  that 
has  lifted  his  popularity,  will  find  him- 
self fighting  on  a  familiar  domestic  bat- 
tlefield: rocky  Capitol  Hill  terrain  con- 
trolled by  dug-in  Democrats. 

The  Administration's  bare-bones  do- 
mestic agenda  underscores  White  House 
aversion  to  a  third  grueling  year  of  par- 
tisan struggle  with  Congress  (table). 
Bush  all  but  threw  in  the  towel  on  his 
plan  to  cut  capital-gains  taxes  by  rele- 
gating the  idea  to  a  committee  headed 
by  Federal  Reserve  Chairman  Alan 
Greenspan  (page  35).  In  a  curtsy  to  con- 
servatives, the  President  will  seek  to  re- 
package some  housing  and  education 
programs  to  give  recipients  more  choice 
concerning  where  they  live  and  the 
schools  their  children  attend. 
And  echoing  Reagan-era 
"New  Federalism,"  Bush  pro- 
poses to  fold  $15  billion  in  ex- 
isting federal  programs  into 
grants  for  states. 

The  only  major  new  initia- 
tive in  the  President's  State  of 
the  Union  message  was  a 
plan  to  revamp  banking  regu- 
lations and  shore  up  the  de- 
I)leted  insurance  fund  that 
guarantees  deposits.  But  even 
Treasury  Secretary  Nicholas 
F.  Brady  admits  that  divisions 
within  the  financial-services 
industry  make  reform  iffy. 


Why  the  minimalism?  In  a  year  when 
political  unity  both  at  home  and  abroad 
could  be  essential  to  bolster  the  war  ef- 
fort, the  President  sees  little  percentage 
in  renewing  ancient  vendettas  with  Hill 
Democrats.  Instead,  he'll  try  to  use  his 
83/'  popularity  rating  to  protect  defense 
spending  from  big  cuts  and  to  fend  off 
Democratic  sniping  at  management  of 
the  gulf  war. 

ASSAULT.  Democratic  leaders,  who  can 
clearly  see  the  outlines  of  Bush's  "stand 
by  me"  strategy,  are  temporarily  frozen 
in  place  by  the  blare  of  patriotic  trum- 
pets. But  sensing  that  Bush's  political 
strength  will  inevitably  sag,  they're  pre- 
paring a  domestic  assault  that  will  char- 
acterize the  Administration  as  too  atten- 
tive to  far-off  foreign  policy  concerns 
and  not  mindful  enough  of  the  agonies 
caused  by  recession.  "We  have  a  crisis 
abroad,"  says  Senate  Majority  Leader 
George  J.  Mitchell  (D-Me.).  "But  we  also 
have  a  crisis  here  at  home." 

To  reinforce  that  message,  Democrats 
will  unveil  a  string  of  new  antirecession 
proposals.  The  102nd  Congress  will  ring 
with  calls  to  create  jobs,  fund  "safety 
net"  programs  for  the  poor  and  unem- 
ployed, repair  roads  and  bridges,  acceler- 
ate environmental  cleanup,  and  boost 
education  spending.  An  example:  House 


BUSH'S  DOMESTIC  AGENDA 

BANKING  REFORM  Buih  will  propose  Ircemj^  b;ulk^  to  branch 
across  state  lines,  sell  insurance,  and  issue  securities 

CAPITAL  GAINS  Bush  wants  Fed  Chairman  Alan  Greenspan  to 
determine  the  economic  impact  of  a  capital-gains  tax  cut 

NATIONAL  ENERGY  POLICY  The  Administration  wants  to  step 
up  domestic  exploration  and  encourage  alternative  fuels 

SAVINGS  Bush  wants  tax-deferred  savings  accounts  and  penal- 
ly-free IRA  withdrawals  for  first-time  home  buyers 

TRANSPORTATION  Bush  will  propose  a  new  program  to  rebuild 
the  nation's  roads,  bridges,  and  mass-transit  systems 


Democrats  will  push  a  new  "Infrastruc- 
ture Development  Bank"  that  would  al- 
low states  to  borrow  directly  from  pri- 
vate pension  funds  rather  than  issue 
bonds  for  public  works.  The  Treasury 
would  guarantee  repayment,  thereby 
lowering  states'  borrowing  costs.  Demo- 
crats are  also  pushing  to  expand  medic- 
aid benefits  for  the  poor  and  will  try  to 
provide  more  workers  with  unemploy- 
ment insurance  payments  beyond  the 
current  26  weeks. 

The  White  House  is  convinced  that  by 
mounting  this  show  of  concern  for  the 
downtrodden.  Democrats  will  revive 
their  "tax-and-spend"  image,  alienating 
voters  on  the  eve  of  the  1992 
election.  And  even  if  Demo- 
crats win  the  votes  for  some 
of  their  ideas,  they  first  must 
cross  a  mine  field  laid  by  Bud- 
get Director  Richard  G.  Dar- 
man.  New  "pay-as-you-go" 
spending  caps  in  last  year's 
budget  accord  force  Congress 
to  find  offsetting  revenues 
for  any  new  outlay,  a  rule 
that  could  push  some  Demo- 
crats into  calling  for  hefty 
new  taxes  to  fund  their  initia- 
tives. Already,  some  Capitol 
Hill  liberals  are  proposing  a 
"windfall  profits"  levy  on  oil 
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Iraq's  capacity  to  sustain 
war  is  being  destroyed. 
Our  investment,  our 
training,  our  planning— 
'    all  are  paying  off  n 


iMiipanies,  a  temporary  war  tax,  and  an- 
oiher  tax  hit  on  the  wealthy. 

So  sure  is  John  H.  Sununu  that  the 
opposition  will  self-destruct  that  the  nor- 
mally pugnacious  White  House  staff 
chief  has  all  but  given  up  his  quest  for  a 
capital-gains  cut.  Bush's  idea  of  fobbing 
the  proposal  off  on  a  study  commission 
has  convinced  veteran  GOP  pols  that  capi- 
tal gains  is  dead.  "It's  the  great  non- 
starter  of  the  decade,"  says  Republican 
strategist  Thomas  C.  Korologos. 

That  realization,  and  the  President's 
decision  to  pare  his  domestic  agenda  to 
bare  essentials,  bothers  conservatives. 
They  gripe  that  by  failing  to  strike  with 
bold  programs  while  his  politi- 
cal strength  is  at  its  peak. 
Bush  has  squandered  a  rare 
opportunity  to  put  an  imprint 
on  his  free-form  Presidency. 
"Bush  has  miscalculated," 
says  Burton  Yale  Pines  of  the 
Heritage  Foundation.  "He  is 
conceding  the  domestic  agen- 
da to  his  opponents." 

With  the  blood  of  young 
Americans  now  being  spilled 
in  the  Arabian  sand,  there's 
no  question  that  Bush's  atten- 
tion to  domestic  policy — which 
he  relishes  as  much  as  brocco- 
li— is  at  an  all-time  low.  In- 


deed, it  was  in  his  report  on  the  war  that 
Bush  displayed  his  greatest  satisfaction: 
"Iraq's  capacity  to  sustain  war  is  being 
destroyed.  Our  investment,  our  training, 
our  planning — all  are  paying  off." 

But  the  President  will  soon  find  him- 
self drawn  into  the  domestic  fray.  Demo- 
crats have  decided  they  want  their  first 
showdown  with  the  White  House  to  be 
over  a  revived  version  of  the  civil  rights 
bill  Bush  vetoed  last  year.  By  daring 
another  veto.  Democrats  hope  to  under- 
score their  contention  that  the  Adminis- 
tration is  insensitive  to  claims  of  job  dis- 
crimination by  blacks  and  women. 

Bush  may  also  be  forced  to  veto  sev- 


eral other  pet  Democratic  proposals. 
High  on  the  hit  list:  a  measure  granting 
up  to  12  weeks  of  unpaid  family  leave  to 
workers,  legislation  that  bars  employers 
from  permanently  replacing  strikers, 
and  a  campaign  reform  bill  that  includes 
public  financing  for  congressional  elec- 
tions. Democrats  will  also  try  to  assume 
a  larger  role  in  gulf  strategy  and  in 
plans  for  postwar  reconstruction.  The 
first  challenge  will  come  in  February, 
when  Congress  considers  a  supplemen- 
tal spending  bill  to  cover  the  war's  cost. 

For  now,  Republicans  are  confident 
Bush's  stratospheric  popularity  will  en- 
able him  to  weather  the  winds  of  war  on 
Capitol  Hill.  Says  Senator  Phil 
Gramm  (R-Tex.):  "No  Presi- 
dent since  George  Washing- 
ton has  had  a  stronger  base 
of  political  support."  From  a 
Bush  partisan,  that  can  be 
dismissed  as  so  much  hyper- 
bole. For  even  George  Bush's 
most  ardent  admirers  would 
concede  that  poll  ratings 
boosted  by  war  can  come 
crashing  down — and  that  inat- 
tention to  the  home  front  has 
been  more  than  one  war-hero 
President's  undoing. 

By  Paula  Dwyer  and  Douglas 
Harbrecht  in  Washington 
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A  JOBLESS  LINE  GROWS  IN  BROOKLYN:  THE  WAR  HASN'T  SLOWED  CUTBACKS.  THIS  QUARTER'S  LAYOFF  RATE  IS  THE  HIGHEST  IN  OVER  A  YEAR 


CONSUMERS  WAIT  FOR 
AN  END  TO  THE  FIGHTING 


In  the  meantime,  their  pessimism  and  uneasiness  are  helping  prolong  the  recession 


The  euphoria  is 
over.  In  the  openinjj; 
days  of  the  Persian 
Gulf  war,  it  looked 
as  if  the  U.  S.  could 
ring  up  a  triple  tri- 
umph: a  swift  vic- 
tory, lower  oil 
prices,  and  a  quick  rebound  in  consumer 
confidence,  which  together  could  pull  the 
economy  out  of  recession. 

But  now,  the  war  is  likely  to  last 
months  rather  than  weeks,  and  it's  clear 
that  prospects  for  a  swift  re- 
covery depend  on  whether  the 
news  out  of  the  gulf  is  good 
or  bad.  That's  far  different 
from  Vietnam,  when  the 
sheer  volume  of  military 
spending — as  much  as  9'-^  of 
gross  national  product — 
boosted  the  economy  even  as 
casualties  mounted.  This  time, 
the  war  is  mostly  being 
fought  with  supplies  stock- 
piled over  10  years.  That 
means  the  conflict  is  likely  to 
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have  its  biggest  impact  on  consumer 
confidence,  which  will  rise  and  fall  with 
each  report  from  the  battlefield. 

The  tJ.  S.  economy  is  already  swaying 
to  the  rhythms  of  war.  Until  Jan.  16, 
Americans  were  waiting  for  the  fighting 
to  start.  Now,  they're  waiting  for  it  to 
stoj) — and  growing  ever  more  pessimis- 
tic in  the  process.  According  to  unpub- 
lished data  collected  by  the  University  of 
Michigan  and  released  by  Prudential- 
Bache  Securities  Inc.,  the  index  of  con- 
sumer expectations  fell  by  1.2'''  between 


OIL  PRICES 
ARE  PLUMMETING. 


...BUT  THAT  ISN'T 
SLOWING  LAYOFFS 


the  beginning  of  the  year  and  Jan.  28, 
with  all  of  the  drop  coming  after  the 
first  few  days  of  conflict. 

Hardest  hit  so  far  has  been  the  auto 
industry.  More  than  50'/f  of  all  consum 
ers  now  feel  that  war  makes  this  a  bad 
time  to  buy  a  new  car,  reports  George 
Rosenbaum,  president  of  Leo  J.  Shapiro 
&  Associates,  a  Chicago  market  re^ 
search  firm,  and  that  percentage  has 
jumped  since  the  war  started.  Poor  sales 
have  led  the  Big  Three  auto  makers  to 
idle  at  least  11  final-assembly  plants, 
mostly  in  the  past  two  weeks. 
Japanese  carmakers  haven't 
been  spared,  either.  Citing  un- 
certainty caused  by  the  gulf 
conflict,  Honda  Motor  Co.  will 
cut  its  Japanese  production  of 
U.  S.-bound  autos  by  20,000  in 
February  and  March,  a  move 
that  will  slice  planned  1991  ex- 
ports to  the  U.  S.  by  b7'  . 

Retailers,  too,  are  hurting 
"Business  has  been  terrible 
since  the  war,"  says  a  cosmet- 
ics saleswoman  at  I.  Magnin  niili 


Inc.  in  Chicago.  "Fifteen  minutes  will  go 
by,  and  we  won't  see  anyone  walk 
through  the  store."  Awareness  of  war's 
terrible  consequences  has  robbed  con- 
spicuous consumption  of  much  of  its  sa- 
vor. "I've  cut  down  on  luxuries  like  cap- 
puccino and  Uixicabs,"  says  Jody  Miller, 
a  legal  headhunter  at  London  &  Co.  in 
New  York.  "Everything  pleasurable 
seems  ridiculous  when  people  are  being 
killed." 

Surprisingly,  some  residential  real  es- 
tate brokers  report  little  dropoff  in  busi- 
ness. "The  anticipation  rather  than  the 
reality  of  the  war  was  hindering  activi- 
ty," observes  Barbara  Corcoran,  presi- 
dent of  a  real  estate  agency  in  New 
York.  But  mortgage  applications  at 
Countrywide  Credit  Industries  Inc.,  a 
Pasadena  (Calif.)  mortgage  lender,  are 
down  10%  since  the  war  started,  accord- 
ing to  Vice-Chairman  Angelo  R.  Mozilo, 
and  he  expects  this  slowdown  to  last  as 
long  as  the  war. 

STAYING  HOME.  Travel,  too,  is  vulnerable 
to  war  fears.  Randy  Larson,  who  owns 
and  operates  two  hotels  in  Orlando,  wor- 
ries that  European  tourists  won't  come 
to  the  U.  S.  this  summer.  "Although  my 
heart  is  with  the  soldiers  in  the  gulf," 
says  Larson,  "I  can't  help  but  wonder 
what's  going  to  happen  to  my  business." 
Am.ericans  are  also  delaying  planning 
for  their  summer  vacation.  According  to 
Jerry  Cheske,  public  relations  director 
for  the  American  Automobile  Assn.'s  na- 
tional office  near  Orlando,  "aaa  clubs 
and  tour  offices  that  are  generally  busi- 
est this  time  of  year  are  empty." 

One  activity  that  the  war  hasn't 
stopped:  layoffs.  In  the  first  three  weeks 
of  January,  companies  announced  more 
than  55,000  permanent  staff  reductions, 
reports  labor  consultant  Dan  Lacey.  At 
this  rate,  the  first  quarter  is  going  to 
see  far  more  cutbacks  than  any  in  the 
last  year  (chart). 

Even  the  good  economic  news  is  tied 
to  the  gulf.  For  example,  with  Saudi  oil 
fields  looking  safe  for  now,  oil  is  hover- 
ing around  $21  a  barrel  (chart).  That 
represents  a  30%  drop  since  Jan.  15.  The 
price  plunge  will  cut  inflation,  put  bil- 
lions in  consumers'  pockets,  and  help 
undo  the  economic  downturn.  Any  Iraqi 
battlefield  successes,  however,  could 
make  oil  traders  jittery  again  and  push 
prices  back  up. 

Even  though  military  spending  won't 
reach  the  level  of  past  wars,  it's  still  one 
of  the  economy's  few  areas  of  strength. 
Increased  military  orders  provided  the 
bulk  of  tlie  4.4%  rise  in  durable  goods 
orders  reported  for  December.  And  with 
many  economists  now  foreseeing  a  bud- 
get deficit  of  at  least  $300  billion  this 
year,  spending  on  the  gulf  war  has  be- 
come the  only  countercyclical  fiscal  poli- 
cy that  is  politically  acceptable.  While 
I  military  spending  may  push  the  deficit 


higher,  Kurt  Karl,  senior  economist  at 
the  WEFA  Group,  sees  a  short,  intense 
war  boosting  growth.  According  to  his 
forecast,  gnp  could  grow  at  a  3.4%  rate 
in  the  second  quarter  and  do  even  better 
later  in  the  year. 

But  few  economists  are  willing  to 
guess  what  the  economy  will  do  if  the 
war  goes  on  for  longer  than  six  months. 
If  history  is  any  guide,  a  long  war  will 


pull  the  U.  S.  economy  out  of  its  slump. 
The  average  rate  of  gnp  growth  during 
the  Korean  and  Vietnam  Wars  was  al- 
most 67',  and  the  unemployment  rate  av- 
eraged less  than  4%.  But  war  on  that 
scale  would  be  a  high  price  to  pay  for  an 
end  to  any  recession. 

By  Michael  J.  Mandel,  with  Laura  Zinn 
in  Ncip  York.  Jauics  B.  Treece  in  Detroit, 
and  Irene  Reeio  in  Miami 


THE  GULF  WAR  I 


THE  FEDS  CAN'T  SPEND 
THEIR  WAY  OUT  OF  THIS  ONE 


The  slump  appears  immune  to  all  those  billions  in  outlays 


The  new  Congress 
is  just  getting  down 
to  business,  and  al- 
ready the  calls  for 
antirecessionary  ac- 
tion have  begun. 
Cut  taxes,  cry  the 
Republicans.  Create 
jobs  through  public-works  spending, 
shout  the  Democrats.  The  government, 
argue  the  lawmakers,  needs  to  jump- 
start  a  sagging  economy. 

Trouble  is,  the  government  is  already 
spending  tens  of  billions  more  than  last 
year — but  to  little  effect.  According  to 
the  Congressional  Budget  Office,  the 
Treasury  will  pump  out  about  $1.4  tril- 


ply  being  poured  down  the  drain.  For 
example,  the  CBO  expects  the  govern- 
ment to  spend  $45  billion  more  this  year 
to  bail  out  the  federal  deposit  insurance 
funds.  But  the  stimulus  of  that  spending 
is  almost  nil,  because  it  goes  only  to 
protect  existing  bank  accounts. 
LAME  BUCKS.  It  works  like  this:  Say 
Aunt  Tilly  had  $40,000  sitting  in  Colum- 
bia Savings  and  Loan  on  Jan.  25.  The 
next  day,  after  the  feds  took  over  the 
failed  thrift,  Tilly  still  had  every  dime 
tucked  safely  away.  Although  the  gov- 
ernment is  protecting  Tilly's  passbook, 
she  probably  isn't  changing  her  spend- 
ing patterns  a  bit.  As  economic  stimulus, 
the  whole  sorry  transaction  is  just  about 


BIG  SPENDING,  BUT  IT 
WON'T  SPUR  THE  ECONOMY 


▲  BILLIONS  OF  DOLUiRS 


•90  '91 
DATA.  CONGRESSIONAL  BUDGET  OFFICE 


lion  in  fiscal  1991,  which  began  Oct.  1. 
Subtracting  $62  billion  in  higher  tax  col- 
lections, that  means  the  government  will 
spend  an  extra  $78  billion. 

In  theory,  that  rise  in  government  out- 
lays should  spur  the  economy.  But  all 
spending  isn't  created  equal.  To  boost 
the  economy,  government  expenditures 
must  change  people's  behavior — by  en- 
couraging consumers  to  buy  or  pushing 
business  to  expand.  Unfortunately,  most 
of  the  net  new  federal  outlays  are  sim- 


worthless.  "All  the  government  is  do- 
ing," says  William  C.  Melton,  chief  econ- 
omist for  IDS  Financial  Services  Inc.,  "is 
exchanging  one  liability  for  another." 

For  every  $10  billion  the  government 
spends  to  bail  out  the  troubled  thrifts 
and  banks,  it  produces  only  about  $1.2 
billion  in  added  gross  national  product, 
estimates  DRi/McGraw-Hill.  Joel  Prak- 
ken,  vice-president  at  economic  consult- 
ing firm  Lawrence  Meyer  &  Associates, 
believes  even  that  is  optimistic.  "There 
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is,"  he  says  flatly,  "no  net  fiscal  stimu- 
lus from  the  bailout." 

It  isn't  much  better  with  another  gold- 
plated  expenditure:  interest  on  the  debt. 
The  government  will  pay  its  creditors 
nearly  $200  billion  in  net  interest  this 
year — $15  billion  more  than  in  fiscal 
1990.  But  here,  too,  it  will  get  very  little 
bang  for  its  buck.  About  207'  goes  to 
overseas  investors,  who  might  use  the 
money  to  stimulate  the  economies  of  Ja- 
pan or  Germany  but  aren't  likely  to 
spend  very  much  of  it  here.  Much  of  the 
rest  goes  to  pension  funds  that,  by  their 
nature,  save  rather  than  consume.  DRI/ 
McGraw-Hill  sees  net  interest  payments 
adding  almost  nothing  to  economic  activ- 
ity— no  more  than  $500  million  in  extra 
GXP  for  every  $10  billion.  In  a  $5.5  tril- 
lion economy,  "that's  just  noise,"  says 
DRI  economist  David  Kelly. 

The  government's  spending  still  packs 
some  wallop.  Last  year's  budget  agree- 
ment increased  benefits  for  many  "safe- 
ty net"  programs.  With  tens  of  thou- 
sands of  workers  losing  their  jobs  to  the 
recession,  the  government  will  pay 
about  $6  billion  more  this  year  in  unem- 
ployment compensation  and  will  shell 
out  about  $17  billion  more  for  food 
stamps,  medicaid,  child  nutrition,  and 
welfare.  Because  those  payments  go  to 
people  on  the  economic  edge,  virtually 
all  of  the  money  gets  spent. 
KHAKI  GOLD.  And  then  there's  Operation 
Desert  Storm,  potentially  a  windfall  for 
the  economy.  DRI  and  Meyer  &  Asso- 
ciates say  that  defense  spending  pro- 
vides more  stimulus  than  almost  any- 
thing else  the  government  does.  That's 
because  much  of  the  money  is  spent  on 
manufactured  goods,  producing  both 
high  wages  and  capital  investment.  For 
now,  the  war  is  being  fought  largely  out 
of  inventory — but  that  materiel  will 
eventually  have  to  be  replaced. 

Some  of  this  new  spending  is  being 
offset  by  a  $(i2  billion  tax  hike.  True,  the 
recession  has  slowed  the  government's 
revenue  take  in  recent  months.  But  the 
CBO  expects  that  a  modest  increase  in 
wages  and  profits  will  boost  tax  reve- 
nues over  the  course  of  the  year  by 
some  $44  billion.  In  addition,  last  year's 
deficit  agreement  raised  taxes  by  about 
$18  billion  for  fiscal  1991.  But  that  mon- 
ey is  sucked  out  of  the  economy. 

It's  no  wonder  jioliticians  are  frustrat- 
ed. A  deficit  that  swells  in  a  recession 
should  be  a  tonic  for  a  sickly  economy. 
Unfortunately,  much  of  the  money  is  go- 
ing to  pay  off  old  lous  for  the  excesses 
of  the  1980s.  The  government  has  no 
choice  but  to  pour  more  money  into  the 
bottomless  pits  of  interest  and  deposit 
insurance.  But  !on't  expect  this  spend- 
ing to  hasten  the  end  of  the  recession. 
By  Howard  Gi.'kman  in  Washington 


THE  GULF  WAR  I 


THE  SCUDS  SCORE  DIRECT  HITS 
ON  ISRAEL'S  ECONOMY 


Sales  and  construction  are  do'wn,  and  Tel  Aviv  is  quiet  by  3  p.m. 


Almost  every  night, 
air     raid  sirens 
J*\       sound  across  Israel. 

\  i  _\      All  too  often,  they 

are  followed  by  the 
flash  and  boom  of 
Iraqi  Scud  missiles 
crashing  to  the 
ground  or  being  blown  out  of  the  sky  by 
U.  S.  Patriots.  Saddam  Hussein  is  doing 
his  best  to  draw  Israel  into  the  war — 
and,  he  hopes,  put  the  Arab  partners  of 
the  coalition  arrayed  against  him  on  the 
defensive. 

While  war  is  far  from  novel  for  Israe- 
lis, ballistic  missile  attacks  are.  The 
Scuds  are  changing  the  patterns  of  daily 
life  and  taxing  the  economy.  Saddam  has 
made  Tel  Aviv  his  prime  target.  So  the 
normally  vibrant  commercial  capital, 
dublied  by  Israelis  the 
"24-hour  city,"  is  now 
a  ghost  town  by  dusk. 
Banks  close  at  2  p.m. 
instead  of  the  usual 
5:30,  the  stock  ex- 
change has  moved  up 
trading  hours,  and 
many  offices  are  emp- 
ty by  3.  By  then,  the 
roads  leading  out  of 
the  city  are  jammed 
with  citizens  rushing 
to  spend  the  night  in 
safer  environs. 
COLD  WATER.  The  dis- 
ruption has  poured 
cold  water  on  an  econ- 
omy that  was  expect- 
ed to  heat  up  this 
year,  spurred  by  the 
Herculean  effort  to 
house  hundreds  of 
thousands  of  Soviet 
immigrants.  Sales  of 
clothing,  furniture, 
and  consumer  electronics  are  down  at 
least  507'.  "The  standstill  in  sales  will 
soon  lead  to  a  wave  of  bankruptcies," 
warns  Daniel  Gillerman,  president  of  the 
Israel  Chamber  of  Commerce. 

War  has  scared  away  virtually  all 
tourists,  who  usually  chip  in  $2  billion  a 
year  to  the  economy.  "Overnight  refu- 
gees" from  Tel  Aviv  are  the  only  guests 
the  hotels  in  Jerusalem  and  Eilat  on  the 


■  HIGHWAY  TO  SAFETY:  AT  DUSK, 
TEL  AVIV  RESIDENTS  DESERT  THE  CITY 


Gulf  of  Aqaba  are  getting.  Construction 
companies,  which  had  expected  to  grow 
fat  building  apartments  for  Russian  emi- 
gres, have  ground  to  a  halt.  Half  of 
their  workers  are  Palestinians  who  can't 
leave  the  West  Bank  and  Gaza  because 
of  a  curfew. 

Some  of  Israel's  leading  export  com- 
panies did  cushion  themselves  by  work- 
ing extra-fast  before  the  war.  "We  are 
now  a  month  ahead  of  normal  in  terms 
of  our  shipments  abroad,"  says  Yair 
Shamir,  general  manager  of  Scitex 
Corp.,  which  supplies  advanced  imaging 
equipment  for  the  publishing  industry. 

The  effects  of  the  war  have  already 
cost  Israel  about  $2  billion  in  economic 
activity,  or  47  of  gross  national  product. 
Israel  could  recoup  much  of  the  damage 
if  the  war  ends  quickly,  but  "if  the  situa- 
tion continues  for 
more  than  a  month, 
the  impact  on  the 
economy  will  be  ex- 
tremely significant," 
warns  Amiram  Sivan, 
chief  executive  of 
Bank  Hapoalim. 
FAIR  SHARE.  Jerusalem 
is  getting  set  to  dole 
out  emergency  credit 
and  has  taken  over 
the  business  of  insur- 
ing the  national  air- 
line, El  Al,  and  other 
shippers,  after  Lloyd's 
of  London  boosted 
premiums  on  Israeli 
cargoes  twentyfold. 
The  Israelis  are  also 
looking  for  a  hand 
from  Uncle  Sam.  They 
feel  they  deserve  a 
share  of  the  largesse 
being  handed  out  to 
countries  such  as 
Egypt,  Turkey,  and  Syria.  Finance  Min- 
ister Yitzhak  Moda'i  told  visiting  Deputy 
Secretary  of  State  Lawrence  S.  Eagle- 
burger  that  Israel  needs  $13  billion  to 
offset  the  war  losses  and  house  the  Rus- 
sian emigres.  While  Israel  may  not  get 
anything  near  $13  billion,  it  surely  has 
helped  its  case  by  resisting  Saddam's 
provocations  and  staying  out  of  the  war. 

Bxj  Neal  Sandler  in  Jerusalem 


24BUSllslESS  WEEK/FEBRUARY  11.  1991 


THE  GULF  WAR 


■  THE  EMIR:  SOME  WANT  TO  SEE  HIM  BECOME  A  CONSTITUTIONAL  MONARCH 


POSTWAR  KUWAIT  COULD  BE 
A  POLITICAL  PANDORA'S  BOX 


A  growing  opposition  is  demanding  a  say  in  managing  the  country 


Ahmed  al-Khatib,  a 
soft-spoken  former 
member  of  the  Ku- 
waiti National  As- 
sembly, has  a  tough 
message  for  the  lit- 
tle emirate's  ruling 
family.  "The  Ku- 
waiti people  are  disgusted  by  the  al-Sa- 
bah  family  and  the  way  they  behave," 
says  al-Khatib  over  a  cup  of  tea  in  a 
London  hotel.  "There  is  near  unanimity 
among  Kuwaitis  that  we  can't  go  back 
to  autocratic  rule." 

As  the  U.  S.  and  allied  forces  battle  to 
liberate  Kuwait  from  the  Iraqis,  debate 
is  heating  up  among  the  400,000  Ku- 
waitis living  in  exile  in  London,  Cairo, 
and  Saudi  Arabia  about  their  political 
future.  A  broad  spectrum  of  these  Ku- 
waitis, including  merchants  and  academ- 
ics, say  they  want  a  bigger  voice  in  the 
ruling  of  the  country.  In  particular,  they 
want  more  control  over  the  emirate's 
vast  oil  wealth  and  $100  billion  overseas 
portfolio.  While  most  activists  are  now 
acting  with  restraint,  many  observers 
think  a  power  struggle  might  break  out 
once  Kuwait  is  liberated.  That  could 
complicate  American  and  Saudi  attempts 
to  establish  security  in  the  Persian  Gulf 
once  the  war  with  Iraq  is  over. 

Al-Khatib  was  one  of  eight  opposition 
leaders  whom  the  al-Sabahs  jailed  last 
spring  during  a  wave  of  pro-democracy 


ferment.  But  this  time,  the  activists  have 
a  lot  more  ammunition.  Emir  Jaber  al- 
Ahmad  al-Sabah's  clumsy  handling  of 
Saddam  Hussein  before  the  Aug.  2  inva- 
sion and  the  royal  family's  hasty  flight 
during  it  have  hurt  the  ai-Sabahs'  credi- 
bility with  ordinary  Kuwaitis. 
BACK-ROOM  MEETINGS.  Some  Kuwaitis 
are  going  much  further.  "It  is  now  time 
for  Kuwait  to  move  ahead  to  a  full- 
fledged  democracy,  with  a  party  system 
and  a  rotation  of  government,"  says  Ah- 
med al-Nafisi,  the  editor-in-chief  of  al 
Talia,  a  Kuwaiti  opposition  magazine. 
He  would  give  the  Emir  and  Crown 
Prince  a  role  in  a  constitutional  monar- 
chy— but  the  rest  of  the  1,000-odd  ruling 
family  would  lose  their  privileges. 

While  the  majority  of  Kuwaitis  are 
not  so  radical,  the  shock  of  war  and  new 
Western  influences  have  shifted  the  po- 
litical climate  decisively  in  favor  of  wid- 
ening participation  in  government.  Bow- 
ing to  the  pressure,  the  al-Sabahs,  who 
held  most  key  government  positions  be- 


A  big  unknown:  The  reaction 
of  300,000  Kuwaitis  who 
stayed  behind  and  suffered 
under  Iraqi  occupation 


fore  the  invasion,  are  now  convening 
closed-door  meetings  on  the  country's 
future  with  small  groups  of  influential 
Kuwaitis  in  Jiddah,  Saudi  Arabia.  Saad 
al-Al)dullah  al-Sabah,  the  Crown  Prince 
and  Prime  Minister,  has  already  pledged 
to  abide  by  the  1962  constitution,  which 
would  mean  restoring  the  National  As- 
sembly that  the  al-Sabahs  dissolved  in 
1986.  But  the  opposition  is  not  convinced 
of  his  sincerity.  They  fear  that  once  Ku- 
wait is  regained,  the  rulers  will  use  mar- 
tial law  to  hang  on  to  power.  "The  real 
purpose  will  be  to  crack  down  on  dissi- 
dents," says  one  Kuwaiti  financier. 

Government  officials  such  as  Planning 
Minister  Suleiman  al-Mutawa  say  such 
fears  are  unfounded.  "It's  just  a  matter 
of  priorities,"  he  says,  pointing  out  that 
the  first  order  of  business  will  be  restor- 
ing essential  services. 
BIG  IMPACT.  The  U.  S.  and  its  allies 
haven't  focused  on  the  implications  of  a 
power  struggle  after  Kuwait  is  liberat- 
ed. Shrugging  off  charges  that  the  allies 
are  shedding  blood  to  restore  a  feudal 
monarchy,  an  Administration  official 
says:  "The  legitimate  government  is  the 
one  ousted  from  power."  But  the  situa- 
tion could  grow  awkward  for  Washing- 
ton if  pro-democracy  agitation  gets  go- 
ing while  U.  S.  troops  are  still  in  Kuwait. 

Kuwait's  incipient  democracy  move- 
ment could  also  have  a  big  impact  across 
the  entire  gulf.  Although  Kuwait  had  a 
freewheeling  assembly  before  the  al-Sa- 
bahs' 1986  crackdown,  there  was  little 
echo  in  neighboring  countries.  That  has 
all  changed.  The  war  has  already  em- 
boldened liberal  elements  within  Saudi 
Arabia.  In  response.  King  Fahd  has  an- 
nounced that  long-standing  plans  for  a 
consultative  assembly  would  be  activat- 
ed following  the  crisis.  But  that  would 
be  only  a  small  step,  and  conservative 
Saudis  fear  a  domino  effect  from  Ku- 
wait. "This  could  provoke  a  lot  of  de- 
mands for  political  change  down  the 
gulf,"  says  a  British  official. 

One  big  unknown  in  this  equation  is 
the  reaction  of  the  300,000  or  so  Ku- 
waitis who  stayed  behind  and  suffered 
under  Iraqi  occupation.  The  pro-democ- 
racy activists  assume  these  people  will 
be  in  their  camp.  Maybe.  But  passions 
could  run  high  among  the  Kuwaiti  peo- 
ple, many  of  whom  are  now  armed  and 
may  feel  hostile  toward  plush-living  ex- 
iles— and  that  includes  the  activists. 
They  may  also  have  scores  to  settle 
against  resident  Palestinians  and  others 
perceived  to  have  sided  with  the  Iraqis. 
"When  the  occupation  ends,"  predicts  a 
Western  diplomat  in  Saudi  Arabia, 
"there  will  be  a  period  of  bloodletting." 
The  ouster  of  the  Iraqis  may  not  bring 
an  end  to  the  turmoil  in  Kuwait. 

By  Mark  Maremont  in  London,  John 
Rossant  in  Riyadh,  and  Marilyn  Achiron 
in  Cairo 
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CORPORATE  PROFITS  I 


IT  WAS  A  SWELL  QUARTER 
—IF  YOU  WERE  IN  OIL 


Energy  profits  staged  a  spectacular  comeback,  but  nearly  every  other  sector  took  a  beating 


In  the  Inst  quarter  of  1.990, 
the  fortunes  of  the  oil  and 
retail  industries  diverged 
sharply.  Energy  producers 
ben  efi  ted — p  e  rh  aps  ni  o  re 
than  they  wanted  to— from 
high  crude  prices,  while  re- 
tailers suffered  through  a 
cheerless  Christmas.  The 
sharp  contrasts  between  the 
industries  should  continue 
through  this  year. 

'I  JUST  CAN'T  THINK 
ABOUT  SHOPPING' 


For  retailers,  the  outbreak  of 
war  capped  a  year  of  relent- 
lessly bad  news.  Even  gener- 
ally bargain-hungry  shoppers 
shunned  the  malls  outright 
once  the  bombing  started  on 
Jan.  16.  Take  Jeannette  Sca- 
lia,  a  New  York  hairstylist. 
She  visited  a  Connecticut  mall 
after  Christmas  and  "was  so 
amazed  at  how  prices  had 
come  down  that  I  could  have 
shopped  all  day."  But  then 
two  of  Scalia's  cousins 
shipped  out  to  Saudi  Arabia. 


NEIMAN  MARCUS:  TOUGH  GOING 
IN  THE  CARRIAGE  TRADE 


"Now,  I  just  can't  think  about 
going  shopping  for  any  rea- 
son," she  says.  She  isn't 
alone.  In  the  first  week  of 
war,  many  mall  developers 
and  retailers  reported  sharply 
lower  traffic. 

Dramatic  as  it  was,  the 
plunge  in  business  in  mid-Jan- 
uary should  have  a  relatively 
small  impact  on  retailers'  re- 
sults for  the  latest  quarter, 
which  ends  in  late  January 
for  most  chains.  The  reason; 
The  crucial  Christmas  season, 
dampened  by  war  jitters  and 
recession,  was  already  dismal. 
R.  H.  Macy  &  Co.  reported 
that  its  December  same-store 
sales  dropped  11.87f  .  Analysts 
believe  highfliers  such  as 
Nordstrom  Inc.  will  also  re- 
port ];ioor  same-store  results. 
RESIGNED.  The  war  isn't  all 
that's  wrong  with  retailers. 
They  have  plenty  of  long- 
range  problems,  including  a 
surplus  of  store  space,  a  su- 
perabundance of  debt,  and  a 
customer  base  that's  growing 
older  and  slower  to  part  with 
a  dollar.  Carl  Steidtmann, 
chief  economist  at  retail-con- 
sulting firm.  Management  Ho- 
rizons, predicts  that  in  a  best- 
case  scenario — peace  by  Mar. 
31 — retail  sales,  adjusted  for 
inflation,  will  still  be  down  2% 
in  the  first  quarter,  up  27(  in 
the  second,  and  only  27'  to  3% 
ahead  for  the  entire  year.  In- 
dustry profits  will  be  off  even 
more  in  the  first  quarter — as 
much  as  30%,  according  to  an- 
alyst Thomas  H.  Tashjian  of 
Seidler  Amdec  Securities  Inc. 

Most  retailers  seem  re- 
signed to  lean  times  for  the 
foreseeable  future.  Neiman 
Marcus  Group,  which  plans  to 
upgrade  stores  even  as  the 
slump  continues,  has  already 
announced  that  it  expects 
sales  for  its  1991  fiscal  year, 
which  ends  in  July,  to  grow 
only  1%  or  so,  with  no  earn- 


ings increases.  Retailers  that 
offer  customers  great  bar- 
gains will  likely  do  best: 
Costco  Wholesale  Corp.,  an 
operator  of  membership  ware- 
house discount  clubs,  has  al- 
ready surpassed  analysts' 
earnings  estimates. 

Purveyors  to  the  carriage 
trade,  such  as  Neiman  Mar- 
cus' Bergdorf  Goodman  and 
The  Limited's  Henri  Bendel, 
will  find  the  going  toughest. 
"The  whole  mentality  of  con- 
spicuous consumption  is 
changing,"  says  Walter  Levy, 
a  New  York-based  retail  con- 
sultant. "The  people  who  will 
suffer  are  the  ones  selling 


$2,000  silk  dresses."  Silk- 
stocking  investors,  too,  are 
bound  to  suffer  as  they  watch 
retail  profits  deteriorate  even 
further. 

By  Laura  Zinn  in  New  York 

WHY  BIG  OIL 
LOVES  CHEAPER  OIL 


Phillips  Petroleum  Co.  Presi- 
dent Glenn  A.  Cox  was  ner- 
vous. Ignoring  onetime 
charges,  his  company  was 
looking  at  an  eightfold  jump 
in  fourth-quarter  net  income, 
to  $218  million.  He  feared  a 
1970s-style  barrage  of  pro- 


THE  FOURTH 
QUARTER:  AN 
EARLY  LOOK 

If  you're  searching  for  signs 
that  the  recession  has  bot- 
tomed out,  don't  look  here.  Ex- 
cept for  a  few  companies  with 
special  stories — and  generally 
stellar  results  from  Big  Oil — 
profits  for  1990's  fourth  quar- 
ter were  pretty  dismal.  Among 
the  powerhouse  companies 
turning  in  pipsqueak  reports 
were  Morgan  Stanley,  widely 
hailed  as  one  of  Wall  Street's 
more  solid  citizens.  Profits  not 
only  fell  well  below  the  ana- 
lysts' consensus  but  also  Mor- 
gan disclosed  that  it  hadn't 
earned  a  penny  from  its  equity 
stakes  in  leveraged  buyouts.  A 
year  earlier,  such  investments 
had  returned  more  than  $137 
million.  Despite  the  gulf  war 
buildup,  big  Pentagon  suppli- 
ers showed  lackluster  gains,  or, 
as  in  Martin  Marietta's  case, 
declines  from  a  year  ago. 
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tests  and  windfall-profits  tax- 
es. Like  many  companies, 
Phillips  soaked  up  some  prof- 
its by  writing  off  millions  as 
reserves  for  meeting  environ- 
mental cleanup  regulations. 
But,  concedes  Cox,  "we  were 
about  to  run  into  difficulties." 

Then  came  Jan.  16.  When 
the  bombing  of  Iraq  started, 
oil  prices  didn't  rise  as  expect- 
ed. Instead,  they  crashed — af- 
ter traders  noted  that  crude 
supplies  weren't  endangered 
and  that  governments  were 
opening  strategic  reserves. 

Although  it's  hard  to  imag- 
ine, oilmen  actually  welcomed 
the  market's  reaction.  Sure, 
they  print  money  pumping 
$30  oil — as  fourth-quarter 
profits  indicate  (table).  But 
tamer  prices,  now  around  $21 
a  barrel  from  $32  on  Jan.  16, 
offer  other  benefits.  Gasoline 
prices  drop,  blunting  anti-oil 
fervor.  Now,  few  in  the  indus- 
try worry  about  the  four 
windfall-profits  tax  bills  be- 
fore Congress.  Even  better, 
stable  $20  crude  is  nearly  ide- 
al for  large  integrated  compa- 
nies: Both  refining  and  pro- 


FILLING  UP:  DOWNSTREAM  PROFITS  SHOULD  IMPROVE,  TOO 


duction  operations  can  make 
money  without  drawing  heat. 

Big  Oil's  comfortable  cir- 
cumstances should  persist  if 
oil  prices  average  $20  to  $25  a 
barrel.  And  prices  should  stay 
in  that  range  as  long  as  sup- 
ply and  demand  maintain 
their  delicate  balance. 

The  world  has  replaced  the 
4  million  barrels  a  day  of  lost 
Kuwaiti  and  Iraqi  exports. 
Restoring  that  output  could 
add  to  already  strong  sup- 


plies, causing  prices  to  crash. 
But  many  experts  feel  Saudi 
Arabia,  vi'hich  has  made  up 
75%  of  the  shortfall,  will  curb 
output  to  control  any  glut. 
Prices  near  $20  a  barrel  make 
it  easier  to  pay  hefty  war 
costs.  They  also  fit  U.  S.  goals 
by  braking  imports  without 
stalling  the  economy,  notes 
analyst  Adam  E.  Sieminski  of 
County  NatWest  in  Washing- 
ton. "Twenty  dollars  seems 
to  be  the  price  that  works 


politically  and  economically," 
he  says. 

It  would  suit  Big  Oil.  Con- 
necticut consultant  John  S. 
Herold  Inc.  reports  that  the 
cost  of  finding  a  barrel  of  oil 
has  plunged  from  $7.68  to 
$5.52  since  1985 — helping 
companies  make  a  profit  on 
$20  oil.  "We  couldn't  have 
done  that  in  the  early  1980s," 
says  one  industry  executive. 
NEW  REGS.  The  retail  gasoline 
liusiness  should  also  fare 
well.  After  crashing  last  fall, 
"downstream"  profit  margins 
have  jumped  as  oil  prices 
have  eased.  The  net  margin  at 
a  Gulf  Coast  refinery  is  a  sol- 
id $1.43  a  barrel,  well  above 
December's  loss  of  $1.50  per 
barrel,  says  Houston  consul- 
tant Purvin  &  Gertz  Inc. 

Big  Oil  isn't  home  free, 
though.  Companies  vi'ill  soon 
have  to  meet  environmental 
regulations  that  could  force 
some  $30  billion  in  new  invest- 
ment. But  they'll  be  able  to 
bank  some  earnings  first. 

By  Mark  Ivey  in  Houston  and 
Todd  Vogel  in  Connecticut,  with 
Robert  Buderi  in  New  York 
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COMPUTERS  I 


O.K.,  IT  WAS  JUST 

ONE  QUARTER.  STILL . . . 


Earnings  gains  at  IBM,  DEC,  and  DG  offer  hope  for  computer  makers 


DATA  GENERAL'S 
AVIION  TAKES  OFF 


50 


ESTIMATED  OUARTERIY 
SALES  OF  AVIION 
WORKSTATION 


January  hasn't  brought  much  good 
news,  except  to  New  York  Giants 
fans,  but  computer  makers  did  their 
part.  IBM,  Digital  Equipment,  and  Data 
General  reported  earnings  for  the  quar- 
ter ended  Dec.  that  far  surpassed 
Wall  Street's  expectations. 

Don't  start  thinking  that  great  times 
are  just  ahead  for  computer  makers, 
though.  The  consensus 
prediction  that  1991  will 
be  a  tough  year  hasn't 
changed  a  bit.  Big  1990 
losses  at  Wang  Labora- 
tories Inc.  and  Unisys 
Corp. — $665  million  and 
$436.7  million,  respec- 
tively— are  a  reminder 
of  the  difficult  climate. 
And  some  of  the  good 
results  may  be  an 
anomaly,  notes  Marc  G. 
Schulman,  an  analyst  at 
UBS  Securities  Inc.  In 
the  December  quarter, 
he  says,  buyers  were 
rushing  to  spend  the 
last  of  their  1990  budgets — money  that 
had  been  allocated  long  before  the  reces- 
sion set  in.  "It's  very  inappropriate  to 
extrapolate  from  these  results,"  warns 
Schulman. 

Still,  the  earnings  surprises  at  DG, 
DEC,  and  IBM  demonstrate  that  at  least 
some  companies  are  adapting  well  to  a 
market  that  is  shifting  to  more  standard- 
ized products  from  older,  proprietary  de- 
signs. Built  largely  from  off-the-shelf 


components,  these  machines  require 
fewer  engineers  to  design  and  far  fewer 
assembly-line  workers  to  build. 

Personal-computer  makers,  which 
have  long  operated  on  this  model,  have 
generally  continued  to  fare  well.  For  ex- 
ample, on  Jan.  30  Compaq  Computer 
Corp.  reported  a  ST/''  jump  in  earnings, 
to  $455  million,  in  1990.  Worldwide  sales 


DEC  PARES  ITS 
WORK  FORCE 


IBM  REBOUNDS 
IN  SERVICES 
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SHARE  OF  TOTAL  REVENUES 
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A  THOUSANDS  OF  EMPLOYEES 
DATA:  COMPANY  REPORTS 


advanced  257',  to  $3.6  billion — despite  a 
tepid  5"^'  revenue  gain  in  the  sluggish 
North  American  market.  Apple  Comput- 
er Inc.  and  Microsoft  Corp.  also  reported 
better-than-expected  earnings  in  the  De- 
ceml)er  quarter. 

Even  as  growth  in  their  markets  has 
slowed,  microcomputer  makers  have 
generally  been  spared  the  wrenching  ad- 
justments that  the  old-line  computer 
makers  are  enduring.  Perhaps  the  most 


dramatic  downsizing  has  taken  place  at 
Data  General  Corp.  It  laid  off  2,000  peo- 
ple in  August,  reducing  total  head  count 
to  9,300— from  17,700  in  1987.  It  has  also 
closed  two-thirds  of  its  factory  space. 
Meanwhile,  revenue  has  contracted 
slightly,  to  $1.2  billion.  Yet  despite  DG's 
painful  efforts  to  remain  lean  and  nim- 
ble, the  company  hasn't  shown  an  annu- 
al profit  for  five  years. 
STOCK  SURGE.  So  when  DG  reported  a 
$15.5  million  profit  on  revenues  of  $312 
million  for  the  quarter  ended  Dec.  31, 
the  company's  stock  nearly  doubled  in 
one  day,  closing  at  SVi  on  Jan.  24.  New 
models  had  revived  sales  of  the  propri- 
etary Eclipse  minicomputer  line.  And 
sales  of  the  new  Aviion  line,  built  to 
industry  standards,  are  growing  at  30% 
per  quarter — partly  be- 
cause of  big  orders 
from  the  Interior  Dept. 
and  U.  S.  Sprint  Com- 
munications Co.  (chart). 

Much  of  the  credit 
for  the  turnaround, 
which  many  analysts 
predicted  wouldn't 
show  up  until  the 
March  quarter,  goes  to 
President  Ronald  L. 
Skates,  who  took  over 
operations  in  1988  and 
quickly  slashed  DG's 
ambitious  research  bud- 
get. "Our  spending  on 
R&D  was  enough  to  sup- 
port a  $12  billion  company,"  he  says. 

DEC  is  also  earning  Wall  Street's  ap- 
plause for  facing  up  to  its  bloated  costs. 
"They're  finally  doing  what  needs  to  be 
done,"  says  Stephen  Cohen,  a  computer 
analyst  with  Soundview  Financial  Group 
Inc.  in  Stamford,  Conn.  DEC  recently  an-|j 
nounced  its  first  layoff,  of  3,500  employ- 
ees. That  follows  a  voluntary  retirement  |(j 
program  that  cut  2,500  workers  earlier 
this  fiscal  year.  The  reductions  (chart) — 
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AN  'INFORMATION 
SUPERHIGHWAY'? 


Could  it  be?  Is  the  laissez-faire  gang 
at  the  White  House  about  to  adopt 
an  initiative  that  comes  dangerous- 
ly close  to  industrial  policy? 

The  answer  is  yes.  The  Bush  Adminis- 
tration, worried  that  the  U.  S.  may  lose 
its  lead  in  computer  technology  to  Japan, 
has  signed  on  to  an  idea  first  promoted 
by  Senator  Albert  Gore  Jr.  (D-Tenn.)  to 
develop  a  high-speed  national  computer 
network  and  a  new  generation  of  swift 
supercomputers. 
The  scheme  is  the  heart  of  the  Admin- 


istration's 1992  science  and  technology 
budget.  Set  for  release  on  Feb.  4,  the 
budget  lays  out  a  multibillion-dollar,  five- 
year  plan  with  fiscal  1992  funding  rough- 
ly $150  million  above  current  levels  for 
networks  and  advanced  computing. 

The  goal:  to  build  faster  and  more  so- 
phisticated hardware  and  software  and 
link  it  all  via  what  Gore 
calls  an  "information  su- 
perhighway." Far-flung 
researchers  could  hook 
up  with  libraries,  data 
bases,  and  vastly  im- 
proved supercomputers. 

If  it  all  works,  scien- 
tists would  be  able  to  use 
the  new  machines  and 


The  high-speed 
national  computer 
network  would 
cost  billions 


speedier  networks  to  run  increas' 
elaborate  computer  models  of  every | 
from  the  beginning  of  the  universe  t| 
Earth's  climate.  "Every  individual 
have  at  his  command  information! 
computational  ability  unknown  befcj 
the  world,"  gushes  Represent! 
George  E.  Brown  Jr.  (D-Calif.). 

Lingering  gripes  v 
the  Administration 
the  project  amount( 
industrial  policy 
swept  away  by  the  p|(f 
fence  of  Bush's  sc 
adviser,  D.  Allan  I 
ley,  and  by  a  mid-D' 
ber  meeting  between 
get  Director  Richar 
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iar( 


.7;  of  dec's  more  than  121,000  employ- 
ees— should  eventually  shave  $600  mil- 
lion from  dec's  annual  costs.  More  im- 
mediately, the  cuts  will  help  boost 
earnings,  to  $4.10  per  share  this  fiscal 
year  and  to  $6  the  next,  Cohen  says. 

But  DEC  still  has  trouble  with  the  top 
line.  In  the  latest  quarter,  product  reve- 
nues were  up  only  from  a  year  earli- 
er. Production  snags  inhibited  deliveries 
of  its  9000  mainframe,  and  the  compa- 
ny's \'AX  minicomputer  business  contin- 
ues to  lose  ground  to  desktop  comput- 
ers, particularly  workstations.  One 
bright  spot  for  DEC:  so-called  systems- 
integration  services — helping  customers 
plan  and  build  custom  computer  applica- 
tions and  networks. 

RENEWED  VIGOR.  Only  at  IBM  have 
strong  earnings — net  profits  of  nearly 
$2.5  billion  on  $23  billion  in  revenues  in 
the  December  quarter — actually  reflect- 
ed a  true  resurgence  in  the  market.  Ana- 
lysts and  competitors  say  that  IBM's 
product  line  is  stronger  than  it  has  been 
in  years.  New  mainframes  and  $1  billion 
in  engineering  workstation  sales  helped 
push  Big  Blue's  U.  S.  revenues  up  bv 
5%,  to  $27  billion,  for  1990.  That's  the 
first  domestic  gain  in  five  years.  Earn- 
ings also  benefited  from  favorable  cur- 
rency translations,  a  low  tax  rate,  and 
substantial  growth  of  systems  integra- 
tion and  other  customer-support  services 
(chart).  Analyst  Rick  J.  Martin  of  Pru- 
dential-Bache  Securities  Inc.  projects 
earnings  of  $11.10  a  share  for  1991,  a 
increase. 

If  IBM  and  DEC,  the  industry's  No.  1 
and  No.  2,  are  indeed  regaining  their  old 
strength,  a  new  question  arises:  Who's 
going  to  get  hurt?  Dozens  of  computer 
makers  have  thrived  by  stealing  market 
share  from  IBM  and  DEC.  But,  as  Cohen 
points  out,  "when  the  fat  guy  sits  down 
on  the  bench,  somebody  gets  squeezed 
off  the  end."  Those  little  guys  on  the 
end  had  better  watch  out. 

By  John  W.  Verity  in  New  York  and 
Geoffrey  Smith  in  Boston 


man  and  heads  of  nine  computer  compa- 
concerned  about  U.  S.  competitiveness, 
ough  the  money  will  benefit  computer 
communications  companies,  the  Admin- 
ition  sees  the  plan  as  boosting  scientific 
arch  rather  than  a  particular  industry, 
at  given  the  monumental  task  of  devis- 

the  needed  hardware  and  software, 
:ing  everyone  up  to  networks  may  take 
des.  The  project  still  needs  a  green 
;  from  lawmakers,  who  predict  that 
ling  it  will  require  cuts  in  other  mega- 
ice  projects,  such  as  the  supercollider. 
:  means  skirmishes  ahead.  But  with 

introduced  this  year  by  Brown  and 
;  and  firm  White  House  support,  the 
set  looks  like  a  budget  winner. 

By  John  Carey  in  Washington 


PUBLISHING  I 


THE  FATHER-SON  SAGA 
AT  HARCOURT  BRACE 


The  Jovanovich  power  struggle  ends  in  a  deal  with  General  Cinema 


ours  after  unveiling  plans  to  sell 
the  company  to  General  Cinema 
Corp.,  Chief  Executive  Peter  Jo- 
vanovich  joined  underlings  at  Harcourt, 
Brace,  Jovanovich  Inc.  to  toast  the  deal 
with  champagne.  If  bondholders  ap- 
prove, the  merger  would  lift  a  crushing 
debt  burden  from  the  publishing  compa- 
ny. Yet  for  Jovanovich,  the  bubbly  may 
have  left  a  bittersweet  aftertaste.  For 
the  Jan.  24  news  came  after  months  of 
rancor  with  his  father,  HB.)  patriarch 
William  Jovanovich. 

At  the  heart  of  the 
dispute  were  William's 
complaints — voiced  to 
directors  who  have 
told  their  story  to 
ersixE.s.s  WEEK— that 
his  son  was  not  cut 
out  to  run  HB.J.  Dis- 
couraging words  for 
any  son  at  any  time. 
But  they  came  even  as 
publishing  operations 
were  turning  around. 

At  first,  directors 
tried  to  defuse  the 
tension  by  consulting 
William,  who  had  left 
the  board  to  edit  and 
write.  But  in  Novem- 
ber, say  directors, 
the  elder  Jovanovich 
forced  a  showdown  by 
seeking  reinstatement  as  chairman.  Di- 
rectors then  had  to  take  sides.  They 
chose  Peter's.  They  say  William  never 
made  clear  what  he  would  have  done 
differently.  Yet  they  suspect  that  he  ei- 
ther didn't  want  to  see  the  Orlando- 
based  company  sold  or  simply  wanted  to 
control  the  negotiations. 
'TOO  YOUNG.'  William  Jovanovich  did  not 
return  repeated  phone  calls  to  his  San 
Diego  office.  And  Peter  flatly  denies  a 
falling-out.  Other  HBJ  directors  publicly 
downplay  the  friction.  "Understand  that 
Bill  Jovanovich  built  that  company  and 
all  of  a  sudden  he's  not  running  it,"  says 
board  member  Joseph  R.  Wright,  vice- 
chaiman  of  W.  R.  Grace  &  Co.  "It  would 
have  been  abnormal  to  not  have  had  that 
kind  of  stress  and  reaction." 

Privately,  directors  tell  a  different  sto- 
ry. Not  long  after  William  retired  in 
May,  several  directors  got  letters  and 
calls  from  him  in  which  he  denigrated 
his  son's  stewardship.  "He  said,  'Peter's 
too  young,  he's  not  a  good  manager,'  " 


PETER  JOVANOVICH; 
MESS  HE  INHERITED' 


says  one  longtime  director  who  spoke 
only  on  condition  his  name  not  be  used. 
"It  was  Bill  that  didn't  have  a  plan.  His 
tactics  just  left  the  board  jaundiced." 

Also  weighing  on  directors'  minds 
may  have  been  the  fact  that  it  was  Wil- 
liam who  mired  HB.J  in  the  debt  that 
eventually  forced  its  sale.  To  thwart  a 
takeover  bid  by  British  publishing  mag- 
nate Robert  Maxwell,  HBJ  recapitalized 
with  nearly  $3  billion  in  bonds  and  bank 
loans.  Jovanovich  insisted  that  the  debt 
would  be  repaid  with- 
out dismembering 
HBJ.  But  by  June, 
1989,  HBJ  had  sold  its 
six  Sea  World  parks  to 
Anheuser-Busch  Cos. 
for  $1.1  billion.  That 
cut  debt  to  about  $1.8 
billion. 

Yet  even  that  was 
too  much  to  bear.  "It 
was  a  cloud  that  cov- 
ered up  all  the  good 
things,"  says  Peter. 
Last  spring,  HBJ  tried 
to  sell  two  more  units 
to  cut  the  debt  even 
further,  but  the  deal 
fell  through.  In  May, 
William  retired. 

CLEAN  SLATE.  Soon.  he 

sought  more  than  the 
courteous  consultation 


"GOD,  WHAT  A 


often  extended  to  former  chairmen.  He 
wanted  to  regain  a  board  seat  and  con- 
trol of  HBJ,  directors  and  investment 
bankers  say.  The  issue  came  up  at  a 
Nov.  30  board  meeting  held  in  Manhat- 
tan's Regency  Hotel.  But  after  a  morn- 
ing-long debate,  directors  dismissed  the 
idea  without  a  vote.  "Even  the  ones  clos- 
est to  Bill  did  not  take  it  to  heart,"  says 
one  director. 

In  the  weeks  that  followed,  HBJ  moved 
on  to  consider  the  bid  from  General  Cin- 
ema, which  has  agreed  to  pay  $1.4  billion 
to  buy  out  investors  and  creditors.  HBJ 
sold  out,  Peter  says,  partly  because  of 
General  Cinema's  reputation  for  leaving 
management  intact.  Wall  Streeters  say 
they're  curious  to  see  how  Peter  does 
now.  "The  merger  wipes  the  slate 
clean,"  says  analyst  Ivan  Obolensky  of 
Shields  &  Co.  "God,  what  a  mess  he 
inherited."  But  once  the  merger's  done, 
Peter  Jovanovich  will  be  left  with  a 
messy  relationship  with  his  dad. 

By  Antonio  N.  Fins  in  Orlando 
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THE  ENVIRONMENT 


A  PARCHED  RESERVOIR  IN  SOUTHERN  CALIFORNIA:  STATEWIDE  RATIONING  COULD  BEGIN  SOON 


DEATH  VALLEY  DAYS 
IN  CALIFORNIA 


The  state  faces  its  worst  drought  ever — and  a  huge  economic  threat 


If  Californians  harbored  any  hopes  of 
avoiding  a  fifth  straight  year  of  se- 
vere drought,  a  nearly  rainless  Janu- 
ary just  dried  them  up  for  good.  This 
season's  rainfall  is  72''  below  average, 
leaving  a  mere  107'  chance  of  a  normal 
year.  Even  average  rain  from  here  on 
wouldn't  come  close  to  restoring  the 
state's  reservoirs:  They're  two-thirds 
empty,  worse  than  in  1977,  the  record 
dry  year  (chart).  Warns  Lyle  Hoag,  exec- 
utive director  of  the  California  Urban 
Water  Agencies:  "This  could  turn  out  to 
be  the  most  severe  water  shortage  in 
California  history." 

The  drought  has  already  forced  life- 
style changes  on  Californians.  But  it's 
clear  that  brown  lawns  and  dusty  cars 
were  only  a  warm-up.  Californians  now 
face  drastic  economic  consequences.  If  it 
stays  arid,  cities  will  get  only  half  their 
usual  supply  from  the  State  Water  Proj- 
ect. Farmers  won't  get  any  at  all.  The 
other  main  spigot,  the  federal  (Central 
Valley  Project,  expects  to  make  cuts 
nearly  as  deep.  And  on  Jan.  29,  the  state 
Water  Resources  Control  Board  aired  18 
emergency  drought  proposals  that  in- 
clude rationing  water  statewide  for  the 
first  time,  suspending  decades-old  agri- 
cultural water  rights  in  favor  of  cities, 
and  allowing  orchardists  only  enough 
water  to  keep  their  trees  barely  alive. 


Local  water  officials,  farmers,  and 
business  groups  aren't  sure  the  board 
can  legally  do  that,  but  they  agree  on 
one  thing:  Draconian  rules  or  not,  Cali- 
fornia is  likely  to  suffer  multibillion-dol- 
lar  losses  in  crops,  timber,  construction, 
tourism,  anfl  jol;)s. 

'BORROWED  TIME.'  Droughts  have  always 
brought  out  the  doomsayers.  But  this 
time,  they  may  be  right.  For  one  thing, 
Southern  California  in  recent  years  has 
lost  water  supplies  to  users  in  neighbor- 
ing states.  Groundwater  has  been  drawn 
down  so  far  after  four  parched  years 
that  wells  are  drying  up.  What's  more, 
since  the  last  severe  drought,  in  1976-77, 


THE  LONG  DROUGHT  IS  DRAINING 
CALIFORNIA'S  RESERVOIRS 


40- 
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DATA:  CALIFORNIA  WATER  RESOURCES  DEPT. 


California  has  grown  by  7  million  people, 
mostly  settled  in  the  state's  driest  areas. 
Says  Jason  Peltier,  manager  of  the  Cen- 
tral Valley  Project  Water  Assn.:  "We're 
living  on  borrowed  time." 

Agriculture  is  already  hurting.  Last 
year,  the  drought  cost  about  $500  million 
in  lost  production.  This  year,  depleted 
reserves  could  make  things  worse.  "It's 
going  to  be  big-time  trouble,"  says  al- 
moncl  and  vegetable  grower  Christopher 
Hurd,  who  will  be  forced  to  let  two- 
thirds  of  his  2,000  acres  near  the  Central 
Valley  town  of  Firebaugh  lie  fallow. 
Some  farmers  may  be  wiped  out:  Five 
water  districts  in  Kern  County  alone  ex- 
pect losses  of  at  least  $4.1  billion  and 
11,600  farm  and  support  jobs  if  farmers 
are  forced  to  let  perennial  crops  die. 

The  toll  on  industry,  which  uses  only 
37'  of  the  state's  water,  hasn't  been  so 
severe.  But  the  drought  shows  scattered 
signs  of  further  stressing  an  economy 
already  struggling  with  recession  and 
reduced  defense  spending.  The  state  has 
lost  hundreds  of  millions  of  dollars 
worth  of  tiinber  to  drought-related  dam- 
age, enough  to  build  250,000  homes.  Pa- 
cific Gas  &  Electric  Co.  figures  a  40% 
loss  of  hydroelectric  power  in  1990  alone 
eventually  will  cost  customers  $100  mil- 
lion in  higher  rates. 

HIGH-TECH  TRICKLE.  Now,  even  Los  An- 
geles, whose  groundwater  and  Colorado 
River  supplies  had  helped  it  avoid  man- 
datory rationing,  appears  likely  to  cut 
municipal  and  industrial  use  by  207". 
Continuing  shortages  of  water  for  indus- 
try could  have  grave  consequences: 
Spectrum  Economics  Inc.  in  Mountain 
View,  Calif.,  estimates  that  in  Southern 
California  alone,  a  157'  cut  in  industrial 
water  use  in  the  year  2000  would  result 
in  losses  of  $25  billion,  or  47  ,  of  gross 
regional  product  and  400,000  jobs. 

Conservation  is  only  a  small  part  of 
any  solution.  More  crucial  is  better  use 
of  existing  resources — not  just  the  wa- 
ter itself  but  the  irieans  of  storing  and 
delivering  it.  Water  agencies  and  busi 
ness  and  farm  groups  are  clamoring, 
anew  for  a  canal  to  divert  water  to  the 
south  from  the  Sacramento  Delta — a 
costly  proposal  that  state  voters  shot 
down  in  1982.  And  increasingly,  urban 
water  agencies  are  joining  environmen- 
talists to  call  for  a  reallocation  of  water, 
857  of  which  is  used  by  agriculture. 

Most  water  policy  has  to  be  worked 
out  in  the  legislature,  where  an  astound 
ing  300  or  more  bills  concerning  water 
supplies  are  expected  to  be  introduced  in 
the  current  two-year  session.  Many  Cali- 
fornians, considering  the  potential  foi 
legislative  deadlock,  wonder  if  they'rt 
not  better  off  praying  for  rain. 

By  Robert  D.  Hof  in  San  Francisco,  tvit 
Kathleen  Kerwin  in  Los  Angeles 
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It's  The  Lease 
TO  Can  Do  TbrYxL 


$299 

a  month. 


Jeep  Cherokee  Laredo. 

Now,  through  March  31,  1991,  you  can 
lease  a  Jeep  Cherokee  Laredo  with  a  4.0 
litre  190  horsepower  engine  for  the  spe- 
cial rate  of  $299  a  month.  Price  is  based  on 
MSRP  of  Jeep  Cherokee  Laredo  four-door 
four-wheel  drive  model  including  auto- 
matic transmission,  air  conditioning,  and 
destination  charges.  Excludes  title,  taxes, 
and  other  options.  Monthly  payment 
shown  is  for  qualified  lessees  through 

There's  Only  One  Jeep.! 


Chrysler  Credit  Corporation.  Offer  avail- 
able on  select  1991  vehicles.  Chrysler  will 
provide  $700  cash  to  the  consumer  for  use 
toward  down  payment.  Payment  depends 
on  actual  dealer  price  and  equipment 
level  of  vehicle.  Customer  must  take  from 
dealer  stock.  Option  to  purchase  at  lease 
end  must  be  negotiated  with  dealer  at 
lease  inception.  There  is  a  penalty  for  ex- 
cessive wear  and  tear.  See  participating 
dealer  for  details.  For  more  information, 
calll-800-JEEP-EAGLE. 


Advantage-  Chrysler 


Jeep, 


SHESh^       'Advantage  Gold  Key  Lease  Details  Term  48  months.  1st  Payment  $299,  Down  Payment  $1,890,  Refundable  Security  Deposit  $325 ,  Advantage  Gold  Key 
CREDIT         Lease  Cash  Provided  $700,  Total  Cash  in  Advance  $3,214,  Total  Allowable  Miles  60,000,  Excess  Miles  (over  60,000)  .08/mile,  Total  Payments  $14,352. 
Jeep  is  a  registered  trademark  of  Chrysler  Corporation.  Buckle  up  for  safety 


EDITED  BY  HARRIS  COLLINGWOOD 

PINK  SLIPS  PAPER 
FIDELITY'S  BACK  OFFICE 


►  Fidelity  Investments,  the 
largest  mutual-fund  company 
in  the  U.  S.,  cut  its  work  force 
by  307'  after  the  1987  stock 
market  crash.  Then  it  slowly 
added  back  staff — at  least  un- 
til Jan.  30,  when  it  laid  off  226 
back-office  workers.  The  cuts 
dropped  Fidelity's  payroll 
3.37',  to  6,670,  down  from  a 
high  of  8,100  before  the  crash. 

The  small  investors  Fidelity 
serves  have  been  pouring 
money  into  bond  funds  and 
money-market  funds,  bring- 
ing Fidelity's  total  assets  un- 
der management  to  a  new- 
high — more  than  $120  billion. 
Customers,  however,  have 
been  shying  away  from  the 
equity  mutual  funds  that  are 
the  source  of  most  of  the 
company's  profits.  Fidelity 
Chairman  Edward  .Johnson 
says  that  other  cost  cuts  are 
in  the  works. 


A  GULF  WINDFALL 
FOR  EMERY 


►  At  Emery  Worldwide,  the 
troubled  air-shipping  unit  of 
Consolidated  Freightways, 
surging  fuel  prices  have  made 
a  bad  situation  worse.  Emery 
has  lost  nearly  $200  million 
since  1989.  But  now,  the  gulf 
conflict  has  delivered  an  unex- 
pected windfall:  For  security 
reasons,  the  U.  S.  Postal  Ser- 
vice is  diverting  most  freight 
packages  away  from  passen- 
ger airlines.  Many  of  the  par- 
cels will  now  fly  with  Emery. 
Analysts  estimate  that  the 
Post  Office  deal  could  be 
worth  more  than  $20  million  a 
month  in  revenues. 


AMERICAN  PILOTS  MAY 
END  UP  PICKETING 


►  After  16  months  of  talks, 
Ameri'-an  Airlines  and  its 
8,800  pilots  still  have  not  been 
able  to  come  to  terms.  While 
the  union  has  backed  off  from 
demands  for  the  highest  pay 
in  the  industry,  wage-and-ben- 


efit  proposals  from  the  two 
parties  are  still  anywhere 
from  $600  million  to  $900  mil- 
lion apart,  depending  on 
which  side's  figures  you  use. 
One  sticking  point:  the  Allied 
Pilots  Assn.'s  refusal  to  ac- 
cept a  plan  to  share  medical- 
cost  increases. 

Labor  relations  grew  even 
worse  on  Jan.  29,  when  the 
union's  directors  overwhelm- 
ingly rejected  the  company's 
proposed  contract.  It  now  ap- 
pears likely  that  the  federal 
mediator  involved  in  the  talks 
will  declare  an  impasse,  set- 
ting the  stage  for  a  possible 
strike  in  March  or  April. 


THE  FEDS  FREEZE 
EASTERN'S  ASSET  SALES 


►  The  Justice  Dept.  has 
thrown  a  monkey  wrench  into 
the  dismantling  of  Eastern 
Air  Lines.  On  Jan.  29,  the  de- 
partment, citing  antitrust  con- 
cerns, asked  the  Bankruptcy 
Court  in  New  York  to  halt  the 
sale  of  Eastern  assets  in  At- 
lanta, Chicago,  Los  Angeles, 
and  Washington. 

The  department's  big  wor- 
ry: Delta  Airlines'  proposed 
purchase  of  18  Eastern  gates 
in  Atlanta,  which  would  give 
Delta  an  877  share  of  that 
market.  Antitrust  officials 
also  question  United  Airlines' 
pending  purchase  of  gates 
and  facilities  in  Los  Angeles 
and  Chicago  and  Northwest 
Airlines'  deal  for  gates  at 
Washington's  National  Air- 


SO,  LET'S  GO  HUNT  ALLIGATORS  IN  THE  SEWERS 


Pam  Diaconis,  head  of  public  re- 
lations for  Ikea,  the  furniture 
and  housewares  chain,  has 
heard  the  story  before.  It  goes 
like  this:  An  unsuspecting  shop- 
per, usually  a  woman,  brings  an 
Ikea  cactus  home.  After  a  few 
days,  she  notices  that  the  plant 
is  moving  and — could  it  be? — 
breathing.  She  calls  Ikea,  and 
someone  from  the  store  com- 
mands: "Take  your  children  and 
get  out  of  the  house — now."  A 
arrive  and  confiscate  the  cactus 


short  while  later,  two  men 
The  reason:  It's  filled  with 
tarantula  eggs  and  about  to  explode,  spewing  deadly  insects. 

"Every  time  we  open  a  new  store,  [the  rumor]  hits,"  Dia- 
conis says,  sighing.  "We  have  yet  to  have  anyone  call  whoi 
actually  has  one.  It's  always  a  friend  of  a  friend." 

The  truth  is,  tarantulas  just  don't  camp  out  in  cacti,  say^ 
Mary  Irish  of  the  Desert  Botanical  Garden  in  Phoenix.  Oh 
well.  It  was  a  great  story  until  the  facts  got  in  the  way. 


port.  The  proposed  transac- 
tions promised  to  raise  $126 
million  for  Eastern's  credi- 
tors. But  they  may  have  to 
wait  a  little  longer  while 
Washington  studies  whether 
other  purchasers  would  better 
preserve  competition. 


MICROSOFT  SOUPS  UP 
ITS  NO.  1  SYSTEM 


►  Microsoft  is  building  yet  an- 
other operating  system,  or  set 
of  basic  instructions,  for  PCs. 
With  it,  the  software  giant 
hopes  to  combine  the  best  fea- 
tures of  OS/2  and  its  hot-sell- 
ing Windows  graphics  pro- 
gram. The  biggest  problem 


MB 

™  10 


with  Windows  is  that  it  onl\ 
runs  on  MS-DOS,  a  Microsoft 
operating  system  that  will  be| 
obsolete  in  a  few  years. 

Not  due  before  1992,  the 
new  system  will  run  Windows 
and  also  offer  the  most  impor 
tant  feature  of  OS/2:  the  abil 
ity  to  concurrently  manage 
two  or  more  computer  tasks 
such  as  spreadsheet  calcula 
tions  and  data  retrieval.  Il 
will  also  handle  any  software 
written  for  either  OS/2  or  MS 
DOS,  says  Microsoft. 


MARVIN  DAVIS  MAKES 
NICE  WITH  AETNA 


fiif(litj^llMli'^-'-"'"^-'^iwfeMirrtaMari^^ 


►  Aetna  Life  &  Casualty  ha: 
settled  its  10-year  beef  witi 
oilman  Marvin  Davis.  Aetna 
which  had  invested  in  Davi; 
drilling  partnerships,  charget 
in  a  lawsuit  that  the  deal; 
were  "designed  to  drill  a: 
many  wells  as  possible  an( 
made  money  for  its  principa 
officers  even  if  the  company 
found  no  oil."  Davis  has  re 
peatedly  denied  the  charges 
The  night  before  Aetna  wai 
to  have  its  day  in  court,  th 
insurer  agreed  to  an  out-oi 
'imrt  settlement  of  its  $161 
iiiillion  fraud  case  against  Da 
\  IS.  Details  of  the  agreement 
reached  after  a  jury  had  beeij 
selected  for  the  Denver  tria 
were  not  disclosed.  t\ 
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"/  run  on  fast  forward 
all  the  time.  So  give  me  a 
downsized  VGA  laptop  with 
full-size  performance! 


ZENITH  DATA  SYSTEMS  INNOVATES  AGAIN  ^ 

The  #1  laptop  brand  in  America*  brings  you  the  SlimsPort™  286  laptop 
PC— for  uncompromising  286  power  and  VGA  graphics. 

Whether  you're  just  waiting  out  a  layover  at  LaGuardia  or  just  laying  down  the 
groundwork  for  a  new  pet  project,  with  SlimsPort  286,  you're  always  ready  to  hit  the 
ground  running.  At  just  9y4  pounds,  it's  the  perfect  full-function  laptop  for  the 
manager  on  the  run. 

It  offers  VGA  video  and  a  backlit,  fluorescent  black-on-white,  full-size  LCD  display 
that's  ideal  for  graphical  user  interface  computing.  So  youll  always  have  a  bright, 
clear  view  of  the  big  picture.  And  with  Zenith  Data  Systems' 
Intelligent  Power  Management™  System,  SlimsPort  286  puts 
power  usage  in  your  control  so  you  can  extend  its  2V2  hours 
of  battery  life  even  longer 

If  your  job  demands  full-size  286  performance  in  a 
downsized  laptop,  carry  away  the  SlimsPort  286  laptop 
PC.  Once  you  do,  youH  wonder  how  you  ever  managed 
without  it. 


For  more  information  and  the  name  of  the  Medallion 
Reseller  nearest  you,  call  1-800-523-9393. 

ZeMITH 

data  systems 

Groupe  Bull 


"Source:  1990  Dataquest  estimate  for  U  S-  battery-powered  laptops.  Graphics  simulate  Microsoft*  Ifindoms™  versxon  30,  a  product 
of  Microsoft  Corporation.  IntelligenI  Power  ManagemenI  \s  a  trademark  of  Zenith  Data  Systems  Corporation. 


€'1990  Zenith  Data  Systems  Corporation. 


The  principle  behind  our  Starlog  phone  systems. 


Chameleons  adapt  to  any  environment.  And  so  do  our  Starlog™  PBX  systems,  which  can 
be  easily  customized  to  meet  the  needs  of  your  business— no  matter  what  shape  or  size  it  is. 

If  you  need  a  20  to  24()  line  system,  choose  the  Starlog;  for  70  to  512  individual  lines, 
the  new  Starlog  II.  Both  systems  allow  users  to  select  those  features  and  applications  that  are 
most  useful  to  their  jol)S— hundreds  of  options,  including  everything  from  voice  messaging 
I     f  -  BOB    to  automatic  call  distril)ution. 
/  L."^  ■  There  is  also  pre-i)ackaged  software  that  offers  customized  applications  for  a  variety 

'     "  of  industries,  including  telemarketing,  healthcare  and  lodging,  to  name  just  a  few. 

And,  of  course,  you  get  the  benefit  of  Fujitsu's  extensive  sei'vice  network,  which  includes  48  locations  nationwide 
and  is  backed  by  Fujitsu  Ltd.,  an  $18  billion  global  leader  in  computers  and  telecommunications. 

So  before  you  choose  a  less  adaptable  PBX,  write  to  Fujitsu  Business  Communication  Systems,  4605  E.  Elwood  St., 
Phoenix,  AZ  &5040  or  call  1-800-553-3263.  And  let  us  color  your  opinion. 

cP 

t  1990,  Fujitsu  Business 
Communication  Systems. 
Starlog  and  Starlog  II 
are  trademarks  of  Fujitsu  Business 
Communication  Systems. 

The  global  computer  &  communications  company. 


FUITSU 
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GREENSPAN  MAY  WISH  HE  HAD 
NEVER  TAKEN  THIS  FREE-LANCE  JOB 


Alan  Greenspan  hasn't  made  many  mistakes  in  3  Ma  years 
as  chairman  of  the  Federal  Reserve  Board.  But  the 
usually  savvy  Fed  chief  may  have  slipped  badly  when 
he  accepted  President  Bush's  call  to  head  a  study  of  the 
economic  benefits  of  cutting;  the  capital-gains  tax  rate.  By 
diving  into  a  highly  partisan  fight  just  six  months  before  he's 
up  for  reappointment,  Greenspan  risks  tainting  his  solid  record 
at  the  Fed  and  casting  doubts  on  the  central  bank's  hard-won 
independence  and  credibility. 

Administration  officials  present  Greenspan  as  "the  tie- 
breaker" who  could  end  two  years  of  wrangling  between 
Republicans  and  Democrats  over  who  would  benefit  from  a 
capital-gains  cut — and  whether  it  would 
raise  or  lose  money  for  the  Treasury.  The 
Greenspan-led  study  will  go  "to  the  heart 
of  the  issue — what's  the  growth  impact  of 
this  policy  change,"  says  a  senior  Trea- 
sury official. 

FAIRNESS  FIGHT.  Supply  siders  are  pleased 
that  capital  gains,  given  up  for  dead  last 
year,  is  at  least  under  consideration 
again.  "This  barrel  had  already  gone  over 
Niagara  Falls — but  we've  got  it  back  to 
the  top  of  the  falls,  and  now  we  can  bring 
it  onto  dry  land,"  says  economic  consul- 
tant Jude  Wanniski  of  Polyconomics  Inc. 

But  few  on  Capitol  Hill  expect  a  new  capital-gains  commis- 
sion to  repeat  the  resounding  success  of  the  National  Commis- 
sion on  Social  Security,  which  forged  a  consensus  reform  plan 
under  Greenspan's  leadership  in  1982-83.  Democrats  respect 
the  Fed  chief's  skills  as  an  economist,  but  they  won't  accept 
him  as  an  honest  broker  on  capital  gains. 

"We  know  where  he  stands,"  says  House  Budget  Committee 
Chairman  Leon  E.  Panetta  (D-Calif.).  "He  supports  the  Presi- 
dent in  this  dispute."  As  recently  as  Jan.  23,  Greenspan  reaf- 
firmed his  decades-old  support  for  cutting  taxes  on  capital 
gams,  testifying  that  "there's  no  doubt  in  my  mind  that  a 
:apital-gains  tax  cut  would  be  helpful"  in  restoring  depressed 


asset  values  and  boosting  economic  growth.  Most  economists 
agree  that  such  a  reduction  would  provide  a  modest  boost  to 
the  economy  at  the  cost  of  a  modest  loss  of  revenues. 

But  at  its  heart,  the  capital-gains  dispute  isn't  really  about 
economics  at  all.  For  Republicans,  a  cut  in  the  capital-gains  tax 
marks  the  logical  next  step  in  a  program  of  tax-rate  reduction 
that  has  helped  win  them  the  last  three  Presidential  elections. 
Democrats  see  the  proposal  as  another  GOP  scheme  to  shift  the 
tax  burden  from  the  rich  to  workers.  Lately,  Democrats  have 
been  winning  the  rhetorical  battle.  The  "fairness"  issue  helped 
them  gain  seats  in  November's  congressional  elections. 
The  call  for  a  study  also  finesses  a  tactical  dispute  within 
the  Administration  over  whether  a  new 
capital-gains  fight  is  worth  the  political 
cost.  Treasury  Secretary  Nicholas  F.  Bra- 
dy, who  wants  to  save  his  powder  for  a 
tough  fight  on  banking  reform,  has  bat- 
tled such  conservatives  as  Chief  of  Staff 
John  H.  Sununu  to  a  draw. 
STALLING?  Given  these  realities,  the  main 
effect  of  the  Greenspan  study  may  be  to 
put  the  issue  on  the  back  burner  for 
months.  Senate  Finance  Committee  Chair- 
man Lloyd  Bentsen  (D-Tex.)  dismisses 
Bush's  proposal  as  "a  throwaway  line." 
A  stall  is  a  neat  solution  for  Bush,  who 
wants  to  at  least  keep  the  issue  alive.  But  Greenspan  may  pay 
for  his  willingness  to  help  his  old  friend,  the  President.  Fed 
officials  maintain  that  Greenspan's  role  on  capital  gains  has 
nothing  to  do  with  his  duties  at  the  central  bank.  Indeed,  the 
Fed  chief  didn't  even  bother  to  clear  the  proposal  with  such 
confidants  as  New  York  Fed  President  E.  Gerald  Corrigan. 

But  Greenspan's  job  leaves  no  room  for  free-lancing.  And 
with  a  decision  due  soon  on  his  reappointment  to  a  second 
term,  anything  he  does  is  viewed  as  politically  suspect,  espe- 
cially by  Democrats.  It's  not  likely  to  be  long  before  the  Fed 
chief  regrets  his  plunge  into  the  morass  of  capital  gains. 
Bi/  Mike  McNamee.  with  Howard  Glcckman  and  Paula  Dirijer 


CAPITAL  WRAPUP I 


HEALTH  CARE 


The  AFI^CIO  has  long  been  a  leader 
in  the  fight  for  national  health  in- 
surance. But  an  effort  to  draw  up  a 
specific  plan  of  action  for  labor  has 
revealed  deep  divisions  within  the  fed- 
eration. For  the  past  18  months,  a  com- 
mittee has  been  striving  to  come  up 
with  a  consensus  recommendation  to 
present  at  the  winter  meeting  of  the 
AFL-CIO  executive  council  in  Bal  Har- 
bour, Fla.,  in  February. 

The  bulk  of  the  labor  officials  on  the 
panel  would  like  to  emulate  the  Canadi- 
an system,  in  which  the  government 
runs  what  amounts  to  a  tax-funded 
health  insurance  system.  The  central- 


ized, government-sponsored  approach 
has  strong  backing  from  industrial  and 
public-employee  unions.  But  some  con- 
struction unions  are  resisting.  Many  of 
the  building  trades  run  joint  labor  and 
management  health-and-welfare  plans 
that  they  are  loath  to  give  up. 

Service  Employees  President  John 
Sweeney,  chairman  of  the  health-care 
committee,  is  trying  to  forge  a  compro- 
mise. One  possibility  is  a  government- 
run  scheme  that  would  leave  room  for 
some  highly  regulated  private  plans. 
Sweeney  argues  that  a  full-fledged  na- 
tional health  insurance  plan  won't  fly 
politically.  But  other  unions  disagree, 
and  without  unified  labor  backing,  no 
plan  has  a  chance. 


BANKING 


use  Banking  Committee  Chair- 
Iniun  Henry  B.  Gonzalez  (D-Tex.) 
survived  a  last-minute  effort  by  com- 
mittee Democrats  to  oust  him  in  De- 
cember. But  the  irascible  Texan  may 
see  his  power  weakened  as  Congress 
takes  up  the  complex  job  of  writing 
bank-reform  legislation.  Panel  Demo- 
crats have  chosen  Doug  Barnard  of 
Georgia  to  be  their  caucus  chairman, 
and  he's  expected  to  play  an  enhanced 
role  in  the  committee's  debates.  Bank- 
ers may  find  that  cheering.  Gonzalez 
has  a  populist's  distaste  for  banks. 
Barnard,  a  onetime  banker,  is  likely  to 
prove  far  more  sympathetic. 


\SHINGTON  OUTLOOK 
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THE  PLUS  IS  DOS/MAC 

coMnmnuTV. 

Introducing  the  Kodak  Ektapius  7016  printer. 
Equipped  witii  Adobe  PostScript 

language/Appletalk  interface  options, 
it  can  support  both  DOS  and 

Macintosh  computers  simultaneously! 
Configure  it  with  four  ports, 
and  it  can  support  up  to  four 
users,  or  even  four 
networks.  Six  emulations 
make  it  an  ideal 
shared  printer  for  any 
work  group. 


mmFUiS 


THE  Plus 
IS  ffPHHI  SPEED. 

Twice  as  fast  as  traditional  printers,  the  Kodak 
Ektaplus  7016  printer  can  make  you  at  least  twice 
as  productive.  It  maintains  fast,  high-quality 
throughput,  even  when  printing  Adobe  PostScript 
language.  It  helps  you  get  more  done  in  a  day. 


ISACOPIE 


Imagine  the  convenience  of  having  a  built-in 
copier  for  those  frequent  one-  or  two-copy 
jobs!  The  Kodak  Ektaplus  7016  printer  comes 
standard  with  a  6  pages-per-minute 
convenience  copier  that  keeps  everybody 
on  the  job  instead  of  on  the  run. 


The  Kodak  Ektaplus  7016  printer 

comes  with  the  quality  and  reliability 
you've  come  to  expect  from  the 
world  leader  in  imaging.  For  the  name 
of  the  dealer  nearest  you,  call 
1  800  344-0006,  Ext.  456. 


Kodak  Ektaplus  7016  printer 


©  Eastman  Kockk  Company,  1991 


Adobe  and  PostScript  are  registered  trademarks 


Incorporated  and  are  registered  in  the  U.S. 


The  West  always  believed  in  Mikhail  Gorbachev 
^^^^^^1^  more  than  his  own  people  did.  Foreigners  saw  in  him 
^^fw^f    ^  ^^^^      almost  mythical  proportions,  a  lone  figure 

MkjjbM     struggling  against  the  forces  of  Old  Communism,  a 

^^^^  visionary  bold  enough  to  see  the  promise  of  a  demo- 
cratic Soviet  Union.  Over  six  short  years,  he  was  canonized  by 
world  statesmen,  adulated  by  the  press,  and  lionized  for  his  "New 
Thinking"  diplomacy  abroad. 

Gradually,  it  became  Western  dogma  that  in  Gorbachev,  the 
Russians  had  produced  an  enlightened  leader  strong  enough  to 
dominate  the  world's  largest  military  and  police  state.  Even  his 
custom-made  suits  seemed  tailored  to  meet  modern  expectations. 
At  first,  it's  true,  his  exhortations  to  rekindle  individual  initiative 
and  open  the  closed 
Soviet  society  to  the 
West  were  met  with 
disbelief.  But  when 
he  freed  Eastern  Eu- 
rope and  ended  the 
cold  war,  even  hard- 
ened skeptics  dropped 
their  guard.  He  was 
Time  magazine's 
"Man  of  the  Decade" 
and  Margaret  Thatch- 
er's favorite  Europe- 
an. When  he  won  the 
Nobel  peace  prize  last 
year,  it  seemed  al- 
most anticlimactic. 

Now,  the  dreams 
are  shattered.  Gone 
are  the  hopes  that  the  Soviet  Lnion  niigiil  .soon  embrace  democra- 
cy while  rapidly  moving  from  central  planning  to  a  market  econo- 
my. In  a  month  that  shocked  the  world,  Gorbachev  ordered  troops 
into  the  Baltic  states — ostensibly  to  round  up  draft  dodgers.  But 
the  troops  went  on  to  suppress  the  same  democratically  elected 
governments  that  had  sprung  up  in  the  wake  of  his  political 
reforms.  Throughout  the  Soviet  Union,  armed  troops  will  soon 
patrol  every  major  city.  Surprise  KGB  raids  now  threaten  nascent 
Soviet  cooperatives,  new  small  businesses,  and  foreign  joint  ven- 
tures (page  43).  Glasnost,  the  new  openness  of  speech  and  debate 
that  blossomed  under  Gorbachev,  also  is  under  attack.  Indepen- 
dent television  programs  have  been  pulled  from  the  air,  evening 
news  commentators  suddenly  are  finding  censors  on  their  sets, 
and  Gorbachev  has  called  for  muzzling  the  print  media.  Mean- 
while, Western-style  reformers  have  been  swept  from  Gorbachev's 


SHAnERED 
DREAMS 


GORBACHEV  TRIES  TO  CURE  SOVIET  ECONOMIC 
ILLS  BY  TURNING  TO  REPRESSION 
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COVER  STO 


A  CHRONOLOGY 
OF  THE  CRACKDOWN 


AUGUST,    1  990 


■  Gorbachev  and  Yeltsin  agree  to 
work  on  a  radical  plan  to  transform  the 
collapsing  economy 


SEPTEMBER 


■  500-Day  Plan  is  announced,  propos- 
ing free  markets,  giant  sell-offs  of  state 
property,  and  major  military  and  KGB 
budget  cuts 


OCTOBER 


■  In  0  key  meeting,  Gorbachev  is  con- 
fronted by  defense  industry  chiefs,  gen- 
erals, and  top  Communists  about  the 
500-Day  Plan.  The  ultimatum:  Drop  it 
or  be  ousted 


NOVEMBER 


■  Secret  Politburo  meeting  said  to  plan 
a  crockdov/n  on  democracy.  Gorba- 
chev goes  along 


DECEMBER 


■  Hardliners  Boris  Pugo  and  Boris  Gro- 
mov  replace  liberal  police  chief 

■  KGB  Chief  Vladimir  Kryuchkov  gives 
a  speech  denigrating  Western  business 
ideas 

■  Foreign  Minister  Edvord  A.  Shevard- 
nadze resigns,  warning  of  dictatorship 


JANUARY,  1991 


■  Paratroopers  dispatched  to  seven 
restive  republics 

■  Fourteen  killed  in  clash  with  Black  Be- 
rets in  Vilnius,  Lithuania 

■  Five  dead  in  Riga  after  troop  attack 

■  Gorbachev  calls  for  censorship  and 
begins  confiscating  rubles 

■  Huge  Moscow  rally,  with  300,000, 
calls  for  Gorbachev's  resignation 

■  Armed  military  units  will  join  police  in 
most  major  cities,  including  Moscow 

■  Gorbachev  gives  KGB  sweeping 
powers  to  enter  businesses  and  seize  fi- 
nancial records 

DATA:  BW 


VER  STORY 
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MOSSBACK 

NEW  PRIME 
MINISTER  PAVLOV 
CHOSE  HIS  DEPUTIES 
FROM  THE  SOVIET 
BUREAUCRACY 


government  and  replaced  with  hard-line 
bureaucrats  whose  attitudes  come  out  of 
an  earlier  time  in  Soviet  history. 

From  this  chaos  and  violence,  Gorba- 
chev is  emerging  as  an  authoritarian  and 
militarist.  His  new  ])riority  is  to  manage 
the  bitterly  divided  15  Soviet  republics 
by  decree — and  by  force  if  necessary. 
He  has  made  a  fundamental  decision  to 
maintain  his  own 
power  rather  than 
lose  it  in  the  turmoil 
touched  off  by  six 
years  of  wrenching 
reform.  Today  the 
Soviet  economy  is  on 
the  verge  of  col- 
lapse, and  the  Soviet 
empire  stands  ready 
to  split  apart  in  civil 
war.  A  desperate  Gor- 
bachev saw  little  option 
but  to  sign  on  with  the 
traditional  troika  of  So- 
viet power— the  army, 
the  KGB,  and  party- 
backed  technocrats. 
"Gorbachev  is  increas- 
ingly isolated,"  says 
Andrei  V.  Kortunov,  a 
specialist  at  Moscow's 
Institute  of  the  U.  S.  A. 
&  Canada.  "He  has  out- 
lived his  time,  exhaust- 
ed his  potential." 
HARSH  EDICTS.  Whether 
rule  by  the  fist  can 
work  any  better  than 
rule  by  popular  consen- 
sus may  be  known 
soon.  The  outlines  of  a 
harsh  new  economic 
program  will  emerge  in 
coming  weeks  as  a  se- 
ries of  presidential 
edicts  is  unveiled.  The 
decrees  will  raise  food 
prices,  cap  workers' 
wages,  and  regulate 
investment.  Dissent- 
ers will  face  either 
the  new  army  pa- 
trols or  the  KGB. 
Blending  political  co- 
ercion with  economic 
change  suggests 
that  Gorbachev  may 


political  sovereignty  and  more  control  of 
their  economies.  On  Jan.  29,  worried  that 
it  faces  a  Baltic-style  crackdown,  the 
restive  republic  of  Georgia  announced 
plans  to  form  its  own  army,  while  it  is 
refusing  the  Kremlin's  new  military  pa- 
trols. In  cleai-  defiance  of  the  President, 
the  four  largest  and  richest  republics — 
Byelorussia,  Kazakhstan,  Russia,  and 
the  Ukraine — are  on  the 
verge  of  signing  their  own 
agreements  on  trade  and  po- 
litical   relations  without 


the  face  of  intense  world  outrage  over 
the  killings  in  Lithuania  and  Latvia.  He 
is  pulling  a  number  of  military  units  out 
of  the  region. 

Nonetheless,  the  hard-liners  who  nowj 
liave  seized  the  political  agenda  are  de-j 
manding  even  tougher  measures  against' 
the  republics.  Already,  conservatives  in- 
sist that  Gorbachev  continue  moves  tof! 

censor  the  media  and  \ 
impose  emergency' 
presidential  rule. 
That  would  allow 
him  to  dissolve  sepa- 


DEFENSE  MINISTER 
YAZOV  IS  UNHAPPY 
WITH  SOVIET 
FOREIGN  AND 


SPY  CHASER 

KGB  CHIEF 
KRYCHKOV  SAYS 
WESTERN 

BUSINESSMEN  MAY 
BE  AGENTS 


DEPUTY  PRIME 
MINISTER  . 


ratist  governments 
and  impose  martial 
law.  One  of  his  top 
army  critics.  Colonel 
Viktor  Alksnis,  says 
Gorbachev  planned  to 
impose  such  rule  in 
Lithuania,  but  backed 
down.  "The  president 
betrayed  us.  He  is 
afraid  of  responsibil 
ity,"  he  says. 

KREMLIN  INTRIGUE.  The 

making  of  the  new, 
hard-line  Gorbachev  is  a  j 
study  in  classic  Kremlin  [ 
intrigue.  Ironically,  ill 
began  late  last  summer, 
when  Gorbachev  was 
trying  to  make  peace 
with  his  principal  politi- 
cal rival,  Russian  repub- 
lic President  Boris  N. 
Yeltsin,  and  develop  a 
speedy  plan  for  radical 
economic  reform.  Meet- 
ing at  a  dacha  in  the 
lush  Archangelskoye 
forest  northwest  of 
Moscow,  economic  ad- 
visers from  both  the 
Gorbachev  and  Yeltsin 
camps  put  together  a 
plan  that  would  try 
to  create  a  market 
economy  in  500  days 
through  price  re- 
form, relatively 


be  attempting  to  emulate  authoritarian 
countries  such  as  South  Korea  or  Singa- 
pore. "We  are  in  a  swamp,"  says  Andre 
Orlov,  deputy  chairman  of  the  Kremlin's 
Commission  on  Economic  Reform,  "and 
we  have  to  find  some  hard  ground  to 
step  on." 

But  tightening  the  screws  even  harder 
could  set  the  stage  for  more  bloody 
clashes  or  even  civil  war.  Ever  more 
forcefully,  the  republics  are  demanding 


Kremlin  participation.  That 
gives  Gorbachev  two  op- 
tions; Back  down  or  send  in 
the  Black  Berets,  his  special- 
ly  trained   internal   military  force. 

More  violence  would  put  even  more 
strain  on  U.  S.-Soviet  relations,  which 
have  been  fraying  since  the  bloodshed  in 
the  Baltics.  Some  signs  are  appearing 
that  a  shift  is  coming  in  Gorbachev's 
foreign  policy,  which  now  supports  U.  S.- 
led  military  operations  against  Iraq.  The 
mid-February  summit  in  Moscow  has 
been  postponed  (page  47).  Yet  Gorba- 
chev has  already  yielded  somewhat  in 


MASLYUKOV  WANTS 
A  CONTROLLED. 


ECONOMY 


quick  convertibility 
of  the  ruble,  and 
massive  privatiza- 
tions of  state  proper- 
ty (BW— Oct.  1). 
But  the  plan  was  a  bombshell  that 
could  have  dealt  a  serious  blow  to  the 
military-industrial  complex,  the  nomenk- 
latura system  of  a  privileged  elite  that 
fostered  it,  and  most  of  the  benefits  that 
elite  enjoys,  such  as  special  food  stores 
and  lavish  apartments,  dachas,  and  vaca- 
tion trips.  The  budgets  of  the  military 
and  KGB  would  have  been  slashed  by  the 
500-Day  Plan.  That  would  have  dramati- 
cally lessened  the  influence  of  the  Soviet 
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lefense  establishment  and  given  tiie  re- 
)ublics  broad  new  powers. 

According  to  Nikolai  Petrakov,  Gorba- 
;hev's  former  personal  economic  advis- 
;r,  a  key  turning  point  came  in  October, 
vhen  Gorbachev  made  his  final  decision 
)n  the  500-Day  Plan.  Up  to  that  point, 
;ays  Petrakov,  "Gorbachev  liked  the 
)rogram.  On  the  economic  side,  it  was  a 
•hance  to  unite  all  the  republics  under 
he  same  program.  And  it  was  a  chance 
,0  deal  with  Yeltsin,  which  he  hadn't 
lone  in  years." 

WOT  ACT.  But  conservatives  quickly 
;truck  back.  Gorbachev  got  a  stern 
varning  at  a  crucial  weekend  meeting  of 
he  Communist  Party  Politburo  on  Sept. 
;9-o0.  That  was  just  before  he  was  to 
ippear  before  the  Supreme  Soviet,  the 
lational  legislature,  and  give  a  speech 
■tating  his  final  decision  on  the  plan, 
lecalls  Petrakov:  "The  democratic 
orces  have  delivered  ultimatums  before, 
00.  But  they  were  just  backed  by  air. 
Vhen  the  conservatives  delivered  ulti- 
iiatums,  they  had  the  power  of  the 
';uns,  strong  military  forces.  Red  land- 
ords,  military-industrial  plants."  Speak- 
ng  before  the  lawmakers,  Gorbachev 
lacked  away  from  the  500-Day  Plan,  or- 
lering  yet  another  compromise  proposal, 
hereby  effectively  killing  the  plan. 

The  right  wing's  next  target  was  the 
aove  toward  democracy  that  Gorbachev 
lad  unleashed.  Reports  are  sketchy,  but 


sources  say  that  on  Nov.  16,  a  key  meet- 
ing of  Gorbachev,  the  Politburo,  defense 
factory  directors,  and  some  generals 
took  place  in  the  Kremlin.  There,  Gorba- 
chev's opponents  laid  out  plans  to  target 
democratically  elected  leaders  they  be- 
lieved were  leading  the  country  to  anar- 
chy. One  method  was  to  give  Gorbachev 
sweeping  powers  to  declare  national 
emergencies  in  trouble  spots  and  to  im- 
pose martial  law.  Says  Sergei  Volovets, 
deputy  editor  of  the  leading  liberal 
newspaper  Moscow  News:  "Ranking  mil- 
itary commanders  put  pressure  on  Gor- 
bachev, and  in  several  days  Gorbachev 
asked  the  Supreme  Soviet  for  new  presi- 
dential powers." 

As  he  won  those  powers,  Gorbachev 
started  a  purge  of  liberals  in  govern- 
ment. He  replaced  a  moderate  national 
militia  chief  with  two  hard-liners  from 
the  KGB  and  army.  Defense  Minister 
Dmitri  Yazov  and  KGB  head  Vladimir 
Krychkov  asserted  themselves  in  ways 
they  hadn't  been  able  to  in  the  days  of 


Ordinary  Soviet  citizens 
expect  more  tough  steps  to 
restore  law  and  order  and 
impose  greater  discipline 


IRON  FIST  WITH  CIVIL  STRIFE 
SPREADING,  GORBACHEV  TURNED  TO 
THE  ARMY  AND  KGB 


glasnost.  Meanwhile,  many  progressive 
advisers,  including  several  key  archi- 
tects of  glasnost  and  perestroika,  left. 
In  their  places,  Gorbachev  named  a 
gang  of  mossbacks,  including  his  new 
Prime  Minister,  Valentin  Pavlov,  a  cau- 
tious financial  bureaucrat.  Pavlov's  dep- 
uties, including  Yuri  Maslyukov,  also 
came  from  such  traditional  sectors  as 
the  State  Planning  Committee,  the  State 
Committee  for  Science  &  Technology, 
which  helps  create  weapons  systems, 
and  defense  industries. 
'SACRED.'  A  number  of  reasons  suggest 
why  Gorbachev  cast  his  lot  with  the 
hard-liners.  He  is  a  product  of  the  Com- 
munist system.  His  goal  was  fine-tuning 
that  system  so  he  could  save  socialism. 
While  his  proposals  turned  more  radical 
as  years  passed,  he  still  backed  away 
from  a  switch  to  full-fledged,  free-mar- 
ket capitalism.  Moreover,  Gorbachev  has 
never  been  able  to  embrace  private  own- 
ership of  land,  which  must  be  permitted 
if  anything  like  Western  capitalism  can 
take  root  in  the  economy.  When  his  re- 
forms started  splitting  the  country 
apart,  he  turned  back  to  the  only  powers 
he  knew  that  were  capable  of  preserving 
it.  That  task,  he  declared  in  December,  is 
".sacred." 

But  Gorbachev's  motivations  may  be 
of  little  interest  to  everyday  Soviet  citi- 
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zens,  from  entrepreneurs  to  workers, 
who  expect  more  tough  steps  to  restore 
law  and  order  and  impose  greater  "disci- 
pline," the  country's  new  buzzword. 
That  means  a  broader  police  and  army 
presence,  a  serious  assault  on  crim.e  and 
black-market  currency  trading,  and  a 
squeeze  on  the  independent  news  media. 
Indeed,  Gorbachev  is  betting  that  a 
broad  spectrum  of  the 
Soviet  population,  wea- 
ry of  shortages  of  food 
and  goods  and  disgust- 
ed with  nouveau  He  he 
speculators,  yearns  for 
authority.  "We  need  an 
iron  hand,"  declares  a 
police  lieutenant  in  Ros- 
tov-on-Don, in  southern 
Russia.  "It  doesn't  matter 
much  to  me  who  rules  in  Mos- 
cow, but  I  hope  they'll  put 
things  in  some  kind  of  order," 
says  Valentina  Belova,  a  wait- 
ress in  a  small  hotel  near 
Kharkov  in  the  Ukraine.  "This 
bardok,  this  screwup,  can't  go 
on  forever." 

But  the  entrepreneurs  who 
flourished  after  small  busi- 
nesses were  allowed  now  fear 
that  their  enterprises  will 
choke  on  a  flurry  of  new  regu- 
lation, if  not  outright  orders  to  close 
down.  "The  latest  decree  is  set  up  so 
that  many  joint  ventures  and  coopera- 
tives will  stop  their  work  and  liquidate 
themselves,"  says  a  worried  Artyom 
Tarasov,  one  of  the  country's  leading 
entrepreneurs.  "I  believe  cooperatives 
will  close,  and  many  joint-venture  part- 
ners will  go  home."  Notes  Dwayne  0. 
Andreas,  chairman  of  U.  S.  agribusiness 
giant  Archer  Daniels  Midland  Co.:  "If 
it's  a  pogrom  against  private  business  in 
general,  this  is  going  to  have  a  profound 
effect  on  foreign  business." 
PRICE  HIKES.  Yet  others  in  the  coopera- 
tive movement  say  such  tough  methods 
are  necessary.  "We  will  find  our  own 
version  of  Pinochet,"  says  Sergei  Olevs- 
kiy,  a  Moscow  cooperative  operator,  re- 
ferring to  the  Chilean  general  who  used 
authoritarian  methods — and  American 
help — to  push  a  more  market-oriented 
economy.  Olevskiy,  whose  private  cloth- 
ing and  jewelry  business  has  revenues 
of  over  1  million  rubles  a  month,  thinks 
new  Prime  Minister  Pavlov  will  slowly 
be  forced  to  free  up  some  economic  sec- 
tors after  imposing  tough  controls. 

This  month,  Gorbachev  will  decree 
food  price  hikes  of  507'  to  1007,  in  part 
to  prop  up  the  government's  sagging  fi- 
nances, says  Orlov.  Prices  for  clothing, 
shoes,  and  textiles  will  be  freed  entirely. 
The  republics  will  be  ordered  to  come  up 
with  a  social  safety  net  to  protect  low- 
income  individuals,  though  wages  for  or- 
dinary workers  will  be  capped. 


But  as  dramatic  as  these  measures 
are,  the  new  regime  won't  move  quickly 
to  a  market  economy.  Nor  will  tradition- 
al central  planning,  now  widely  discredit- 
ed, be  the  norm.  Gorbachev's  new  gov- 
ernment will  stand  somewhere  in 
between,  struggling  to  preserve  key 
roles  for  the  central  bureaucracy,  includ- 
ing planners,  regulators  and  collectors 
of  taxes.  Republican  govern- 
ments would  be  given  some  in- 
dependent decision-making 
power,   but  circumscribed  by 


ECONOMIC  DECREES 


■  Moscow  will  raise  food  and  other 
consumer  prices  by  as  much  as 
100%  starting  this  month.  Clothing 
prices  may  be  freed 

■  The  Kremlin  will  order  republics  to 
establish  a  welfare  system  to  com- 
pensate the  poor  for  higher  prices 

■  Mew  plan  will  cap  wages  and 
peg  salary  increases  to  increased 
factory  output 

■  New  state-controlled  property 
funds  will  allow  privatization  under 
Communist  Party  bosses 


the  Kremlin.  The  republics,  for  example, 
will  be  given  the  task  of  deciding  how 
much  to  raise  food  prices,  although  by 
not  more  than  an  average  of  1007 . 

Privatization  won't  come  about  in  any 
large  way  soon,  if  the  hardliners  prevail. 
Prime  Minister  Pavlov  may  take  some 
initial  steps  to  launch  a  gradual,  central- 
ly-controlled program,  using  special 
state-run  property  funds.  Some  possible 
targets  are  parts  of  the  vast  Vorkuta 


coalfield  in  northern  Russia  and  a  num- 
ber of  defense  factories  and  retail 
stores.  With  this  approach,  Pavlov  would 
give  first  dibs  to  the  ministries  and  their 
managerial  elites  who  controlled  the 
properties  for  years.  It  would  also  effec- 
tively block  investment  by  independent 
entrepreneurs.  Says  Orlov:  "Pavlov  con- 
siders privatization  a  key  issue.  But  he 
will  do  everything  in  his  power  to  con- 
trol and  regulate  the  process." 

But  Pavlov's  biggest  problem  will  be 
fending  off  total  collapse  of  the  econo- 
my: Industrial  production  of 
key  goods  ranging  from  oil  to 
tubes  has  plummeted  in  the 
last  year.  Factories  face  a 
squeeze  from  high  wholesale 
prices.  And  the  government's 
budget  deficit  is  heading  into  a 
black  hole  about  the  size  of 
200  billion  rubles.  "The  eco- 
nomic situation  is  getting 
worse  and  worse,  and  I  expect 
an  explosion  soon,"  warns 
economist  Oleg  T.  Bogomolov, 
director  of  Moscow's  Interna- 
tional Economic  &  Political 
Studies  Institute. 
KEY  TO  THE  FUTURE.  But,  as 

far  as  freedom  of  the  press 
and  democracy  are  concerned, 
Gorbachev  will  find  it  extreme- 
ly difficult  to  put  the  genie  back  in  the 
bottle.  Gorbachev  is  pushing  for  nation- 
wide press  censorship.  But  Soviet  jour- 
nalists and  other  professionals  won't  for- 
get the  freedom  they  enjoyed  under  six 
years  of  glasnost.  Even  if  Gorbachev 
stamps  on  fledgling,  highly  disorganized 
opposition  parties,  they  will  reemerge, 
as  did  Poland's  Solidarity  movement.  Ob- 
serves Moscow  News's  Volovets:  "I  have 
been  a  journalist  for  25  years,  and  most 
of  that  time  I  lied."  Under  glasnost,  he 
continues,  "I  have  felt  the  pleasure  of 
telling  people  the  truth.  The  only  way 
for  Gorbachev  to  [censor]  us  is  to  send 
paratroopers  in  here  and  put  us  out  on 
the  street." 

The  key  to  the  future  lies  in  the  re- 
publics. If  they  stick  to  their  defiant 
course,  and  Gorbachev  refuses  to  com- 
promise, the  country  could  see  mass 
armed  conflicts  reminiscent  of  the  Soviet 
Civil  War  of  1918-20,  except  this  time  it 
would  be  with  modern  weapons.  A  nucle- 
ar arsenal  of  50,000  warheads,  much  of 
it  aimed  at  the  United  States,  would  be 
at  risk.  It's  no  coincidence  that  a  late- 
night  television  show  on  Jan.  27  showed 
horrifying  pictures  of  the  country's  last 
civil  war,  while  the  announcer  pleaded: 
"We  must  not  let  this  happen  again." 
Whether  it  does  or  not  is  Gorbachev's 
historic  choice. 

By  Rose  Brady  in  Moscow  and  Peter  Ga- 
luszka  in  New  York,  with  Igor  Reichlin  in 
Kharkov  and  Rosemarie  Boyle  in  Moscoiv, 
and  bureau  reports 
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FROM  GUNG-HO 
TO  UH-OH 


Western  investors  won't  cut  many  new  deals  until  order  returns 


^  Travelers  through  Mos- 

cow's  Shermetyevo  Air- 
-^^^^Tjl^^  port  in  the  past  two 
^^Ktm^^^  years  were  sure  to  spot 

^^L^i/     Artyom  Tarasov's 

J^H^H  startup  business,  a 
thriving  little  venture 
that  rented  luggage  carts.  But  on  Jan. 
28,  Tarasov  became  one  of  the  first  vic- 
tims of  Mikhail  Gorbachev's  draconian 
attempt  to  root  out  suspected  corrup- 
tion. Authorized  by  a  new  decree  to  raid 
banks  and  businesses,  the  KGB  suddenly 
descended  on  Tarasov,  a  self-made  mil- 
lionaire who  built  up  a  private  trading 
company.  "They  checked  everything, 
documents  and  cash,"  he  snaps.  "The 
only  thing  to  do  was  to  close  down." 

For  the  Soviet  Union's  budding  cadre 
of  entrepreneurs,  inspired  by  Gorba- 
chev's economic  drives  over  the  past  six 
years,  the  reemergence  of  the  KGB  is  a 
chilling  turn.  The  move  was  designed  to 
crack  down  on  the  prospering  black  mar- 
ket and  restore  economic  discipline.  But 
the  raids  also  shook  up  Western  busi- 
nesses, already  spooked  by  the  blood- 
shed in  the  Baltic  republics.  "It  scares 
the  hell  out  of  you,"  says  the  Moscow- 
based  representative  of  a  major  Ameri- 
can company.  "The  Soviets  seem  to  be 
doing  everything  they  can  to  kill  incen- 
tive and  motivation." 
SECOND  THOUGHTS.  Gorbachev  can  ill  af- 
ford to  alienate  foreign  investors.  With- 
out them,  his  hopes  of  reviving  the  bas- 
ket-case Soviet  economy  may  never  be 
realized.  Some  big  investors,  from 
France's  Peugeot  to  Japan's  C.  Itoh  & 
Co.,  are  putting  big  new  ventures  on  ice 
(table).  Other  longtime  investors,  such 
as  PepsiCo  Inc.  and  Dresser  Industries 
Inc.,  are  sticking  it  out  in  hopes  of  reap- 
ing profits  over  the  long  run.  But  with 
Western  governments  choking  off  cred- 
its to  the  Soviets  in  protest  of  Gorba- 
chev's hard  line,  new  deals  are  growing 
scarce.  "Clients  used  to  come  in  and  ask 
us:  'What  are  the  possibilities?'  "  says 
Albert  Soria,  a  first  vice-president  at 
Finland's  Kansallis  Bank.  "Now,  they 
are  not  even  questioning  us." 

The  shortage  of  financing  is  hurting 
deals  in  the  works.  Britain's  Export 
Credit  Guarantee  Dept.,  which  has  al- 
ready backed  some  $4  billion  in  Soviet 
deals,  claims  that  further  financial  sup- 


port is  now  "under  review."  But  British 
executives  say  that  the  department  has 
slammed  the  door  shut  on  any  new  fi- 
nancing. "This  presents  a  serious  threat 
to  trade  into  the  Soviet  Union,"  insists 
Laurie  Cannon,  a  general  manager  at 


HANGING  IN  THERE  longtime 

SOVIET  PARTNER  PEPSICO  NOW  ALSO 
RUNS  TWO  MOSCOW  PIZZA  HUTS 


APV  Baker  Ltd.,  a  food  processor.  Plans 
to  sell  some  $40  million  in  food-process- 
ing equipment  to  the  Russian  republic 
will  now  have  to  wait,  he  says. 

The  White  House  may  take  even 
tougher  action.  COCOM,  the  Western  alli- 
ance's organization  that  licenses  high- 
tech exports,  may  soon  lift  curbs  on 
sales  of  telecommunications  and  comput- 
er gear  to  the  Soviets.  But  the  Bush 
Adrninistration  is  considering  a  delay  in 
the  start  of  exports  under  the  relaxed 
rules  unless  Gorbachev  eases  up  in  the 
Baltics.  This  could  affect  U.  S.  compa- 
nies such  as  American  Telephone  &  Tele- 
graph, IBM,  and  Digital  Equipment, 
which  are  eager  to  sell  advanced  wares 
to  the  Soviets. 

By  shunning  the  Soviet  Union,  the 


HOW  BUSINESS  VIEWS  THE  ABOUT-  EACE 


MCDONALD'S  (U.S.)  Moscow  restaurant 
celebrates  first  anniversary;  company 
plans  second  outlet  and  office  building 
in  summer 

NOKIA  (FINLAND)  Launches  joint  ven- 
ture on  Jan.  29  to  make  100,000  tons 
of  copper  vyire  a  year 

PEPSICO  (U.S.)  Continues  $3  billion  ex- 
pansion of  bottling  plants.  Opens  two 
Pizza  Hut  restaurants 

PHIBRO  ENERGY/ ANGLO-SUISSE  (U.S.) 
Western  Siberia  oil  venture  comprising 
at  least  650  wells  aims  to  start  drilling 
this  spring^ 


DAIMLER-BENZ  (GERMANY)  Postpones 


plan  to  build  auto  plant;  continues  with 
$100  million  bus  factory 

KPMG  PEAT  MARWICK  (U.S.)  Delays 
joint  venture  to  train  construction  man- 
agers; postpones  expansion  of  Soviet 
consulting  business 

PEUGEOT  (FRANCE)  Considers  delaying 
proposed  auto  plant 

SIEMENS  (GERMANY)  Renegotiates 
$666  million  financing  for  joint  venture 
to  make  telecommunications  switches 


C.  ITOH  (JAPAN)  Shelves  plan  to  re- 
model oil  refinery 

DEVANLAY  (FRANCE)  Drops  proposal 
for  joint  venture  to  produce  underwear 
and  children's  clothing 

DATA:  COMPANY  REPORTS,  BW 
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SIEMENS 


1954.  That  was  then. 


Siemens  opens  its  first  American  office.  Located  in  New  York's  Empire  State  Building, 
a  staff  of  seven  offers  electric  and  electronic  engineering  to  the  U.S.  marketplace.  First 
year  sales  were  less  than  $1  million. 


Siemens  Corporation  1991 


i 


1991.  This  is  now. 


Today  Siemens  spans  the  continent  with  450  locations  in  towns  and  cities  across 
America,  making  leading  edge  technologies  in  electric  and  electronic  engineering 
available  coast  to  coast.  Siemens  employs  more  than  35,000  people  nationwide, 
including  10,000  men  and  women  at  60  manufacturing  sites.  Together,  they're  contrib- 
uting to  a  growing  company  that's  producing  more  than  $4  billion  in  annual  sales. 
And  all  that  is  continuing  to  make  a  growing  contribution  to  America's  economy 
Siemens.  Precision  Thinking. 


For  more  information,  write  for  Siemens  '90.  Box  8003U,  Trenton,  NJ  08650. 


Automation  Automotive  Electronics  Electronic  Components  Energy  Information  Systems 
Ligtiting  Systems       l\/ledical  Systems       Power  Generation       Telecommunications  Transportation 


West  is  only  exacerbating  the  rapid  dete- 
rioration of  the  Soviet  economy.  Deep  in 
debt  and  short  of  hard  currency,  the  So- 
viets are  desperate  for  foreign  technol- 
ogy, financing,  and  consumer  goods.  The 
latest  grim  evidence  of  the  slide  came  in 
late  January  with  news  that  output  of 
oil,  Moscow's  prime  hard-currency  earn- 
er, slipped  77'  in  1990  to  its  lowest  level 
in  12  years  (chart).  What's  worse,  top- 
ranking  oil  officials  are  warning  Gorba- 
chev that  the  country,  now  the  world's 
largest  petroleum  producer,  may  become 
an  importer  by  1993. 


KAZAKHSTAN  RIG 

THE  WORLD'S  LARGEST  OIL  PRODUCER 
COULD  BECOME  A  NET  IMPORTER 


Chevron,  Johnson  &  Johnson,  and  East- 
man Kodak. 

But  for  now,  more  and  more  compa- 
nies are  staying  home.  Japanese  busi- 
nesses have  recently  turned  a  cold  shoul- 
der to  a  Soviet  trade  mission  seeking 
investment  in  13  major  projects,  most 
involving  natural  resources.  European 
companies  are  also  wary  of  Soviet  eco- 
nomic upheavals.  British  Airways  PLC, 
for  example,  is  having  trouble  conclud- 
ing a  joint  venture  with  the  Soviet  na- 
tional airline  Aeroflot  to  set  up  a  new 
carrier,  Air  Russia.  Among  the  prob- 
lems: A  top-level  management  reshuffle 
at  Aeroflot  and  difficulties  in  lining  up 


Amid  the  disarray,  Western  investors 
are  no  longer  sure  who  is  in  charge. 
Even  as  the  Soviets  were  announcing 
their  first  auction  of  oil  and  gas  leases 
for  acreage  near  the  Caspian  Sea,  some 
petroleum  workers  were  demanding  con- 
trol over  their  own  output.  "We  want 
real  independence,"  says  Nikolai  K.  Tri- 
fonov,  chairman  of  the  Tyumen  regional 
oil  and  gas  workers'  union.  Feuds  be- 
tween the  central  authorities  and  the 
feisty  republics  are  adding  to  the  chaos. 
For  instance,  the  Soviets  recently 
scrapped  a  plan  by  France's  Pechiney  to 
build  a  $200  million  packaging  plant  in 
Armenia.  Recalls  a  company  executive: 
"Moscow  bureaucrats  told  us  openly 
they  didn't  want  a  big  investment  in  a 
republic  that  might  not  be  part  of  the 
Soviet  Union  in  five  years." 
STAYING  HOME.  Many  executives  argue 
that  Gorbachev  can't  press  ahead  with 
reform  until  he  restores  order  in  the  dis- 
integrating economy.  "If  there  isn't  a 
modicum  of  stability  maintained,  there's 
no  hope  whatsoever  for  any  real  [eco- 
nomic] changes,"  argues  James  H.  Gif- 
fen,  president  of  the  American  Trade 
Consortium,  a  group  of  blue-chip  inves- 
tors in  the  Soviet  Union  that  includes 


$700  million  in  financing. 

Or  Uike  Imperial  Chemi- 
cal Industries  PLC,  a  lead- 
ing British  exporter  to  the 
Soviet  Union.  Owed  $40 
million  in  overdue  bills,  !CI 
is  putting  off  plans  to  de- 
velop distribution  joint 
ventures.  "It's  definitely 
unattractive,"  says  John 
Mitchell,  Id's  top  execu- 
tive for  Eastern  Europe. 
"The  economic  environment  has 
changed.  We  can't  go  forward." 

Western  makers  of  consumer  goods 
are  even  more  downbeat.  Peugeot  and 
Germany's  Daimler  Benz  have  put  on 
hold  plans  to  build  sedans  in  the  Soviet 
Union  for  local  sales.  Others,  shaken  by 
events  in  the  Baltics,  have  called  off  new 


'I  see  the  army  and  the  KGB 
taking  over.  You  can't 
tell  me  anything  good 
about  the  Soviet  Union' 


projects.  "I  see  the  army  and  the  KGB 
taking  over,"  says  Jean-Pierre  Ja'is,  di- 
rector of  international  affairs  at  French 
clothing  maker  Devanlay,  which  has 
abandoned  efforts  to  produce  children's 
apparel  and  underwear  in  the  Russian 
Republic.  "You  can't  tell  me  anything 
good  about  the  Soviet  Union." 

Still,  some  companies  involved  in  proj- 
ects supported  by  the  central  authorities 
are  pressing  ahead.  Worried  that  no  one 
would  invest  heavily  in  a  country  with 
an  antiquated  communications  system, 
the  Soviets  are  negotiating  with  Alcatel, 
Siemens,  and  several  Baby  Bells  to  up- 
grade international  and  long-distance 
telephone  service.  For  local  phone  ser- 
vice, Moscow  is  proceeding  with  plans  to 
hand  over  to  the  republics  all  responsi- 
bility for  equipment  contracts  with  for- 
eign joint  ventures. 

McHAPPY  DAY.  Some  projects  designed  to 
bring  in  large  amounts  of  hard  curren- 
cy— primarily  involving  petroleum  and 
chemicals — are  also  moving  forward. 
France's  Elf  Aquitaine  plans  to  start 
drilling  for  oil  and  gas  this  spring  in 
Kazakhstan  and  the  Russian  republic. 
Neste  Oy,  Finland's  oil  conglomerate,  is 
negotiating  a  joint  venture  to  explore  for 
oil  in  the  Urals.  "It  is  in  the  interest  of 
many  Western  economies  to  continue 
working  on  access  to  Russian  crude," 
says  Chairman  Jaakko  Ihamuotila. 

Despite  executives'  concerns  over  the 
deteriorating  political  scene.  White 
Nights,  an  oil-exploration 
partnership  made  up  ol 
Phibro  Energy  Inc.  anc 
Anglo-Suisse,  an  indepen 
dent  Houston  oil  produc 
er,  already  has  men  am 
equipment  in  Western  Si 
beria.  "Any  Western  com, 
pany  naturally  worrie;| 
about  the  political  situai 
tion,"  says  Phibro  Vice 
President  Ronald  H.  Ben 
son.  "So  far,  we've  had  n( 
bad  effects  from  it,  bu 
you're  always  thinking 
about  it." 
Also  u II fazed  by  the  upheaval,  McDor 
aid's  Corp.  is  planning  to  hold  its  first 
ever  McHappy  Day  at  its  Moscow  res 
taurant  in  April.  The  company  is  linin, 
up  five  Soviet  cosmonauts  and  the  Re 
Army  hockey  team  to  lead  the  celebn 
tion,  with  some  of  the  proceeds  going  t 
children's  charities.  McDonald's  is  als 
hoping  to  open  19  more  outlets  in  th 
Moscow  area.  But  other  Western  inve: 
tors  aren't  nearly  as  sanguine.  Unt 
they  get  a  clear  signal  that  disorder 
on  the  wane,  most  will  keep  their  checl 
books  tightly  shut. 

By  Richard  A.  Melcher  in  London,  wi 
Rosemarie  Boyle  in  Moscow,  Stewart  T( 
in  Paris,  Pan!  Mngnusson  in  Washingto 
and  bureau  reports 
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COVER  ST'  y 


U.S.-SOVIET  RELATIONS: 
COOLER,  BUT  NOT  COLD 


Moscow  may  take  a  harder  line,  but  it  can't  afford  confrontation 


It  wasn't  exactly  the 
^fkw^      kind  of  partnership  Jim 
'^^^^^^i^^^  Baker  had  in  mind.  Af- 
^^^Km^^^  ter  warm  U.  S.-Soviet 

^^L^i/  meetings  that  helped 
J^B^H      thaw  the  cold  war,  the 

^%  Secretary  of  State 
found  himself  standing  with  his  Soviet 
counterpart  outside  the  White  House  on 
Jan.  28,  reading  a  terse  announcement. 
By  "mutual  agreement"  with  Moscow, 
President  Bush  would  postpone  his  Feb- 
ruary summit  with  Mikhail  Gorbachev. 

Both  Washington  and  Moscow  were 
quick  to  blame  the  Persian  Gulf  war  for 
the  first  cancelation  of  a  superpower 
summit  since  the  frostiest  days  of  the 
cold  war.  Whether  or  not  summit  plan- 
ners get  the  meeting  back  on  track  by 
June,  however,  one  thing  is  clear:  Mos- 
cow's Baltic  crackdown  and  reactionary 
tilt  is  changing  the  tenor  of  Soviet  rela- 
tions with  the  outside  world. 

Few  expect  a  return  to  the  old  Soviet 
hostility.  On  Jan.  29,  Baker  and  Soviet 
Foreign  Minister  Alexander  Bessmert- 
nykh  went  out  of  their  way  to  demon- 
strate that  superpower  relations  are  still 
on  track.  After  Moscow  voiced  concerns 
that  the  U.  S.'s  real  agenda  in  the  gulf 
was  to  wipe  out  Iraq,  the  ministers 
smoothed  over  differences  and  said  their 
only  goal  is  to  evict  Iraq  from  Kuwait. 
HARDER  LINE.  Still,  after  the  Baltic  crack- 
down and  the  departure  of  Foreign  Min- 
ister Eduard  A.  Shevardnadze,  it's  clear 
that  improvement  in  Soviet  relations 
with  the  democracies  will  be  harder  and 
longer  in  coming.  Of  key  concern  to  the 
U.  S.  is  that  the  resurgent  Soviet  mili- 
tary might  make  it  harder  to  reach  a 
strategic  arms  reduction  agreement  and 
win  final  approval  of  a  conventional 
arms  deal. 

A  possibly  harder  Soviet  line  also  con- 
cerns Europeans,  who  want  quick  with- 
drawal of  Soviet  troops  from  Gerniany 
and  Poland.  Soviet  generals,  however, 
have  begun  hinting  that  the  timetable  is 
too  rapid.  The  Germans,  in  particular 
are  waiting  for  a  February  meeting  oi 
the  Supreme  Soviet,  which  is  slated  to 
approve  final  details  of  German  reunifi- 
cation. Likewise,  Gorbachev's  scheduled 
Apr.  16-19  trip  to  Japan  could  be  affect- 
ed if  the  conservative  shift  prevents  him 
from  offering  any  solution  to  the  old 


dispute  over  four  islands  north  of  Japan. 

Another  guessing  game  is  over  the 
gulf.  The  superpowers  say  they  are  now 
speaking  with  one  voice,  but  some  spe- 
cialists remain  worried  that  Gorbachev 
could  be  forced  to  make  concessions  to 
the  Soviet  army,  which  is  concerned  by 
the  destruction  of  their  old  client,  Iraq. 
"The  longer  the  war  goes  on,  the  great- 
er the  chance  that  Gorbachev  or  some 
replacement  will  come  under  pressure 
from  the  military  to  reassert  the  Soviet 
role,"  says  Bruno  Schoch,  a  Soviet  ex- 
pert at  the  Peace  Research  Institute  in 
Frankfurt.  In  short,  Gorbachev's  foreign 
policy  faces  pressure  on  many  fronts. 
"There  is  a  counteroffensive  by  the  de- 
fense and  military  Establishments," 
says  Andrei  V.  Kortunov,  head  of  the 
international  department  of  the  Institute 
of  the  USA  &  Canada  in  Moscow. 

It's  unlikely  Moscow  will  completely 
reverse  Gorbachev's  course.  With  its 


Eastern  European  empire  lost  and  its 
economy  incapable  of  financing  Third 
World  adventurism,  the  fundamentals 
that  fueled  Moscow's  foreign  policy  rev- 
olution remain  in  place.  Any  Gorbachev- 
led  government  will  likely  continue  to 
see  relations  with  the  West  as  crucial  to 
rebuilding  a  bankrupt  economy. 
'A  PRICE.'  In  the  end,  how  well  Bush 
manages  the  new,  murkier  relationship 
with  Moscow  could  be  just  as  important 
a.  monument  of  his  Presidency  as  the 
gulf  war.  Congress,  however,  will  make 
that  balancing  act  more  difficult.  Bipar- 
tisan disgust  with  Soviet  repression 
could  hold  broader  foreign  policy  objec- 
tives hostage.  Says  Senator  Robert  W. 
Kasten  Jr.  (R-Wis.):  "The  Soviet  govern- 
ment has  to  understand  there's  a  price 
to  pay  for  stepping  back  from  reform." 

But  how  high  a  price?  The  strategic 
arms  agreement  that  hangs  in  the  bal- 
ance vastly  benefits  U.  S.  security  inter- 
ests by  requiring  lopsided  cuts  in  Soviet 
nuclear  forces.  If  he  had  moved  faster  to 
engage  Gorbachev  in  his  first  year. 
Bush  might  have  already  pocketed  the 
pact.  Now,  with  the  direction  of  Soviet 
foreign  policy  uncertain,  the  "new  world 
order"  that  Bush  once  envisioned  could 
prove  a  more  distant  goal. 

By  BUI  Javetski  and  Amy  Borrus  in 
Washington,  with  Rose  Brady  in  Moscow, 
Gail  Schares  in  Bonn,  and  bureau  reports 
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HINTS  OF  CHANGE 
IN  KREMLIH 
FOREIGN  POLICY 


STRATEGIC  ARMS  Soviet 
military  is  dragging  its  heels 
on  accepting  deep  cuts  in  its 
nuclear  arsenal 


SUMMIT  STALLED  The  offi- 
cial reason  is  the  gulf  crisis, 
but  U .  S .  -Soviet  disagree- 
ment over  the  Baltic  crack- 
down is  also  a  factor 

EASTERN  EUROPE  Generals 
suggest  that  withdrawal  of 
troops  from  Poland  and  Ger- 
many may  be  delayed 


CONVENTIONAL  ARMS  So- 
viet military  is  trying  to  ex- 
empt some  Army  units  from 
arms  control  deal 

IRAQ  Soviets  support  U.S. 
on  Iraq's  withdrawal  frOm 
Kuwait,  but  concerns  re- 
main about  a  permanent 
U.S.  presence 
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EX  FCN         PAUSE  REDIAL 


Introducing  the  DiamondTel®  99X  Portable  by  Mitsubishi  Electronics.  Shown 
here  actual  size,  it  is  one  of  the  smallest  cellular  telephones  in  the  world. 

Tiny  enough  to  cradle  in  the  palm  of  your  hand,  the  DiamondTel®  99X  weighs 
a  mere  10.5  ounces.  Yet  it  has  today's  most  advanced  features  and  gives  you  up  to 
1 1/2  hours  talk  time  with  our  high  capacity  battery. 

Or  choose  the  DiamondTel®  92  Mobile/Transportable.  At  only  4.3  pounds,  it's 
one  of  the  lightest  transportables  made.  It  mounts  in  your  car,  then  snaps  out 
instantly  to  go  where  you  go. 

How  do  you  invest  in  diamonds?  Ask  for  DiamondTel®  at  your  cellular  dealer. 

^DiamondTel 

©  1991  Mitsubishi  Electronics  America,  Inc.,  800  Biermann  Court,  Mount  Prospect,  IL  60056  (708)  298-9223 
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We're  counting  on 
experience 
to  be  the  best  teacher 


America's  ability  to  retain  our  lead  in 
technology  depends  on  our  determination  to 
regain  our  lead  in  education.  Today,  there  is  a 
critical  shortage  of  qualified  math  and  science 
teachers  in  grades  eight  through  twelve.  As  a 
result,  our  kids  are  graduating  from  high  school 
unprepared  for  the  challenges  of  the  future. 

At  a  time  when  more  jobs  require 
technology-related  skills,  our  schools  are 
producing  fewer  technology-competent  people. 

A  new  source  of  qualified  math  and  science 
teachers  is  needed.  And  it  is  needed  now. 

What  Rockwell  is  doing. 

One  solution  to  the  problem  is  people  like 
Bill  Williams.  Bill  is  participating  in  a  pilot 
program  to  qualify  retired  Rockwell  engineers 
as  certified  math  and  science  teachers. 

He  already  knows  the  subject  and  how  to 
apply  it  to  real  world  problems.  Now  he's  back 


in  school  learning  how  to  share  his  love  of 
technology  with  a  roomful  of  teenagers. 

We're  counting  on  our  retirees  to  turn  a 
lifetime  of  experience  into  the  experience  of 
a  lifetime.  Because  what  they  know  can't  be 
learned  from  books  alone. 

What  you  can  do. 

Helping  retired  employees  to  become 
certified  math  and  science  teachers  is  one 
of  hundreds  of  ways  you  can  encourage 
American  innovation  and  leadership  through 
quality  education.  For  more  information, 
simply  write  Rockwell,  RO.  Box  905, 
Dept.BWJ ,  El  Segundo,  CA  90245-0905 
for  printed  information  created  in 
cooperation  with  the  National  Association  of 
Partners  in  Education  (NAPE). 

Emphasize  Education.  Ifs  our  future. 


^1^ 

Rockwell  International 


mmm^ 

ELECTRONICS    AEROSPACE     AUTOMOTIVE  GRAPHICS 


Rockwell  is  a  $12  billion  company  with  more  than  100,000  employees  worldwide.  Our 
people  have  a  common  goal:  Understanding  our  customers  and  satisiving  them  with 
the  innovative  application  of  science  and  technology.  We  never  stop  reaching  higher 
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THE  1991 

Senior  Tour 
Journal 


©nit"  hJ^  lonii  tit 
inrn  rlic  \\ orki 
I  i)t  bu^inc^s  and 
commerce  as 
comtorcablx  as  tired 
teet  intd  a  pair  of  battered  slip- 
pers. A  leisureK  round  and  the 
con\i\ialit\  of  the  "I'-'th  llnle" 
that  LisualK  follow  s  lia\  e 
hatched,  thrashed  o\  er  or 
closed  man\  a  deal.  The  lo\e 
that  so  mans  corporate  execii- 
tn  es  throuuhoiit  the  w  orld 
ha\e  for  uolf  and  the  \aliie 
that  tlie\  see  in  the  ^ame  for 
their  companies  ha\e  pla\ed 
major  roles  in  the  fantastic 
urow  th  of  uolf.  Billions  of  dol- 
lars ha\e  moxei-i  from  corpo- 
rate treasuries  into  man\ 
aspects  of  the  uame  and  clearK 
that  m\estment  has  been 
repaid  tan^ibK  and  intanuiblv 
man\  times  ox  er. 

1  Ills  alliance  of  business  aiul 
iiolf  was  not  somethinii  tliat  just 
daw  ned  on  rhc  pow  ers  that  be  in 
recent  \  ears.  It  was  happenmi:  in 
one  form  or  another  hack  to  the 
root  \  ears  of  the  Liame.  Ions:  before 
I  was  around.  .As  a  vounu  man. 
thoutih.  I  could  see  how  compatible 
the\  were.  I  didn"t  come  to  the  pro- 
fessional ijame  the  same  way  as 
most  of  today's  players  —  junior 
iiolf  CO  collesie  golf  to  the  pro  tour. 


Introduction  by  Arnold  Palmer 


In  fact.  1  almost  didn't  wind  up  on 
the  PC. .A  rOl  R  at  all. 

1  was  well  into  m\  2Ws  when  I 
came  ( mr  <  if  the  ( i.ist  CiuatLl  aiui 
liad  been  fortimate  enouiih  to  be 
able  to  pla\  a  lot  of  amateur  i^olf 
w  hile  in  the  ser\  ice.  I  parlaved  the 
^olf  into  a  sales  Job  and  really  had 
no  serious  thought  of  turninii  pro.  I 
had  more  in  mind  the  idea  of 
becoming  a  businessman  and  a  top 
amateur,  competing  and  hopefullv 


\\innini:    lot  of  the  impcjrtant 
national  e\ents.  Keep  in  mind 
hat  the  real  money  wasn't 
here  yet  for  the  touring  pros. 
Then,  in  the  fall  of  l'^',S4.  1 
w  on  the  I  .  S.  Amateur  and 
was  certain  to  be  chosen  for 
the  \\  alker  (  aip  team  that 
would  be  going  to  England. 
Making  the  Walker  Cup  team 
is  the  dream  of  every  serious 
amateur  golfer  in  the  coiintrs . 

et.  my  scheme  of  retaining 
m\  amateur  status  and  becom- 
ini:  a  gentleman  golfer  siid- 
denh  didn't  really  make 
sense.  1  couldn't  afford  to  go 
that  route,  especially  since 
W  innie  and  1  w  ere  talking 
seriously  of  getting  married.  1 
iiterallv  had  no  monev  and 
decided  that  I  had  to  go  after  a 
share  of  the  relati\  ely  meager 
prize  mone\  that  w  as  then 
available  in  tournament  golf.  ()b\i- 
ousK.  as  things  ha\  e  turned  out.  I 
made  the  right  choice. 

.\  few  vears  later,  business 
came  back  into  my  life  w  ith  a 
\engeance  and  much  to  my  liking. 
B\  the  end  of  1*^',^'^^.  I  had  won  15 
professional  tournaments  and  w  as 
one  of  the  leading  money-winners. 
Business  opportimities  directly  and 
indirectiv  connected  to  golf  w  ere 
coming  mv  w  av.  so  manv.  in  fact. 
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To  Win,You  Have  ToGet  Past 
5  Lakes,  68  Traps,  2,743  Trees, 
10MilesOfRo#... 


And  A  Guy  Who  Thinks  He's  Zorro. 

The  Ameritech  Senior  Open,  July  15-21. 


Ameritech,  a  leader  in  the  communications 
and  information  business  in  the  Great  Lakes  region, 
brings  together  78  of  the  best  players  on  the  Senior 
PGA  Tour— including  defending  champion  Chi  Chi 
Rodriguez— to  challenge  the  Tom  Fazio  designed 


Stonebridge  Country  Club  course  in  Aurora,  Illinois. 

The  pros  in  communication  bring  you  the 
pros  in  golf  at  the  Ameritech  Senior  Open,  played  for 
the  benefit  of  United  Way  Charities.  Live  tournament 
coverage  of  final  rounds  on  CBS. 


JsmERiTECH 


Illinois  Bell  •  Indiana  Bell  •  Michigan  Bell  •  Ohio  Bell  •  Wisconsin  Bell  •  Ameritech  Audiotex  Services  •  Ameritech  Credit  •  Ameritech  Development 
Ameritech  Information  Systems  •  Ameritech  International  •  Ameritech  Mobile  Communications  •  Ameritech  Publishing  •  Ameritech  Services  •  Tigon  Voice  Messagi 


t)1991  Amenlech 


that  I  needed  e.ipable  help  in  deal- 
ni'4  w  ith  them.  1  hat  w  as  \\  lien  I 
sealed  an  aureement  ni  a  manner 
that  would  lia\  e  must  e\eeuti  \  es 
shakini;  their  heads.  1  made  a  deal 
with  .Mark  McCiormaek  to  handle 
m\  affairs  without  putting  a  word  in 
writiiifi.  We  mereK  shook  hands 
antl  that  unwritten  asireement  has 
ser\eil  us  both  well  for  ,■^0  \ ears. 

Nothinu  was  said  durinii  the 
ne\t  few  seasons  when  I  felt  1  was 
at  the  peak  of  m\  eareer.  l-5ut.  as 
soon  as  the  winning  be^an  to  caper 
off  e\er  so  sli^hrb  .  there  were 
those  who  eontended  that  the  time 
awav  from  my  tournament  ii,olf  that 
went  to  btisincss  ae:i\ities  of  one 
kind  or  another  was  detrimental  to 
m\  eareer.  To  this  lLu.  some  aruue 
that  m\  reeord  would  be  mueh 
greater  if  I  had  stuek  uj  the  ^olf  and 
avoideel  most  of  the  business  that 
eame  my  wax.  Riti,ht  or  wronsj,.'  1 
ean't  sav.  But  1  ha\  e  no  regrets.  It 
has  all  ha[i|")ened  [irettx  mueh  tlie 
wav  I  wanted  it  and  planned  it. 

Now.  thonuh,  the  master  plan 
has  i^one  astrax  ...happiK  .  I.onu 
before  I  reacheil  m\  jiresent  a<j;e.  I 
hati  expeeted  to  be  de\otin<4  most 
of  m\  attention  to  a  \  arietv  of  busi- 
nesses and  plaxin^  easual  t^olf  with 
friends.  I  thought  I  would  be  pla\- 
iiiL^  those  rounds  of  >4olf  when  time 
permittetl  awa\  from  a  host  of  other 
aeti\  ities  in  m\  business  life  —  i^olf 
eourse  (.lesion  and  manai;emenc 
businesses,  automotive  and  a\ iation 
eompanies.  representation  as  eom- 
mereial  spokesman  for  a  number  of 
major  corporations,  promotion  ot 
Uolf  e(|uipment  and  other  products 
bearing  m\  name  and/or  endorse- 
ment, meetings  with  .issociaces  to 
consider  the  man\  business  and 
imestment  proposals  that  alwa\s 
come  m\  wa\.  fiolf  \\ould  become 
subordinate  for  the  first  time  in  m\ 
adult  life.  lint,  it  didn't  hajipen  chat 
wav.  The  remarkable  SI-NK  )R 
I'C;.\'l'()rRehan,-ed  all  that. 

Ab{)Ut  the  time  those  of  us  w  ho 
were  in  on  the  I'Ol  R's  h\'^ 

spurt  of  popularitv  in  the  lace  I'^^.SOs 
and  earl\  \'~)(i{)s  were  reachinii;  our 
.~'Oth  \ears.  some  people  iiot  the 


notion  that  the  '4olf  fans  of  .\merica 
mn^ht  like  to  see  their  old  faxorites 
back  m  action,  ic  took  just  two  \  erx 
brief  seasons  of  ""test  samplini;""  to 
|iro\  e  the  ulea  w  as  sound.  (  airpo- 
rate  .\merica  jumped  at  the  chance 


numbers  close  to  chose  in  acten- 
dance  at  Re<i,ular  TOl  R  ev  ents.  Bx 
the  middle  l^^SOs.  we  had  a  full- 
blown TOl  R  spanning  most  of  the 
xear  and  carrying  prize  money  of 
w  ell  ox  er  $,S  million.  Ex'crx-  season 


Trevino  and  Nicklaus,  two  great  names  ot  goll,  are  friendly  rivals  on  the  SENIOR  PGA  TOUR. 


to  !iet  in\ol\ed.  not  only  because 
w  e  had  been  the  plaxers  the  com- 
panx  decision  makers  Li,rew  up  with 
but.  more  importantly,  because 
thex  could  see  manx  ways  to  iitili/e 
these  senior  tournaments  to  pro- 
mote their  products,  entertain  and 
impress  their  customers  and  reward 
their  beccer  emiiloxees. 

We  seniors,  in  cum.  reeo^ni/ed 
whac  a  L^ooel  thinii  we  had  Koin,<i 
for  us  and.  freiiuentlx,  manx  of  the 
pros  went  farther  than  chex  e\er 
did  on  che  Regular  !'( )l  R  to  min- 
gle anel  participate  m  the  off-course 
activities  that  were  tied  into  tourna- 
ments and  with  the  splendid 
tralleries  that  turned  out.  often  in 


stars  of  che  pasc  become  rookie 
scars  of  che  Senior         R  and.  in 
manx  cases,  plaxers  ha\e  enjoxed 
far  greater  success  as  seniors  than 
thex  did  on  the  Regular  TOI  R  in 
cheir  xoimuer  days. 

I  ha\  e  enjoyed  plax  in.ii  a  fairly 
full  schedule  of  senior  tournaments 
w  hile  tx  in^  business  commitments 
.irouiKl  and  into  them  in  many 
cases.  .\s  the  xears  adx  ance.  I 
expect  to  uradiiallx  back  off  mx 
plaxini^  schedule,  t^raceful  for  the 
second  career  that  che  S|-',NI(  )R 
RCi.\  TOl  R  created  for  me.  mx 
concemporaries  .uul  che  manx  hun- 
ilreels  w  ho  w  ill  follow  us  into  this 
iiolfum  life  after  ■ 
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Introducing  The 
Great  American  Beauty. 


The  1991  Buick 
Park  Avenue. 


have  come  up  with  one  of  the  quietest,  tightest 
and  smoothest  operating  luxury 
sedans  we've  ever  driven." 


EPA  eslimaled 
miles  per  gallon 

18/27 

(jly  Hwv 


The  elegant,  highly  aerodynamic  shape  of 
this  new  Buick  Park  Avenue  is  certain  to  make 
a  beautiful  first  impression. 

But  its  true  beauty  is  also  apparent  in  Park 
Avenue's  highly  refined  engineering.  To 
quote  Motor  Trend:  "Buick  engineers 


As  you'd  expect,  all  Park  Avenue's  accom- 
plishments are  underscored  by  Buick  quality. 

We  invite  you  to  visit  your  Buick  dealer 
today.  Test-drive  Buick  quality  as  evidenced 
in  the  all-new  1991  Park  Avenue. 

For  more  information,  please  call 
I-800-3PARK-AVE. 


BUICK 

The  New  Symbol  For  Quality 
In  America. 


official  car  of 
the  PGA  Tour. 
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SI  XIOR 
TOUR 
Toi'RN'AL 


EASY  Come, 
Easy  Go 


Oomc  w  itii  us  to  \apa. 
( iaiit'ornia,  last 
I  Autumn.  1  .cc  I  rc\  ino 
is  performing  in  the 
Transamerica  Champi- 
onship at  Sih  erado  (loimtry  Chih. 
where  he  finds  he  is  beinti,  shadow  ed 
by  a  hid  who  eouldn't  be  more  than 
10  years  of  age,  maybe  1 1  at  the 
outside. 

Finally,  they  make  eye  contact  as 
Trevino  mo\  es  from  green  to  tee  box. 

"'The  kid  asks  me."  Trex  ino 
recalls,  "whether  it's  true  that  1 
used  to  hit  golf  balls  with  a  bottle.'  1 
start  laughing.  Immediately.  1  know 
what's  happened.  This  voungster 
has  been  told  all  the  stories  about 
me,  probably  by  his  grandfather, 
who  brought  him  out  to  watch  the 
tournament.  And  the  box  know  s 
that  when  1  was  a  poor  kid  in  Dallas, 
I  didn't  have  anv  clubs,  so  I  prac- 
ticed w  ith  bottles,  isn't  that  great.' 
isn't  tliis  fun.'" 

is  it  e\er.  .\nd  how  fitting  and 


"We're  the  round-bellies  and  we 
don't  hit  It  as  far  as  the  flat-bellies, 
but  we  get  it  around  pretty  well, 
and,  my  God,  do  we  laugh." 

proper  that  this  little  scene  took  place 
in  w  ine  country,  w  here  the  golfers 
seem  to  be  getting  better  w  ith  time, 
too.  'i're\  ino  won  that  tournament, 
his  se\'enth  of  his  rookie  season  on 
the  .SENIOR         TOI  R.  assuring 
him  of  a  \  er\  Merrv  Christmas, 
indeed.  Back  in  ly.SO,  on  the  "other" 
rOl'R,  The  Merry  Mex  enjoyed 
his  m{)st  profitable  year,  $.i<S.S,<S]4. 
.\  decade  later,  i  re\  ino  jmiiped 
into  the  Cioldcn  I'ond  and  collected 
$1,1      5 IS.  \(,t  bad  work  if \ou  can 
get  it. 

'A\  hen  i  started  out  here,  my 
goal  for  the  first  \ear  was  to  make 
$1  million,"  'i're\  ino  said.  "I'rettN 
good  for  a  poor  Mexican,  no.'  'i'he\ 
were  right  about  this  'I'( )l  i<.  1  r's 
golfs  greatest  mulligan." 


i  re\  ino's  appearance  on  the 
.Senior  I  ( )l  R  enhanced  its  w  ell- 
cained  status  as  this  generLition's 
sports  phenomenon.  W  hen  the 
golden  oldies  gathered  their  rose- 
buds and  decided  to  form  a  circuit 
of  their  ow  n  in  I'^SO.  there  were  two 
ex  ents  for  total  prize  mone\  of 

()()().  in  IWO.  there  were  42 
e\  ents  for  about  SbS  million,  and 
counting.  According  to  i'Ci.X 'i  ( )l  i-i 
commissioner  I^eane  iceman,  spon- 
sors ,md  sites  are  "standing  in  line" 
for  an  op|")ortunit\  to  welcome  these 
smooth-sw  ingers  of  \  esteryear.  it 
has  become  tliLit  popular. 

"1^1  It  it  wouldn't  w ork  if  these 
giiNs  out  here  couldn't  still  pla\," 
'i'rc\  ino  saiel.  "i  mean,  \ou  coiiUI 
h,i\c  all  the  name  recognition  \ou 
wanted,  sign  all  the  autographs, 
.ind  hold  as  man\  pro-ams  as  the 
piiiilic  could  ask.  i^ut  if  the  seniors 
couldn't  still  pla\,  and  pla\  well, 
the  concept  ne\er  would  liaxe  got- 
ten off  the  ground  and  nev  er 


BY  BOH  \'i;Rni 
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w  (lulcl  ha\  c  ,t;r(i\\  n  like  it  luis." 

NaturalK,  wlicn  Trcx  ino  and 
jack  Nicklaiis  —  quints  of  the  pro- 
tessioii  —  tumei-l  SO  one  niontli  aj^art 
and  l)eeanie  eli,L;,il)le,  there  were 
eertani  appreliensions  about  the 
SKMOR  I'(;A  '1()1  R.  Speeirteally. 
would     I  re\  ino 
and  Nieklans  run 
off  and  hide  w  ith 
the  other  players 
red  need  to  sta.i^e 
props?  K\erybody 
knew  rre\  ino  and 
Nieklaus  w  oiild  he 
box  offiee.  But 
would  they  be  the  only  bankers, 
too?  \\  ell,  eaneel  the  alarms.  IVevi- 
no,  as  predieted,  elearly  was  the 
best  senior  in  1990.  How  ever,  Niek- 
lans. as  promised,  merely  dabbled, 
though  he  won  two  of  the  four  tour- 
naments in  w  hich  he  partook.  But 
the  SENIOR  TOUR  money  list 
w  as  liberally  sprinkled  with  gentle- 
men snaring  at  least  six  digits  — 
about  four  dozen  such  gentlemen. 

"1  don't  know  w  hy  anybody 
figured  Jack  and  I  w  ould  win  e\  ery 
time  out,"  TreN  ino  said.  "We  didn't 
do  it  20  years  ago,  playing  basically 
the  same  guys,  so  w  hv  would  we  do 
it  now  ?" 

Nieklaus  was  a  \  ictor  in  his 
debut,  I'he  Tradition  at  Desert 
Moimtain,  outside  Phoenix.  By  that 
time,  'l're\  ino  had  claimed  three 
titles  —  the  Royal  (Caribbean  Clas- 
sic, the  Aetna  Challenge  and  the 
\  intage  ( ihrx  sler  ln\  itational. 
1  rcvino  won  the  Doug  .Sanders 
Kingwood  ( :elebrit\  ( ilassic,  and 
the  N\nc\  (  iommemorati\ e  for  his 
fifth  \  ietor\.  But  then  Nieklaus 
responded  a  week  later  b\  romping 
in  the  Ma/da  Senior  IPC at  I  )ear- 
born,  Michigan,  where  he  shot  liii 
mcredilile  J7-under-par  .lOl . 

"I  shoot  2]  under,  autl  !  finish 
six  shots  b.ick.  "  rueii  Tres  ino. 
"■\\  hat  am  I  supposcil  to  ilo?  Jack 
wassear\  there,  I'll  tell \ou.  I  le 
w  as  sinkuiL!,  e\  er\  thing.  ' I  hat  w  as 
as  gootl  a  putting  exhibition  as  I'n  c 
ev  er  seen.  A  prett\  gooti  wa\  for 
him  to  go  into  the  I  .S.  ( )pcn  the 
follow  inti"  w  eek." 


As  it  turned  out,  the  I  .S,  Senior 
( )pcn  at  i-iuigewood  ( '.ountry  (Mub 
in  I'aramus,  NJ,  was  the  arena  for  a 
I  re\  ino-Nicklaus  duel  of  yore. 
TrcN  iiio  opencLi  with  a  67,  Nieklaus 
with  71.  Trexino  followed  with  a  OcS 
to  assume  a  four-shot  lead  after 

holes  o\  er  Nick- 


"  I  have  not  had  a  vacation  in 
22  years  where  I  haven't 
brought  my  clubs  along.  I  like  to 
play.  I  like  to  play  every  day." 


laus,  w  ho  had  60. 
But  on  Saturdax , 
The  ( iolden  Bear 
charged  to  the  top 
w  ith  a  67  w  hile 
Trex  ino  faltered 
w  ith  7.^  On  Sun- 
day, however, 
Trex  ino  posted  a  67  while  Nieklaus 
came  in  w  ith  a  70,  one  pairing 
behind.  Tre\  ino  achieved  his  first 
Senior  major  by  tw  o  strokes,  and 
with  it,  the  spoils  of  $90,000. 

"There  was  a  little  pressure  on 
me  in  New  Jersey,"  Trevino  said. 
"Playing  with  Jack  in  the  field  always 
gets  me  excited.  Besides,  there  it 
was  the  beginning  of  July,  and  1 


pumped  up  that  I  didn't  want  to 
miss  anything.  I  stacked  m\  sched- 
ule so  heavy  that  I  didn't  get  time 
to  relax,  never  got  two  weeks  off 
in  a  row,  w  hich  is  what  you  really 
need.  1  think  in  1990,  1  learned 
that  I  ha\  e  to  pace  myself,  and  I 
w  ill  in  1991.  I'm  looking  at  maybe 
only  M)  ex  ents  for  each  of  the  next 
three  years,  and  then  sit  back  and 
ha\  e  another  look.  I'hat's  w  hy  I 
think  in  1991,  you'll  see  an  even 
better  Lee  Trevino  than  you  saw 
in  1990." 

.•\n  ominous  warning  that  is  to 
the  lodge  brothers,  because  in  Lee 
Trevino,  what  you  have  is  a  man 
w  ho  plays  golf  not  only  for  the 
money,  but  the  utter  love.  Nieklaus 
suggested  that  eons  ago.  Arnold 
Palmer,  Gary  Player,  The  Golden 
Bear  himself.  .  .  they  all  tend  to 
have  branched  out  into  other  ven- 
tures while  Trevino  seems  to  savor 
the  physical  act  of  teeing  it  up  more 
than  any  of  his  contemporaries. 


luuln't  won  ,1  tournament  he  h.id 
pla\ed  in.  That  was  the  highlight  of 
the  \car  tor  mc,  no  (lucstion  about 
It.  Ami  after  that,  1  went  into  a  little 
slump.  I  |ila\  ed  ( )K,  Inir  I  didn't  w  m 
again  until  that  tournament  m  Nap,i. 

'A\  h,it  1  did  IS  the  same  thing  i 
did  w  hen  I  w  as  a  rookie  on  the  other 
■['Ol  R  m  the  nud  '60s.  i  plavcd 
almost  e\er\  week.  I  was  so 


"Jack's  right  al)out  that,"  Trex  ino 
said.  "I  mean,  i  lia\c  not  had  a  v  aca- 
tion in  12  \  cars  where  1  haven't 
brought  m\  clubs  along,  i  like  to 
pla\.  I  like  to  pla\  c\cr\  da\.  .\iul 
when  I'm  not  pla\mL;.  I'm  b.ick  in 
the  room  w  ith  m\  w  ifc.  ( ilaiKlia. 
the  new  |o\  in  m\  life,  m\  little 
daughter  ( )li\ la.  and  I'm  hitting 
putts  on  the  hotel  carpet.  The  "Do 
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when  you  closed  the  deal  on  the  Barrington  estate, 

I  was  grateful. 


When  you  made  my  son  a  summer  associate  in  your  firm, 

I  was  quite  pleased. 


The  customized  golf  clubs  you  gave  me  for  my  fiftieth 
made  me  very  happy  indeed. 


But  when  you  gave  my  employees  a  Waterman  for  Christmas, 

I  was  speechless. 


^u  Ve  fmally  impressed  me,  old  boy 


'^ens  write.  A  Waterman  pen  expresses.  For  more  than  a  century,  this  distUK  tioii      icih\iincii  unisUuit.  The  creation  shown 
e,  for  example,  has  been  crafted  from  sterling  silver,  painstakingly  tooled  and  balanced  to  absolute  precision.  Those  ivho 
ire  such  an  instrument  of  expression  will  find  f)  Waterman  pens  in  a  breadth  of  styles,  prices  and  lacquers. 


•nd  i)  \ 

Wa 


ATERMAN 


PARIS 


)  J  990  Waterman  Pen  Company 


S        P        I-         C         I         A         1,  A         n        \'        E        R        T        I        s        1         X        C,  s        E        C        1"        I  O 


Not  Disturb"  si<;n  is  on  rhc  door, 
and  I'm  taking  practice  putts.  ,\ 
hundred.  ^00.  halls  and  clubs  all 
o\  er  the  jilace.  1  hat's  just  me. 
W  hen  1  was  a  kid,  w orkniii,  .u  the 
club,  it  I  had  to  show  up  at  2,  lots  of 
times  I'd  re|iort  at  1 1  in  the  iiiorninij, 
to  start. 

"Don't  ,ii,et  me  w  ront;.  I'he 
cash  Ikis  been  nice.  I  h.ul  .i  dixorce, 
1  had  m\  sliLire  ot  re\ ers.ils.  1  made 
some  foolish  unestments,  and  the\ 
rook  just  about  e\er\  thin^.  \\  hen  I 
went  to  \IU  ;  as  a  ,ij,olf  anal\ st  in 
I'^S/i,  I  was  prett\  well  tafipetl  out. 
I  saw  this  Senior      )l  l-i  on  the 
hori/on.  thouLi,h.  I  |okcd  about  how 
I  was  countmu,  the  da\s,  crossuiLi, 
them  off  the  calendar  mitil  I'd  be 
chtiible,  but  it  was  true.  And  I 
wanted  to  clear  the  deck,  to  work 
on  m\  t^ame  so  I'd  be  read\.  (  llau- 
dia  and  I  are  set  now  ,  ami  I  had  a 
ball.  An  absolute  ball. 

"A  on  know  ,  I  ha\  e  no  problems 
w  ith  the  w  a\  the  pla\  ers  are  on  the 
Re.Liular  !'( )l  R.  I  reallv  don't. 
There's  a  generation  ^ai")  now,  of 
course,  and  I  think  that  li  lot  of 
those  kiels  ha\e  ilev  elopeel  the  per- 
sonalitx  of  rheir  college  coaches.  All 
business,  w  hich  is  fine.  Hut  out 
here  on  the  Senior  '\'()\  R,  I'v  e 
spent  more  time  in  one  vear,  sitting 
arouiul  after  a  round  anrl  tellintj,  lies 
oxer  a  beer,  than  1  did  in  the  last 
ten  on  the  Re^ukit 'I'Ol  R.  first  of 
Lill,  I'm  x\ith  the  ,t;u\s  I  ,ii;rex\  up 
w  ith.  .SecondK ,  x\  e  sell  our  product, 
just  like  we  alwaxs  did  on  the  Reti- 
ular  I  ()l  R,  because  xxe  had  to. 

"W  e  hatl  to  relate  to  the  ,i;alleries 
then,  we  interact  with  the  people 
now  ,it  things  like  our  (iro-Lims, 
x\  hie  h  are  a  staple  of  our  r(  )l  R.  It 
just  comes  naturalK,  and  I  think 
the  numbers  x\  ill  tell  voti  that  the 
response  has  been  positix  c.  i  he 
Senior  Open  when  Jack  and  1  xxere 
,t;om,i;  head-to-head,  our  lA  ratin,t;s 
w  ere  better  than  the  Regular      )l  R 
exeiu  at  I  lartfoixl.  The  jiri/c  monex 
xxe  play  for  speaks  for  itself  It's 
imbeliex  able.  And  the  attendance 
has  been  fabulous.  That  tourna- 
ment in  \apLi,  the  fairxxaxs  xxere 
lined  xxith  jieople.  I  don't  mean  |ust 


one  fairxxax,  ex  ery  fairway.  ,\nd  that 
xxas  durini;  the  W  orld  Series,  ri.>i;ht 
doxx  n  tlie  road  in  ( )akland. 

"Like  I  sa\ ,  though,  it 
xxouldn't  xxork  if  xxe  coukln't  play, 
and  x\e  can  still  plax.  I'm  not  the 
golfer  I  xxas  ten  \ears  aii,o,  but  m 
sonic  x\a\s,  I'xe  ^ot  more  shots.  I'm 
draxx  inii,  the  ball,  insteail  of  alxx'ays 
fading  it,  for  one  thin,i;.  .And  \(>u 
hax  e  ij;uvs  like  Jim  Dent,  x\  ho  at  his 
ai;e,  is  dex  eloping  a  short  ,t;ame. 
J.( '.  Snead  just  came  out,  prettx 
soon  Ra\  I'loyd  and  Hale  Irxxm.  I 
mean,  it's  just  t^onna  ,ii,et  better  and 
better. 

"People  think  it's  liII  jokes,  but 
It  isn't.  \l\  first  tournament  m 
I  laxx  aii,  I  x\  .is  nerx  ous  as  hell.  M\ 
second  shot  xxent  into  the  xxatei.  I 
started  boL:,e\ -botj,e\ .  Nice  start. 
J.(    came  out  here,  I  told  him, 
■you'll  be  shakin,ti;on  the  first  tee.' 
I  le  looketl  at  me  funin .  I  le  duck- 
hooked  his  drixe.  It's  tounli.  These 


mi\s  hax  e  spent  all  their  lix  es  eom- 
petiii!^,  and  the\  're  still  doini;  it  at  a 
hi<i,h  lexel.  We're  the  round-bellies 
and  xxe  ilon't  hit  it  as  far  as  the  tlat- 
bellies,  but  xxe  net  it  around  pretty 
xxell,  and,  m\  (iod,  do  xxe  lau.ii,h.  I 
don't  think  xxe  haxe  more  fun  than 
thc\  elo  on  the  Regular 'TOUR,  I 
knoxx  xxe  haxe  more  fun. 

"'That's  not  a  knock  at  the  tlat- 
bellies,  that's  just  the  xxay  it  is.  And 
the  people  react  to  it.  W  e  ilon't  see 
just  the  old  folks  coming;  out  to 
xxatch  us  play,  to  see  .\rnie  and  Jack 
ami  i  '.hi  (ihi  anil  mxseH.  W  e  sec 
those  kids  like  I  saxx ,  the  one  xxho 
askeii  me  if  1  used  to  hit  the  ball 
w  ith  a  bottle.  'There's  still  a  hi,!j,h- 
recounition  factor  on  our  TOl  R, 
and  one  thmij,  the  public  rccoti,ni/es 
is  that  xxe  can  still  ,Lj,et  the  ball  in 
the  hole  and  lau'j,h  Lit  the  same 
time.  Isn't  that  the  xxa\  it's  sup- 
posed to  be.'^  T  im.''  I  mean  x\  hat  is 
I'olf.''  .\  uame."  ■ 
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Graham  Hawkes  opens  the  last  frontier 


Innovative  and  reliable  Parker  motion- 
control  technology  helped  man  reach 
the  moon.  It  was  also  at  work  when 
Graham  Hawkes  successfully  dove 
3,000  feet  -  man's  deepest  solo  ocean 
dive  -  into  the  last  frontier:  the  sea. 

Pioneering  the  technology  to 
harvest  the  wealth  of  the  sea.  Hawkes 
and  his  team  from  Deep  Ocean 
Engineering  have  created  Deep  Flii^lit 
-  an  innovative  exploration  vehicle 
for  the  sea.  /)(■(■/)  Fli'j^hl  adapts 
modern  aerospace  technology  that 


allows  submersible  vehicles  to  soar 
under  water  much  as  aircraft  soar  into 
the  sky. 

Hawkes  and  his  company  specify 
Parker's  highly  reliable  valves,  seals, 
ct)iinectors,  and  hoses  for  their  unique 
submersibles.  which  propel 
themselves  to  depths  as  great  as  seven 
miles  down  into  the  water.  Parker  was 
Hawkes'  logical  choice  because  the 
company's  motion-control  expertise 
spans  aerospace,  marine,  industrial, 
and  automotive  technolouies. 


Parker  has  also  achieved  trusted 
partnership-supplier  relationships 
with  other  high-technology  companies 
-  both  large  and  small  -  around  the 
world.  These  partnerships  have  helped 
make  Parker  a  $2.45  billion-per-year 
leader  in  the  motion-control  industry. 

For  Parker's  fiscal  1990  annual 
report,  write:  Parker  Hannifin 
Coiporation,  Dept.  BW-12.  17325 
Euclid  Avenue,  Cleveland,  Ohio 
441 12-1290.  For  product  information, 
customers  may  call  1 -SOO-C-PARKER. 


^MHHHI  (PH-NYSE) 

A  partnership  in  vital  tectinologies  S^JTi~ 
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S  I-  N  I O  l{ 
TOUR 
JOURNAL 


They're  Called 
Classics 


Ohc\  "rc  of  an  ai^c  w  hen 
I  most  men  contemplate 
I  n<  ikl  \v  atehes  liiuI 
letncment  cimners, 
ca,ti,er  tor  the  ehies  thcN 
paid  in  the  Imsiness  w oriel  to  reap 
Lli\  idenils  m  then'  ,L:,olLlen  \  ears. 

P)Ut  the  members  of  the 
S1':M()U      a  roi  K  are  different 
from  their  '^to-S  cotmterparts  who 
also  ha\e  reached  then  sixth  and 
seventh  decLRles.  I  lie\  ha\e  no 
desire  to  stop  workm'^at  the  ,t;ame 
that  luis  l)eeome  sneh  an  integral 
part  of  their  h\  es. 

After  all,  what  would  the\  do: 
IMa\  i;olf: 

Instead,  now.  on  and  otf  the 
i^olt  eoiiise  —  at  e  \  er\  one  ot  the 
Senior '!'( )l  R"s  42  stops  across  the 
I  nited  States  —  the\  are  w  ith  old 
friends,  men  with  whom  the\  share 
a  lon,n  histors  ol  competition  anil 
CLimaraderie.  Hut  l)e\ond  the  com- 
fort of  the  extended  famiK,  phi\  ini; 
,i;olf.in  the  Senior  !'( )l  R  makes 


C  v.- 

Don  January  has  been  a  pro  goller  lor  over  35  years. 

!j,o(nl  tinancial  sense  lor  these  pros. 

I  he  total  pri/e  moncN  on  the 
Senior  I'Ci A  !'( )l  R  in  was 
|nst  under  .$20  million.  Knt  the 
\  antLit;e  ( ilassics  competition  has 
been  an  Lidilitional  bonan/a  for  the 

)l  K's  eklei  statesmen,  those  pros 
who  ha\ e  rcLiched  the  a,!^e  of  (>(). 


Often  referretl  to  as  a  tournament 
w  ithin  a  tonrnament.  ( Classics  com- 
petitions were  held  at  2.S  different 
e\cnts  111  \'>'n).  .\  total  of  is 
dnided  between  the  top  IS  tlnisher.s 
in  a  ,ib-hole,  mmi-e\ent  with  the 
winner  taking;  home  $9, ()()(). 

The  \  antai^e  Classics  competi- 
tion has  become  an  opportunity  the 
seniors  can  t  afford  to  miss. 

■  ■  ■  ■ 

.\sk  Don  Jannarx  w  in  he's  still 
playinLi;  professional  s^olf  after  ,i.S 
vears,  and  he  borrow  s  a  line  from 
one  of  1 1  is  triends. 

"I'm  a  lot  like  jnlitis  Boros," 
the        car-old  jamiarx  chuckled. 
"Someone  asked  him  (Jiice,  A\'h\ 
don't  \on  retire."'  and  he  said,  "  To 
w  hat.''  If  I  retired,  I'd  probably  play 
,<;olf  anyw av,  so  I  mi,nht  as  well  try 
to  make  some  mone\  at  it. 

"I  like  to  pla\  aiul  I  like  to 
compete.  .  .  .  The  same  ,ti;rotip  of 
IIS  has  been  pla\in!i,  a'^ainst  each 
other  foi  pist  about  onr  whole 


BY    HfJ.HN  RCiSS 
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Want  to  hit  farther?  More  Accuratefy?  And  improve 
your  fitness  so  you'll  stretch  your  playing  days,  too? 

Then  sign  up  now  for  a  Golf  Performance 
Evaluation  at  Centlnela  Hospital's  Fitness 
Institute,  located  in  Culver  City,  California. 

The  evaluation  is  a  series  of  tests  developed  by 
Dr.  Frank  Jobe,  medical  director,  and  Dr.  Lev/is  Yocum, 
assistant  medical  director  of  the  PGA  TOUR.  It  is  based 
upon  years  of  biomechanical  research  at  Centinela 
Hospital  Medical  Center  working  with  PGA  TOUR  and 
Senior  PGA  TOUR  pros.  According  to  Tom  Kite,  "it's  the 
ultimate  testing  program  for  golfers." 

First  we  give  you  the  some  physical  exam  we  give 
PGA  TOUR  pros.  Then  we  identify  weaknesses  in  your 
game,  using  a  sophisticated  swing  analyzer,  computer 
and  videotape  analysis,  and  CYBEX  equipment.  Plus,  we 
give  you  a  personalized,  golf-specific  exercise  program, 
and  a  written  analysis  of  your  technique  by  a  teaching 
pro.  Your  own  club  pro,  if  you  like. 

So  call  us  at  (213)  649-6700,  and  sign  up 
now  for  the  Golf  Performance  Evaluation. 
There's  no  better  way  to  improve  your  game. 


EssiMsmun 


ENDORSED  BY  THE  PGA  TOUR  AND  SENIOR  PGA  TOUR 


6666  GREEN  VALLEY  CIRai 
CULVER  CitY,  CA  90230 
(213)  649-6700  , 


10:15AM 

An  Arizona  college  uses 
NEC's  big  business  technology  to  reach 
its  smallest  class. 


There  aren't  many  colleges  willing  to  go  the 
extra  mile  —  let  alone  more  —  to  help  two  students 
fulfill  their  graduation  requirements.  But  thanks 
to  NEC's  sophisticated  telecommunications 
equipment,  Maricopa  County  Community  Colleges 
have  put  music  majors  Correne  Lane  and  Casey 
Henry  in  a  class  by  themselves. 

To  graduate,  both  students  must  complete  a 
course  in  Music  Theory  held  on  a  campus  too  far  away  for 
either  to  reach.  But  with  NEC's  teleconferencing  technology,  Correne  and  Casey 
can  now  attend  class  three  times  a  week.  The  system's  two-way  communication 
capabilities  allow  them  to  see  and  hear  their  professor  while  he  watches  and 
listens  to  their  performances. 

In  addition  to  helping  the  college  bridge  the  gap  between  teachers  and  students, 
Maricopa  is  also  using  other  NEC  interactive  equipment  to  keep  administrators  and 
educators  on  the  same  wavelength. 

At  NEC,  we're  constantly  coming  up  with  better  ways  to  bring  people  together 
You'll  find  our  computer  and  communications  products  in  coiporations  large  and 
small.  In  public  and  private  institutions.  In  homes  across  the  country  Helping  people 
share  information  —  wherever  they  may  be. 

To  learn  more  about  NEC's  quality  products,  call  1-800-338-9549. 


SEC 


Quality  That  Proves  Itself. 


Communications  •  Computers  •  Electron  Devices  •  Home  Electronics 
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liNcs  and  I  still  cnj(i\  that."  But 
still,  jaiiiiar\  is  lodkinti  tor  new 
eha!lcn,i;cs. 

I  Ic  IS  i^oinii,  l)at  k  into  the  tidit 
eouise  (lesion  business  in  partner- 
ship with  his  son.  jLHinaiA  was  the 
aahiteet  ofnearK  two  elo/en  "2,011' 
eonrses  huili  —  piiniaiiK  in  I  e\as 
and  Oklahoma  — 
ilininii  the  l'^M)()s 
and  "(Is.  In  taet, 
he  (|int  the 
']  (){  R  in  1<>72  to 
desii^n  conises 
fnll-tinie. 

"It  s  tun  to 
take  a  piece  ot 
land,  use  the  natural  secncry  and 
ma\he  even  ereate  a  few  things  to 
make  it  better,"  januar\  said.  "It's 
niee  and  (|tuet  and  still  w  hen  you're 
there  on  the  property.  I  like  the 
serenitx  of  it  all." 

■  ■  ■  ■ 

To  w  Liteh  (  diarlie  ( )w  ens  pla\ 
ii,olf  is  at  once  [lainfiil  and  Liwe- 
inspirini;.  1  le  walks  out  to  his  ball 
in  the  fairwa\  with  a  pronouneetl 
lim|T,  his  left  le^  stiffened  aiul  tmal- 


l\  fused  straight  b\  10  tlifferent 
operations.  I  le  stru^,t!,les  to  climb  in 
and  our  of  bunkers,  lie  hunehes 
o\er  that  .S()-ineh  putter,  seemin,t;l\ 
show  int;  e\  er\  one  of  his  bO  \  ears. 

( )w  ens.  thoufi;h,  can  still  put  a 
sweet  swmii,on  the  ball  that  sends 
it  sLiihiiL:,  lIow  n  the  tairwav.  .\s  a 

result,  the  nati\  e 
I'  loridian  has 
found  the  success 
as  a  senior  he  w  as 
ironicalK  deniei.1 
b\  those  same 
injuries  durinj^  a 

brief  Fc;.\r()rR 

career. 

Owens  ori^inalK  hurt  his  left 
knee  in  a  parachute  accitient  while 
trLiinintj;  at  f  ort  lira.^fi,  \(  i  in  \'-)S2. 
The  joint  wlis  fused  pernianentK  in 
I'KiS  but  over  the  \  ears,  such  an 
unnatur,il  state  has  taken  its  toll  on 
the  other  knee.  I  lis  ankles,  too. 
hav  e  paid  the  price  w  ith  two  more 
operations. 

As  he  L^rows  older,  arthritis  fur- 
ther rav  Litres  the  joints  in  his  bod\ .  At 
one  time,  the  pains  were  so  Lj;reat 


that  Owens  took  l.S  different  medi- 
cations a  da\.  1  le  travels  with  an 
extra  suitcase  containing  a  massage 
machine,  heating  pad  and  extra 
linament. 

"As  much  as  I  hurt,  1  love  to 
plav  golf,"  Owens  said.  "1  must  be 
m  love  with  a  fool.  1  tell  my  wife 
sometimes  that  I  need  to  think  about 
retiring.  But  after  I  think  about  tjiiit- 
tmg,  1  wonder  w  hat  else  I  would 
do.  .And  golf  always  comes  up  again. 

".So  w  hy  not  play  golf  w  hen  you 
have  a  chance  to  make  money.'^" 
■  ■  ■  ■ 

Roberto  I  )e\  icen/o  likes  to  sa\  he 
has  pla\ed  golf  all  ov  er  the  world. 
Then  he  pauses  briefly  for  effect 
and  adds,  "1  .SO  times." 

I  le's  probablv  right.  I.ast  Octo- 
ber, the  jet-setting  DeX'ieenzo 
marked  his  .S2nd  anniversary  as  a 
golf  professi(  )nal. 

"It  is  m\  profession  .  .  .  my 
business."  lie  said  in  that  clipped 
•Spanish  accent.  ".Also,  1  like  it.  I 
like  to  pla\  in  the  tournaments  and 
1  like  the  gu\s  we  play  against.  It 
keeps  me  \oung." 

l)e\  icen/o  w  lis  born  b7  years 
ago  on  a  golt  course  near  Buenos 
.Aires.  .Argentina.  1  le  and  his  broth- 
er caddietl  there,  learning  the  fine 
points  of  the  game  while  lugging 
those  bags  around  tlie  course. 

I)e\  icen/,o  has  been  incredibK 
successful.  1  le  has  won  more  than 
100  tournaments  across  the  world, 
including  the  I'^b?  British  Open. 
1  lis  is  a  particularK  appropriate 
membership  m  the  \\  oi  ld  ( jolf  1  lall 
of  1'  ame. 

But  111  the  I  iiiteel  States, 
l)e\  icen/o  is  probably  best  know  n 
tor  a  tournament  he  didn't  w  in  -  the 
l''().S  Masters.  I  le  signed  an  incor- 
rect scoreeard  in  that  tournament 
and  was  tlis(|ualified.  The  woiikl-be 
|ila\ -otf  vv  ith  Bob  fioalln  never 
materialized.  .Some  birtlulav  pre- 
sent for  I)e\  icen/o.  who  turned  4,S 
that  Simda\ . 

The  pressures  and  piiblicit\ 
th.it  attended  that  grievous  mistake 
Lire  still  vivid,  but  l)e\  icen/o  Inis 
mellow  ed. 

I)e\  ieen/o  oiiK  phixed  nine 


Roberto  DeVicemo  has  mn  a\i&v  100  toui'namenis  all  around  the  world. 


Every  day  when  I  play  bad,  I  feel  I 
have  to  retire ...  but  the  next 
day,  you  have  a  tew  good  holes  and 
you  want  to  play  forever." 
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For  the  last  live  years,  Joe  Jimenez  has  been  playing  lor  the  Senior  TOUR  luii-time 


SKNIOR  PCiA  rOUR  events  kist 
year  —  two  or  three  eaeh  time  he 
made  the  joiirnev  to  the  Tnited 
States.  I'lie  trip  eonsiimes  between 
16-1 N  hours  on  an  airplane,  w  hieh 
is  tiring  for  a  man  of  his  a^e.  Before, 
he  remembers  beinij,  able  to  is,o 
right  to  the  golf  eourse  to  praetiee. 
Now  he  needs  a  few  days  of  rest 
first,  ^'et,  he  keeps  going  baek  to  that 
first  tee. 

"It  is  jiist  the  game  (that  keeps 
me  pla\  ing)."  says  I)e\  ieen/o.  "'I'he 
mone\  is  okay.  But  1  don't  worry  for 
the  money  any  more.  1  Hke  the  game 
and  1  like  my  friends." 

■  ■  ■  ■ 

The  way  Joe  Jimenez  has  it 
figured,  he's  on  his  seeond  mulligan. 
The  SENIOR  I'(;A  TOUR  was  the 
first;  its  Vantage  (Glassies  division 
the  seeond.  .\nd  he's  making  the 
most  of  both. 

(  nlike  man\  of  his  peers,  \oii 
see,  the  64-year-old  Jimenez  pla\ed 
the  Regular  TOrR  onlv  brietlv  and 
won  just  over      ()()().  Instead,  he 
spent  the  bulk  of  his  life  as  a  elub 
pro  in  the  Midwest  —  plaving  the 


minitours  during  the  w  inter  months. 
Members  at  his  elub  would  help 
sponsor  him. 

Jimenez  h,ii.l  his  moments,  too. 
I  le  led  the  19!^'-)  Texas  ( )pen  for  two 
davs,  then  wound 
up  finishing  in  tip- 
top 10.  He  won 
the  1960  Puerto 
Rieo  Open. 

"When  I  first 
heard  about  the 
.Senior  TOl  'R,  oh 
111  Li  11 ,  t  li  a  t  w  a  s 
iiiusie  to  ni\'  ears," 
Jimenez  said.  "I 

felt  1  eould  be  eompetitive  with  most 
of  them.  They  were  sitting  baek. 
Thex  w  eren't  working  on  their 
games.  Now  the  guys  keep  their 
games  up,  and  it's  a  lot  tougher." 

\\  hile  playing  the  Senior  I  X  )l  R 
full-time  the  last  ll\e  years,  Jimenez 
has  won  more  than  $1  million.  0\  er 
$4()(),()()()  has  eoiiie  from  competition 
in  the  Olassies  dix  ision  Lilone. 

"W  e're  plaving  out  here  for 
two  cheeks  and  it's  really  helped 
m\  retirement  fuiul,"  Jimenez 


"I  like  to  play  and  i  like  to 

compete  The  same  group  of  us 

has  been  playing  against  each 
other  lor  just  about  our  whole  lives 
and  I  still  enjoy  that." 


e\|ilaiiied.  "1  loiildii't  ha\e  tound 
that  (much  money)  anywhere  in 
just  fi\  e  \  ears!" 

■  ■  ■  ■ 

The  74-\ ear  old  Jerr\  Barber  is 
the  "Iron  Man"  of  the  Senior  'I"(  )l  K. 
In  I'AS'),  ouK  1 0  of  his  peers  pla\ ed 
more  rounds;  the  \e,ir  before,  |iist 
four  tliil.  And  Barber  eliel  more  th,ui 
just  show  up  —  he  shot  or  bettered 
his  age  .^t7  times  in  07  official  rounds 
during  the  1 000  season. 

( iompeting  since  the  TO!  R's 
inception.  Barber  has  won  nearK 
$400,000  in  official  monev  and 
another  $200,00  through  the  \  antage 
(Glassies  competition.  He  has  never 
won  a  SKNIOR  PGA  TOI  R 
e\ent,  but  in  lON.S  —  at  the  age 
of  60  —  he  lost  to  Lee  KIder  in  a 
pla\  -off  for  the  Digital  .Seniors 
(Championship. 

"I  never  permitted  ni\  game  to 
deteriorate  like  a  lot  of  the  guys 
w  ho  just  cLiiiie  out  and  started  pla\  - 
iiig,"  sLiid  Barber,  who  has  won  17 
state  and  regional  titles.  "I've  got  a 
basic  golf  sw  ing  and  it  doesn't  need 
a  lot  of  work." 

Barber,  though,  can  see  a  time 
when  that  liasic  swing  might  not  be 
enough. 

"I  think  I "II  oiiK  plav  Linother 
\  ear  or  so."  s.iid 
Barber,  w  hose 
ad\  ice  on  put- 
ting helped  Tom 
\\  atson  win  four 
straight  P(;.\ 
rOl'R  moncN 
titles.  "I  can't  hie 
it  far  enough,  and 
mv  ner\  es  aren't 
w  hat  tlie\  iisclI  to 
be.  A  guy  my  age  can't  compete 
w  ith  the  guvs  w  ho  are  .SO  or  .S.S 
xcLirs  old.  They  just  hit  it  too  fir." 

If  and  w  hen  he  does  decide  to 
finalh  retire.  Barber  sa\s  he'll  prob- 
abl\  keep  helping  his  son  Tom  in 
the  golf  shop  at  the  Ciriffitli  Park 
Municipal  (iourse  in  Los  .\ngeles. 
His  10  graiulcliildreii  w  ill  also  keep 
him  biis\. 

But  don't  expect  Barber  to  gi\  e 
up  golf  aii\  time  soon.  "What  the 
hell  —  it  beats  working!"  he  sa\s.  ■ 
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D  I 


Arnold  Palmer 
Cadillac  Spokesman 


The  Cadillac  Senior  PGA  Tour  Series 

A  Grand  Tour 
becomes  even  grandei 

in  1991: 


CadUlac,  winner  of  the  U.S.  Govern- 
ment's 1990  Malcolm  Baldrige  National 
Quality  Award,  has  dedicated  itself  to 
greatness  for  nearly  a  century.  And 
now  it's  helping  to  support  greatness 
by  expanding  the  Cadillac  Senior  PGA 
Tour  TV  Series  to  15  events  in  1991. 

You'll  see  some  of  the  most  legend- 
ary names  in  the  game  like  Arnold 
Palmer,  Jack  Nicklaus,  Lee  Trevino, 
and  the  members  of  Team  Cadillac 


competing  in  the  most  exciting  and 
challenging  tournaments  of  the  yean 

The  Series'  best  performing  golfer 
will  receive  three  premium  Cadillacs: 
the  Allante,  SevUle  STS,  and  Eldorado 
Touring  Coupe. 

Watch  all  the  action  this  year  on 
ESPN.  And  see  the  legends  of  golf  coi^ 
pete  the  best  way  JUW^'^^[q^^\ 
they  know  how. 
Cadillac  style 


Quality 
Award 


^15^1990 


Winner 


Let's  get  it  together . . .  buckle  up. 
'c  1940  GM  Corp.  All  Righlb  Reserved. 
.ALLANTE,,  SEVILLE.^,  STS 
ELDORADO.s 


TEAM  CADILLAC 


George  Archer         Don  Bies  BohChark";  Jim  Dent         Dale  Douglass 


AlGeiberger     Harold  Henning      Gene  Littler       Bobby  Nichols      Larry  Ziegler 


1991  Cadillac  Senior  PGA  Tour  TV  Series 

All  Cadillac  Senior ! 


Feb. 

1-3 
8-10 
15-17 

Royal  Caribbean  Classic  (Kev  Biscayne,  FL) 
GTE  Suncoast  Classic  (Tampa,  FL) 
Aetna  Challenge  (Naples,  FL) 

Mar. 

1-3 
22-24 

GTE  West  Classic  (Ojai,  CA) 

The  Vintage  Invitational  (Indian  Wells,  CA) 

Apr. 

4-7 

The  Tradition  presented  by  Mobil  (Scottsdale,  AZ) 

May 

3-5 
24-26 

Las  Vegas  Senior  Classic  (Las  Vegas,  NV) 
Bell  Atlanric  Classic  (Philadelphia,  PA) 

June 

21-23 
28-30 

Paine  Webber  Invitational  (Charlotte,  NC) 
Southwestern  Bell  Classic  (Kansas  City,  MO) 

July 

5-7 

Kroger  Senior  Classic  (Cincinnati,  OH) 

Aug. 

2-4 

Northville  Long  Island  Classic  (Jericho,  NY) 

Oct. 

4-6 
18-20 

Vantage  Championship  (Winston-Salem,  NC) 
Transamerica  Senior  Golf  Championship  (Napa,  CA) 

Dec. 

6-8 

First  Development  Kaanapali  Classic  (Maui,  HI) 

Please  call  1-800-333-4CAD 
for  product  literature  and 
the  location  of  your 
nearest  Cadillac  dealer. 


THE     ONLY     WAY     TO     TRAVEL  IS 


CADILLAC  ST 


T  O  l\R 


irs  WHArs 

On  Top 

That 

Counts 


T 


\ 


d      the  SLLi-s  hj:> 

J^  ^j:"'  C  ;n  ....  n 


:  R  rcr:  I  re: 


:cn:il^L'3d^ 

;  n-  "'TC  til 


L'n^:^cr^::     ..n::.  :nc  hen 

United  Sr^ie-  Deninnrcn: 
c.:::nre  T^^DA'.  ne^i^n  2  rri  ^-^n: 
:;•  irnrrcA  e  the  cualirv  and  pen"  :- 
~^ni;e  i-f  heni^ri-^  :L:een>. 


:  scni  10  \  isii  golf  coi]r>e> 

.  :-:d  other  fine  turfed  areas.  They 
-  ..r^.  e\ed  the  scene,  looking  for  nat- 

-allv  occumnfi  heniirrass  varieties 
"  .31 ere  superior  in  lexrure  and 

.^pareniK  resistant  to  drought  and 

seases. 

The  scienrisi-S  brought  iheir 
_Tonomic  pri.7es  hack  to  a  place 
-.noAAn  as  the  .\rlington  turf  garden. 

■caied  outside  Washington.  DC.  on 
the  site  \'>here  the  Pentagon  now 
Ntand>-  There,  turf  \ arieries  \Aere 
e\  aluaied  and  the  best  released  for 
Use  hv  coif  cou.rses.  The  .\rlington 
tun  garden  truly  became  a  "breed- 
ing ground"  for  p3i\ able  grasses. 

The  £Ta>ses  \\  ere  knm^  n  b\ 
the;-  on£ina]  selection  numbers  — 
c:-].  t:-".  (:-i5.  c:-]^  and  >o  on. 
The^e  anei:e>  made  up  the  •>  asi 
n-a>nr>  o-f  puning  surfate-  ^nr:! 
:he  b:e  U^5't-.  Put  the  C  -ene^  had 


a  disadvantage.  The  parent  grasses 
were  fine  but  the  seeds  did  not  pro- 
duce grass  of  the  same  high  quality. 
To  grow  these  grasses,  it  was  neces- 
sary to  plant  the  grass  itself  rather 
than  the  seed. 

This  lack  of  generic  diversir>" 
made  the  C  ^  aneties  prone  to 
serious  disease  problems.  In  faci- 
al the  ]4So  Western  Open  ar  the 
Butler  Narional  (Jolf  Course  in 
C^hicago.  the  turt' became  infeeied 
and  suddenlv  deteriorated.  The 
usually  excellent  purring  surfaces 
quickly  died.  So  did  the  use  of 
C-1.^  and  other  vegetarive  strains 
of  bentirtass. 

In  the  I'^-^Os.  Dr.  Joseph  Duich 
of  Penn  State  Universirv'  began  to 
de%  elop  a  supencir  form  of  bent- 
grass  that  Could  be  seeded  rather 
than  ^"egetat]ve]\  planted.  He 
planted  pTe\  iousl\-  selected  parents 


\  :e- 


£5  rif  rtara--: 


from  three  different  strains  in  a 
determined  rotation  in  the  test 
fields,  I'hese  strains  were  allowed 
to  eross-pollinate. 


Bermudagrass  thrives  in  a  warm  climate,  and  various  strains  ol  the  grass  have 
been  developed  to  improve  golf  courses  in  the  South. 


1  he  resultinii  seedHngs  pro- 
duced a  turf  whose  background  w  as 
genetically  diverse,  but  w  hose 
appearance  was  beautifulh  uni- 
form. This  was  Penncross  bent,  the 
grass  that  is  still  regarded  as  the 
standard  of  the  turf  grass  industry. 

But  there  was  one  problem  — 
bentgrass  would  not  go  south.  In 
the  southern  I  S,  the  golf  courses 
were  originally  planted  w  ith  com- 
mon bermuda.  w  hich  could  tolerate 
the  southern  summers.  But  the 
grass  was  extremely  coarse.  As 
putting  surfaces  became  more  and 
more  refined  nationw  ide,  the  com- 
mon bermuda  surfaces  seemed 
poor  by  comparison. 

To  remedy  the  situation, 
southern  golf  course  superinten- 
dents simply  selectcLl  fner  texture, 
naturally  occurring  progeny  of  the 
seeded  bermuda  and  propagated 
them  \  egetatix  ely  for  use  as  a 
putting  turf  These  "selected  strains" 
were  an  improvement.  But  they 
still  could  not  compare  to  todav's 
fine-textured  bermuda  greens. 

But  the  .South  would  rise  again, 
thanks  to  the  work  of  Dr.  Glen  Bur- 
ton of  the  Georgia  Experimental 
Station  in  Tifton.  CjA.  Dr.  Burton 
cross-pollinated  common  bermuda 
and  I'gandagrass  (a  fine-leafed 


.African  bermuda  species).  ()\era 
period  of  time,  the  x  arious  off- 
springs of  this  combination  were 
carefulK  e\  aluated.  The  best  were 
finalK  released 
to  southern  golf 
courses. 

Included 
among  these 
were  the  fair- 
way and  tee 
grasses.  41 
and  Tifway  II. 
and  the  first 
uni\  ersally 
accepted 
bermuda 
putting  green, 
turf  ,>:,S. 

The  next 
improx  ement 
was  nature's 
doing.  During 
the  196()s.  a  natural  mutation  of  ,i2S 
was  obser\  ed  at  a  countrx  club  in 
Cieorgia.  In  I'^^h.s.  this  new  ultra- 
fine  grass  was  propagated  and 
released  as  Tifdw  arf  These  de\  el- 
opments  dramaticallv  improx  ed 
southern  golf  courses  and  can  still 
be  found  almost  without  exception 
on  e\  erv  south- 
ern course. 

While  the 
grasses  de\  el- 
oped by  Dr. 
Duich  and  Dr. 
Burton  make  up 
the  majority  of 
w  hat's  "on  top" 
at  most  PGA 
and  SHNIOR 
lOl  R  courses, 
there  are  others. 

Kikiiyu- 
grass  or  ele- 
ph.antgrass  is  an 
African  import. 
.At  some  golf 
coLirses.  kikuyu- 
grass  is  considered  an  obnoxious 
w  eed  w  hich  the  superintendent 
tries  to  eliminate  at  all  cost. 

IIowe\  er.  one  person's  weed  is 
another's  most  wanted  turf  .\t  the 
Ri\  iera  CAuh  in  Los  .\ngeles,  the 
\'er\'  coarse  kiku\  ugrass  has  been 


allow  ed  to  flourish.  Through  jiroper 
care  and  management,  kikuyiigrass 
at  the  i^i\iera  has  become  a  fair  and 
unicjue  plaxing  surface  for  the  Los 
Angeles  Open  and  the  Club's 
membership. 

Then  there's  the  'Transition 
Zone  —  the  mid  area  of  the  I  S 
which  is  too  cool  for  bermudagrass 
and  too  warm  for  bentgrass.  The 
Transition  Zone,  including  such 
areas  as  St.  Louis  and  Washington. 
D(;,  had  marginal  summer  pla\  ing 
conditions  until  the  introduction  of 
a  grass  brought  to  the  I  S  in  the 
l^.iOs  bv  Dr.  Tred  Grau  —  /.oysiagrass. 

ZoN  sia's  cold  tolerance  along 
w  Ith  its  superior  playing  c|ualities 
make  it  an  ideal  fairw  av  turf  for  golf 
courses  located  in  the  Transition 
Zone  — like  The 'TPC:  at  I'iper 
Cilen  in  (Charlotte.  \G.  home  to  the 
PaineW  ebber  In\  itational,  a  popu- 
lar Senior  'T(  )l  R  e\  cut. 

These  are  the  grasses  which 
are  "on  top"  todav.  proxidingthe 
right  "bite"  for  the  ball  and  gener- 
ally bringing  the  (|ualitv  of  turf  to  a 
new  high. 

The  future  looks  e\  en  brighter, 
as  Dr.  Duich  and  other  scientists 


Zoysiagrass  is  especially  well  suited  lor  the  "Transition  Zone,"  with  its  cold 
tolerance  along  with  superior  playing  qualities. 


continue  to  search  for  impro\  ed 
grasses.  'Thanks  to  these  scientists 
and  dedicated  golf  course  superin- 
tendents, the  Scots  w  ho  first  played 
golf  w  ould  find  that  the  lush,  green, 
smooth  surfaces  of  todax  create  a 
w  hole  new  game.  ■ 
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SENIOR 

T  O  I'  R 


We  Are  Family 


Ohcrc  w as  a  knock  im 
I'atsv  Ciraham's  hotel 
I  door  at  I  hc  ( '.hestcr- 
ticld  Hotel  m  Los 
\n^eles  on  1  lallow  een 
ni'j;ht.  1  ler  \  isitor  w  as  a  tinv  batw  iteh 
w  ho  had  eonie  to  trick  or  treat.  I  le 
u  anted  to  sliow  her  how  he  could  tlx . 
He  iiiculed.  Then  he  sirabbed  his 
treat  and  ran  dow  n  the  hall  to  the  next 
door.  Randy  Ferree  w  as  hav  ing  the 
time  of  his  xounij;  life.  The  Cirahams 
and  the  rest  of  the  families  staying  at 
the  Fcrree's  hotel  made  certain  of  it. 

(iraham  smiles  as  she  recounts 
the  storv.  W  omen  like  herself. 
F\ nette  ( iood\  and  Donna  .\rcher 
—  to  name  iiist  a  few  —  raised  their 
families  in  much  the  same  wav. 
I  lie\  celebrated  Faster  in  rented 
liouses  in  .\umista.  Fhev  threw  birth- 
d.i\  parties  at  whiche\er  Holiday  Inn. 
H\atr  or  i  lowarti  Johnsons  would 
i;i\e  their  husbands  the  lowest  rate. 
Their  I  nurth  of  Jul\  picnics  were 
eat-and-run  lunches  at  the  countrx 
club  hostinsitliat  week's  tournament. 

1  hex  packed  the  kids  in  station 
w  agons  and  \  ans  the  da\  after  school 
w  as  o\  er.  'l'he\  unpacked  them 
the  da\  before  school  bei^an  the  next 
fall.  Durin"  the  school  \car.  the\ 


The  Senior  TOUR  has  become  a  tamlly  atlalr.  Orvllle 
Moody's  caddie  advises  her  daddy  on  his  next  shot. 

talked  to  their  husbands  lony  dis- 
tance e\crv  niiiht.  Durinu  the 
simimers.  they  toured  the  countrv 
watching  them  earn  a  lix  injj;. 

Now.  after  spending;  nearly 
one  third  of  their  li\  es  raisiny  fam- 
ilies on  the  I'Ci.ATOl  R.  the\"re 
helpmu;  another  i^eneration  adjust 
to  life  as  a  professional  golfer's 
w  ife.  ( )nh  this  time.  it"s  on  the 
much  comfier.  definitely  cozier  and 
more  social  SFNIOR  PCATOI  R. 

I  his  second  time  around,  the 
\  eterans  aren't  just  makinsi  sure 
the  bills  are  paid,  the  laundry  is 


done  and  the  hotel  and  plane  reser- 
\  ations  for  the  next  tournament  are 
done.  They're  also  doinji  aerobics. 
pla\  ins;  the  market  and  learning; 
about  hi^h  tlnance,  discussing  art. 
planning  their  children's  w  eddings, 
hosting  charit\  e\  ents  of  their  own 
and  trying  their  hands  at  a  little 
freelance  writing. 

And.  w  hile  some  of  the  younger 
women  are  still  juggling  babies,  tod- 
dlers and  diapers.  thcy'\  e  also  found 
a  new  w  ay  to  —  literally  —  stand 
by  their  men.  \\  ives  like  .Susan 
Laoretti  and  Jessica  Hendrickson 
ha\  e  decided  the  '^M)s  w  ay  to  togeth- 
erness —  and  keeping  dow  n  the 
bills  —  is  to  caddie  for  their  husbands. 
F\  en.  in  Laoretti's  case,  when  she 
was  se\en  months  pregnant. 

But.  all  this  togetherness  doesn't 
stop  w  ith  the  w  i\  es.  'Fhe  kids  are 
e\  en  getting  into  the  act,  too.  as  full 
or  part-time  caddies  for  their  fathers. 
Michelle  Moody  found  toting  a  bag 
w  as  a  good  w  ay  to  get  to  know  her 
father  a  little  better  and  to  finance 
her  college  education. 

I'or  K\le  C.oody.  an  aspiring 
pro  himself  and  his  father.  Charles, 
their  part-time  pairing  has  been 
lucrati\  e  —  w  hen  the\  teamed  up 
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Experience  Teaches  You  To 
Make  The  Intelligent  Choice. 

111  lilfs  IcNMin-  an'  Iranu-il  li\  inal  and  rmir 
And.  a.s  we  j^kw  ultlcr.  ilic  |)iMialn(--  loi  iiiakiiii;  ilir 
wiDiii;  clioico  ^T<)\\  pfattT 

W  lirM  II  l  unii--  In  ill-lliaiK  r  and  iii\c--lnii-nl-.  llm-i- 
w  nil  cxpcnciu  f  n'cugiii/c  i  hc  ( iiianlian  a>  1  lir 
Intt'llii;fiii  (iliuicc  tor  ("Mate  [)laiiiiiM<:  to  pnixidc  lor 
Inxt'd  Olio,  hwiidiiifi  a  nMiiviiiciil  plan  or  pii>\  idiiii:  lor 
i  inplo\f('>  with  t:rou|)  lit'iit'lil>  i  lif  reason  i>  simple 
I  111-  (.iiaixlian  has  iiiadf  iiUflliucni  iiivoiiiu'iit  ciioiccs 
.iiid  now  lia>  one  ol  ilie  itidiistn  s  sii-oiii;t'>i  pontolios 
Willi  next  III  no  spci  iiiaiiM'  i,T;id('  Imnds  or  pmliliMii 
real  esiale 

No  Junk  Bonds? 

No  Junk  Real  Estate? 

No  Kidding! 

B\  aMndiii:^  (lie  specniatne  in\esinu'ni>  that  uot  some 
insnranee  companies  iiilo  iroiilile.  1  lie  (iiianlian  is  llie 
enw  ol  tlie  indiisin  In  lacl.  the  \lood\  s  eapilali/ation 
nttio*  ot  12  4"o.  the  prime  meastiif  ol  tinaneial 
stlUMliilli  and  soKcniA.  is  tw  lee  the  indiisln  a\erai,'e 
1  he  ( inaiilian  s  siii'iigtli  is  also  supponed  li\ 
A  ratio  ol  siM'ciilalivc  i^iade  lioiuis  lo  assets*"^' 
ol  oiilv  l..'^"ii.  and  a  ratio  to  caiiital***  of 
only  l()..")"„ 

□  A  ratio  of  non-pertormiiii;  iiioni;ai;es  lo  assets  ol 
oriK  ().()4"ii.  and  a  ratio  to  capital  ol  onl\  ().4"<i . 
n  A  [lercent  ol  liireclosed  ival  estate  to  assets  ol Onlv 

0  2",..  and  lo  capital  ol'onk  l  .()".i  Only  27)"„' 

1  il  riie  ( iiiardian  s  tolal  assets  aic  invested  in 
real  estate 

All  these  statistics  mean  The  (aiardian  has  ihe  liiiancial 
niiiscl<'  to  protect  mir  policvholdeiN.  pa\  siipcn,ir 
diMileiids.  and  prii\ide  ci impelitne.  new  |iriidiicls 
aliiiiL:  w  nil  izood.  old-lasliii  ined  ser\  n  e 


Make  The  Intelligent  Choice. 

I  <ai  11  nil  lie  alii  ml  I  lie  liiii-si  Lite  liisuraiu  e.  ( .n  mp 
Insurance.  Income  i'roleclioii.  1miiiiI\  I'mdiicls.  or 
i  Manaiiemenl 

Call  1-800-662-1006. 

-  sine  111  ask  lor  a  I |i II lie  111  1111  I  lie  (  liiardlaii. 
I  lie  liilelliizeiit  ( In  m  e  lor  e\er\iine  w  In  i  has 
ll\ed  and  learned 


^  Hie  Guard  lan 

\  \\r  liilclliuciU  (  .\u  m  c 

Since'  1860 


'  Surplus  plus  MSVR  divided  by  assets  as  of  9/30/90 
'  •  As  of  9/30/90 

'  •  ■  (Moody's  capitalization  equals  surplus  plus  MSVR 
1991  The  Guardian  Life  Insurance  Company  of  America 
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in  I'^'MI.  thc\  tllll^hcJ  I'Ut  ofthc  to[i 
three  just  oiue. 

"  Tlie  fact  that  K\le  pla\s  uolt". 
too.  makes  liim  a  better  caddie." 
L\  nette  said.  "I'or  the  first  time, 
he's  maturei.i  enouuli  to  understand 
and  handle  tlie  frustration  he  sees 
in  ( lharhe  on  tlie  course  because  he"s 
been  rhrouuh  it.  too. 

"'  rhe\  '\  e  pla\ed  so  much  ijolf 
together  and  the\  know  e.ich  others" 
t:ame>.  \nd.  the\  ha\ e  tun  toiiether.  " 

\\  hile  It  niiiiht  seem  like  an 
eas\.  L^lamoroiis  couiur\  club  and 
posh  hotel  existence,  it's  am  thiuii 
but. 

As  an\  !'( )I  R  w  it'e  w  ill  tell  vnu. 
you  learn  c|uickl\  which  hotels  have 
the  best  beds,  whicli  laundries  to 
avoid  and  w  here  \ou  cm  uet  a  uooel 
meal,  ^ou  learn  how  to  pack  and 
unpack  in  an  hour  or  less  and.  espe- 
ci.ilK  tor  those  with  babies,  you 
find  out  w  here  the  local  laundromat 
is  —  and  w  hether  or  not  it  has  tliitf 
and  fold. 

Since  their  children  are  ,i!;row  n. 
both  (iraham  and  (loodx  ha\e 
turned  their  attention  to  impro\in<: 
their  minds.  Together.  the\  formed 
an  inxestment  club  to  studx  stocks. 

1  he\  also  tr\  to  set  up  weeklx  v  is- 
its to  art  galleries  or  museums  and 
want  to  see  tournaments  spurn  the 
weekK  ui\es'  luncheons  and  stxie 
show  s  in  fa\  or  of  \  isits  to  hospitals 
or  other  charitable  c(  )ncerns. 

\\  h en  S u s a n 
Laoretti.  w  ho  is  onl\ 

2  7.  first  came  on 
1  ( )l  R  tw  o  \  ears  auo. 
she  found  she  didn't 
fit  into  the  idder 
i:roup  full-time. 
Instc.td.  she  found 
her  outlet  on  the 
course  as  a  catldie. 

"A  lot  of  w  I  imen 
are  in  their  5()s  ( ir  ')()s 
and  most  are  not  about  to  start  cad- 
cKiui:.""  Laoretti  saii.i.  "It's  strenuous, 
but  it's  worth  it.  I'xe  'j;ot  too  much 
energy  to  sit  and  do  nothinsi." 

The  one  rule  the  La<irettis  ha\e 
is  to  keep  it  professional  on  the 
course;  personal  off  it.  1  hat  :;oes 
m  r  onlv  for  husband-wife  teams. 


Caddie  Kyle  Coody  helped  persuade  his  father  Charlie  to  try  tfie  longer  putter. 


Whether  if  s  dinner  with 

friends,  an  evening 
with  the  family  or  the  final 

1 8  holes,  family  and 
togetherness  is  what  the 
Senior  Tour  is  ail  about 


but  for  lather-daughter, son  teams, 
too.  Kvle  (ioody  has  been  caddyinii 
part-time  for  his  father  for  the  past 
two  seasons  and  the  relationship  is 
miod  for  both  sides. 

"\\e'\  e  ne\er  gotten  into  any 
kind  of  ariiument."  Kyle  (;ood> 
said,  "i  ha\  e  a  iiood  understandinu 
of  w  hat  he  needs  as 
a  caddie  as  well  as 
beinii  his  son.  .Some 
caddies  i^et  la/v.  I 
pav  attention  to 
w  hat  he  needs. 
That  ^ets  him  into  a 
rhythm  w  here  he 
plays  his  best.  " 

But,  like  all  t^ood 
caddies.  Cloody. 
Moodv  and  Laoretti 
know  w  hen  to  shut  up.  "\  said  some 
things  earlv  on,  but  not  anv  longer." 
Michelle  Moodv  said.  "I  kind  of 
learned  to  keep  my  mouth  shut. 

"".  .  .  He's  right  all  the  time. 
What  he  says,  goes."  Moodv  said 
there  are  times  w  hen  it's  tough  to 
bite  her  lip.  but  "if  I  didn't.  Ld  end 


up  m  tears  and  he'd  be  so  mad  he 
couldn't  play." 

Moodv  won't  be  caddying  for 
her  father  this  season.  She  has 
recently  gotten  married,  and  has 
decided  to  enroll  at  SML.  But  she 
wouldn't  trade  the  last  two  \ears 
for  anything  in  the  world. 

"It  w  as  a  \  ery  good  experience 
for  me.  "  she  said.  "()b\  iouslv.  w  e 
didn't  see  much  of  him  when  we 
were  growing  up.  since  he  was  play- 
ing. We've  .g(»tten  to  build  a  good 
relationship." 

Susan  Laoretti.  w  hose  husband 
taught  her  to  pla\  golf,  feels  the 
same  w  ay.  W  hen  Larrv  Laoretti  fin- 
ished second  last  year  in  (irand 
Rapids,  Susan  w  as  grateful  to  be 
caddving.  Instead  of  biting  her  nails 
outside  the  ropes,  she  was  walking 
up  the  l<Sth  fairw  ay  sharing  in  the 
biggest  moment  of  her  husband's 
Senior  TOLR  career. 

"It  w  as  the  best  part  of  the 
year.  And  \ou're  right  there  enjoy- 
ing the  experience  w  ith  him. 

"It's  something  I'll  ne\  er  forget."  ■ 
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AResiden.ce  Inn  ice  bucket 

At  Residence  Inn  by  Marriott  we  leave  one  in       Tliat's  a  lot  of  stuff  but  our  rooms 

your  room  e veiy  night,  along  with  a  full  kitchen .  can  handle  it.  They're  50%  bigger 

Plus  a  nice  Uvii^  room,  and,  in  most  cases,  a       So  for  all  the  comforts  of  home  for 

cozy  fireplace.  Even  a  compliii^ientary  breakfast.  $65  to  $95*  a  night,  call  800-331-3131. uv' 

■SliKlillyliiMlicrins  IdratKnis  Havilon  7  iiij^il  sl;iv  €' IIIIIU  R.-siclnin- Inn  In  Mamull.lni' 
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T  O  v.  R 
lOL'RN'AL 


Class  Of  '91 


Oust  like  kids  a,!iain, 
clninn  w  hin  chcv  did 
I  auain.  That's  the 
SKMOR      A  TOI  R 
ind  (;ibh\  (iilhert.  jini 
( loibert,  Kennit  /,arle\  and  I)a\e 
Stoekton.  the  CHass  ()t'"''l.  ha\e  been 
u  a:tin'4  to  di\  e  in  hke  kids  w  ith 
their  ncises  pressed  to  the  wnitiow 
of  the  eand\  store. 

At  a  eertani  sta.^c  in  hfe.  iisualK 
just  after  the  21  st  birthday,  no  one 
wants  to  ^et  okler.  But  the  approacli 
of  the  .SOtli  birthda\  is  antieipated 
hke  ( lliristmas  for  someone  w  ho 
phi\ed  on  the       A  H  )l  R  in  the 
l'K)()s  and  "7()s  w  hen  tlie  total  purse 
was  less  than  most  of  today's  first- 
place  pri/es. 

Senior  rOl'R  plavers  this  sea- 
son w  ill  ha\  e  42  tournaments  antl 
nearK  $20  million  in  official  purses. 
.\nd  on  the  Senior  !'( )l  R  the  fields 
are  7S  |ilavers,  half  the  si/e  of  Regu- 
lar rOI  R  fielils  so  the  mone\  is 
spread  cliieker,  like  peanut  butter. 

"I  didn't  think  I'd  look  forward 
to  this."  said  jim  ( lolbert.  w  ho  |oined 
the  '!'( )l '  R  in  1  'XxS  out  of  Kansas 
State  and  won  ei,u,ht  tournaments  and 
in  two  deeaties.  "Hut  as 
the  time  approaches  I'd  like  to  do 


Gibby  Gilbert  joins  the  Senior  TOUR  tbis  montb. 


bi,'-i,'j,er  aiiLl  better  thmL:,s  than  I  did 
on  the  ReiAular  TOI  R." 

"I  took  off  lb  poiuuls  and  I've 
been  praeticinii;  e\ er\  da\  ."  saiil 
(iilbert  w  ho  left  his  nativ  e  Chat- 
tanooiia,  TX.  to  join  the  lOl  R  in 
l*'b.S  and  won  three  tournaments 
and  ,>1 ,0,^5.472.  "I'm  ,u,oinL:,  to  pla\ 
•IS  man\  tournaments  as  I  can.  If  you 
ilon't  see  m\  name  on  the  entry  list 
\ou'll  know  I'm  sick." 

(iilberr  and  ( Colbert  are  the  earl\ 
birtls  of  the  ( ilass  of  ''-)  1 .  ( iilbert's 
birthda\  is  januarx  1 4  and  his  first 
tournament  will  be  at  Ke\  Bisca\ne. 


1*  L,  the  first  week  of  I'ebruarv.  He 
scouted  the  tournament  in  I'-IW  so 
he'll  know  w  hat  to  expect. 

(lolbert's  birthday  is  March 
and  his  first  start  will  be  in  the 
Dominion  in  San  .Antonio.  That's 
not  oiiK  deep  in  the  heart  of  Texas, 
It's  deeji  m  the  heart  of  ( lolbert  w  ho 
cashed  his  first  TOl  R  check  in  San 
.\ntonio  m  tlie  l''bb  Texas  Open. 

ZarlcN  and  Stockton  will  ha\e 
to  w  ait  until  the  fall  campaign  before 
the\  dip  into  golf's  Tountain  of 
Youth  and  bountiful  purses.  Zarlev's 
birthda\  is  September  2^>  and 
Stockton's  IS  \o\emlier2. 

Zarlex.  a  nati\e  of  Yakima,  \\'.\. 
li\  es  in  I  louston  \^  here  he  w  as 
N(       champion  in  1  '")2.  I  le  is  busi- 
ly promoting  his  third  book,  Ptilrs- 
tiiic  h  ('oiiiiir^,  the  Rrc  'rcal  oj  XiKicnt 
I'hilistia. 

It  deals  with  the  Palestinian- 
Israeli  conflict  and  Zarlev,  a  Bible 
student  since  his  undergraduate  da\s 
at  I  louston,  said  he  spent  three  \ears 
doinii;  research  for  the  book. 

Two-time  R(i.\  champion 
.Stockton  is  capt.un  of  the  I  niteti 
.States  R\der(aip  tCLim  which  will 
tr\  to  wrest  the  siher  tropin  from 
Turope's  best  tourinsi,  professionals 


\\\    I  .\  ^  K    H    R  R  \ 
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Sept.  27-2')  at  Kiawah  Kcsort  in 
South  Carolina.  I  hc  I'.uropcaiis 
won  the  (aip  in  ]'>H^  at  'I  hc  Bclt'rx 
in  Sutton-(  loltit'ickl,  l^nL^lanil,  anti 
the  I  'nitcd  States  hasn't  been  able 
to  retake  it  in  two  tries.  It  now  iias 
become  American  .t^olfs  cnisaile  tor 
the  I  lol\  ( irail. 

"I'm  not  sure  how  I'll  prepare 
for  the  Senior  !'( )l  K,"  Stockton 
saiil.  "  The  R\  der  (iiip  is  my  first 
prioritx  .  \laintainin,<i  my  corporate 
tics  is  second  and  pla\inu;  is  third.  I 
know  I'm  ,ii,oinji,  to  ha\'e  a  bijj,  emo- 
tional letdow  n  after  the  Ryder  (Jup 
anti  e\en  thouii,h  I'll  plav  a  couple 
of  Senior  I'Ol '  R  tournaments  after 
the  Ryder  (kip,  I'm  looking  for- 
ward to  1992  as  m\  rookie  \ear  on 
the  Senior  TOl'R." 

( iolbert  has  been  closer  to  the 
Senior  TOUR  than  his  classmates 
b  e  c  a  u  s  c  o  f  his 


Ryder  Cup  team  captain  Dave  Stockton  is  preparing  for  liis  Senior  TOUR  debut  in  l\lovember. 


coupons  when  it  bet^an  beinti,  out- 
distanced off  the  tee  b\  the  Noun.ner 
players  on  lOl  R. 

f  jilbert  used  his  '!'( )l  R  earn- 
ini^s  to  lease  Brainerd  CiolfClourse 
in  ( ihattanoo^a. 


work  with  ESPN, 
(jolbert  succeed- 
ed Bruce  De\lin 
in  19<SX  when 
A II  s  t  r  a  1  i  a  n  -  b  o  r  n 
De\  lin  put  down 
his  on-course 
microphone  and 
picked  up  his 
clubs  to  join  the 
Senior  rOUR. 

Colbert  worked  2()-some  tour- 
naments in  both  19S,S  and  ]^'N9  and 
cut  back  "to  about  l.S"  last  \  ear 
to  get  in  some  preparation  time. 

"I've  seen  the  Senior  TOTR 
up  close  because  of  my  ESPN  work 
and  I  know  how  s^ood  they  are,  " 
Colbert  said. 

"I  think  I  can  reach  the  top 
le\  el  but  I  think  it's  goiuLi;  to  take 
time  to  get  the  ner\  es  back  to  the 
competitive  le\  el.  ^  ou  can  play  a 
lot  btit  if  you're  not  playin,^  tourna- 
ments, it  isn't  the  same." 

Colbert  has  been  a  man  in 
motion.  I  lis  company,  Jim  ( lolbert 
Golf,  ow  ns  and  operates  22  golf 
courses  from  P'lorida  to  C^alifornia 
and  Colbert  designed  many  of  them 
himself.  Ten  are  pri\  ate  courses 
and  1 2  are  public. 

OIn  iously  the  Class  of '^)1  didn't 
turn  to  rocking  chairs  and  clipping 


"I  watch  every  bit  of  golf  that's  on 
television  -  and  I  cant  believe  how 

well  the  Senior  TOUR  has 
done ...  I  baveni  looked  forward 
to  being  50  but  I  have  looked 
forward  to  the  Senior  TOUR." 


an  old  I )onald 
Ross  design.  "I 
became  a  club 
pro,"  fJilbert 
said.  "I  played  S- 
10  rOl  R  tour- 
naments each 
Near  to  keep  ni\ 
irons  in  the  fire 
but  mainh  I 
taught  and  played 
PCjA  Section  e\ents  in  Tennessee." 

Ciilbert  played  them  \er\  well: 
he  won  the  Tennessee  Open  three 
years  running,  19ScS-9(),  won  the 
\  (ilunteer  .State  Pfi.X  four  of  the 
last  ti\e  years.  He  was  runner-up 


Jim  Colbert  interviews  Charlie  Coody  tor  ESPN. 


last  October  in  the  National  ('lub 
Professional  (Championship  at  i^(j.\ 
West  111  La  Quinta,  ( : A. 

With  a  September  2'>  birthda\ 
Zarlex  figures  he  has  plentx  of  time 
to  prepare.  "I  realK  didn't  pla\ 
much  competitix  e  golf  after  the 
'Tournament  Pla\ers  Series  ended 
in  the  earl\  'NOs,"  Zarle\  said.  "1 
dieln't  want  to  be  a  club  pro.  I 
became  interested  m  Bible  prcjphe- 
c\  while  I  was  going  to  college  and 
I  started  studxing  it  as  a  hobbx." 

While  Zarley  said  he  hadn't 
kept  close  tabs  on  the  Senior  'T(  )l  R, 
he  figures  his  first  three  tournaments 
will  be  in  California  and  in  places 
he  has  played  well. 

'The  Senior  lOI  R  will  be  a 
tough  s(]uee/,e  for  .Stockton — he 
probably  will  ha\e  onlx  two  starts 
because  of  his  No\  .  2  birthdax  . 
Stockton  has  plentx  to  keep  him- 
self occupied.  I  le  spends  90- 100 
days  a  year  on  corporate  outings. 
I  lis  two  biggest  clients  are  .Ameri- 
can .\irlines.  w  hich  he  has  been 
with  since  190S,  and  Merrill  Lxnch. 

Stockton's  mind  also  w  ill  be  on 
his  September  Ryder  (  aip  date 
against  (jteat  Britain  and  Europe. 
Stockton  and  Zarlex  w  ill  get  to  the 
Senior 'T(^rR  candx  store  a  little 
later  than  (iilbert  and  ( ;<ilbert  but 
there  should  be  enough  left  in  the 
jars  to  make  the  wait  worthwhile  for 
the  second  semester  graduates  of 
the  Class  of '91. 

The  Class  of  "9]  show  s  a  lot 
of  class.  ■ 
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Chipping 

By  Joe  .Jimenez  with 
Phil  Stanihaiifih 

Chippiny  rhc  ij;olf  hall 
from  around  rhc  t;rccn  is 
casilv  rhc  mosr  nc,s;lccrcil 
part  of  rhc  name  tor 
most  of  my  amateur  plax  iiii^  partners 
on  the  Senior )l  R.  IroniealK, 
w  ith  jnsr  a  small  amoimt  of  praeriee 
aiKl  a  basic  imclcrstaiulinL;  of 
sc\  cral  fiiiuiamcntals,  my  fricmls 
could  \astly  improve  thcmscKcs 
ami  rcalK  cut  wastcti  srrokes  from 
their  score. 

A  common  taiilt  that  I  observe 
week  after  week  with  the  average 
s^olter  IS  that  of  im[iroper  balance  or 
weight  distribution  ox  er  the  ball 
when  chipiiini:,.  ,\  hi.tih  handicapper 
usually  will  phue  too  mucli  weit;ht 
on  the  ri^lit  side  m  settinfj;  up  to 
the  ball.  The  result  of  this  poor  bal- 
ance is  usuallv  a  fat,  ilubbcd  shot 
w  liere  the  blade  of  the  w  edy,e 
strikes  the  ,';round  sev  eral  inches 
behind  the  ball  due  to  an  upward, 
scoopmu,  stroke. 

I  think  most  |">la\ers  need  to 
put  some  wci,i;,ht  on  the  left  side  of 


their  bodv,  keep  the  feet 
fairly  close  together  and 
move  the  hands  toward  the 
targer  and  slightK  ahead  of 
the  ball  in  the  setup.  They 
should  concentrate  on  makin 
the  shaft  of  the  golf  club  part 
of  the  left  arm  so  they  can 
move  together  during  the 
chip  shot  as  one  piece. 
\\  hen  done  correctly,  you 
should  sw  ing  pretty  much 
like  a  pendulum  on  a  clock. 
If  \()U  are  properlv  balanced 
ov  er  rhc  Ixill,  noli  w  ill  sw  ing 
w  ith  a  descending  blow  and 
catch  the  ball  first  instead  of  hit- 
ting the  ground  behind  the  ball. 
A  mental  reminder  might  be  to 
just  think  of  nev  er  letting  the 
clubheati  catch  up  w  ith  vour 
hands  throughout  the  stroke. 
When  vou  finish,  make  \(iur 
club  point  towards  vour  target  in 
one  piece  w  ithout  am  break  o 


Remember,  weight  on  the  lett  side,  feet  close 
together  and  swing  like  a  pendulum. 
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LAND  CRUISER 


"The  sport  utility  vehicle 
that  every  safari  leader 
in  tanzania  lusts  after!' 

—Car  and  Driver* 

Those  are  strong  words,  but  coming  from  experts,  not  surprising  ones. 
After  all,  Toyota's  legendary  four-wheeler  has  been  building  its  reputation 
in  some  of  the  world's  toughest  environments  for  more  than  forty  years. 
With  its  powerful  six-cylinder  engine,  full-time  four-wheel  drive  and 
four-link  coil-spring  suspension.  Land  Cruiser  proves  more  than  a  match 
for  most  any  terrain.  Plus,  with  its  expansive,  optional  eight-passenger 
interior  and  luxurious  amenities  like  an  available  nine-speaker  CD  audio 
system,  Land  Cruiser  proves  that  rough  terrain  doesn't  necessarily  mean 
you  have  to  rough  it.  No  wonder  it's  the  vehicle  aspired  to  by  safari  leaders. . . 
and  by  anyone  else  who  simply  likes  to  lead.  Call  1-800-GO-TOYOTA  if 
you'd  like  a  Land  Cruiser  brochure  or  the  location  of  your  nearest  dealer. 

'7  love  what  you  do  for  me" 

TOYOTA 


rlic  w  l  ists.  Anothci  rlioiii^ln  iiii_!j,lu 
he  to  nc\cr  let  \(iiir  left  slioiikler 
<j,et  too  hi.i^h  (liinnt;  the  sliot.  Keep 
i  iiii,  it   low  will 
ensure  that  \  our 
w  ei,ij,ht  is  (.iinet  iK 
on  tile  left  sule. 

A  L^ooil  prue- 
tiee  (hill  to  use  is 
to  hit  .1  tew  prae- 
t  K  e  e  h  i  ps  wit  h 
\onr  nulu  toot  ott 
the  t;roiincl.  This 
will  ,ti,i\  e  \  on  the 

teelinti,  ot  the  tiesireel  wei!j,ht  elistri- 
Inition  ami  w  ill  teaeh  yon  to  make 
the  stroke  with  just  the  upper  bocK 
w  hen  ehippinu,. 

Kemeniher.  weiuht  on  the  left 
side,  teet  elose  to.ti,ether  and  sw  inii; 
in  one  pieee,  taking;  the  wrists  out 
ot  the  shot.  Y  ou'll  soon  he.t;in  to  see 
some  eonsisreiiev  in  voiir  eliippint; 
and  lower  seores  as  a  result. 

Utii  iirj^  si  rcrd  us  1/  i  liih  /i/  ()l(ss/<)i!i// 
Dim  I  tliiiii  .n'  Xd/is,  Jix  J  iniciicz  is 
oit//  'ccrscd  III  the  (III  <ij  -^(ilt  iiislriii  tiaii . 

Putting 

Uy  Phil  R()(li>i'rs  with 
Phil  Stiii)ih(iit<fih 

Most  sueeessftil  lousiness 
e\eeuti\  es  stiek  to  the 
a^e-old  tmukmientLils 
ot"  preparation  and 
organization  to  ,i;et  positive  results 
out  of  an  important  eorporate 
meetiuLj;.  I'v  e  found  that  I  ean 
tal\e  those  two  eoncepts  from  the 
business  world  ami  relate  tliem 
to  a  ti;olf  eourse  en\  ironment  as 
w  ell.  Mam  of  m\  different  part- 
ners 111  pro-am  eompeticions  eaeh 
w  eek  on  the  .Senior  TOI  R  are 
extremeh  successful  business 
people.  I  think  if  more  of  them 
were  as  prepared  and  ort;ani/ed 
w  hen  it  came  to  putting  as  thev 
are  in  companv  decision  makinti;. 
the\  woiihl  have  a  much  more 
enjoyable  time  on  the  course. 

PtittinL;  is  a  ^ame  within  the 
uame  of  i^olf  and  aeeoiinrs  for 
betw  een  a  third  ro  half  of  the  shots 
made  in  a  normal  round.  .Most 


amateurs  that  I  notice  w  ill  make 
practice  strokes  instead  of  w  hat  I 
call  "rehearsal"  strokes  w  hen  ready 
to  putt.  They 


A  hurried  practice  strol<e 
without  any  thought 
is  usually  much  different  than 
the  real  putting  stroke 
and  is  totally  useless. 


should  spend  a 
moment  and 
mentally  concen 
trate  on  how 
harti  to  hit  the 
ball  so  that  the\ 
ha\  e  some  idea 
of  w  hat  the\  are 
tr\  iiiLi,  to  accom- 
plish before 
the\  actiiallv  stroke  the  ball  w  ith 
the  putter. 

l  ourint;  protessionals  pla\  or 
practice  six  or  se\  en  iia\s  a  week 
anel  hav  e  an  im^rained,  con- 
tinuous feel  tor  the 
greens.  I  think  the  a\er- 
a.t;e  person  should  try  to 
work  mentalK  on  hit- 
tint;  the  ball  w  ith  the 
proper  speed  and  striv  e  to 
ti;et  the  ball  around  the  hole, 
especialK  on  Ion;;  putts. 
"l-(ehearsal"  strokes,  or  strokes 
made  to  duplicate  w  hat  you  are  try- 
ing; to  actualK  use.  Lire  the  ke\  to 
achiev  inf;  this  .L^oal.  .\  hurried  prac- 
tice stroke  w  ithout  any  thought  is 
tisualK  much  ilifferent  than  the  real 
putting  stroke  and  is  totally  useless. 

It  is  also  impossible  for  t^olfers 
of  any  caliber  to  hav  e  the  correct 
line  ev  er\  time  the\  putt.  I'hey 
can,  however,  fii^ure  the  correct 
s|ieed  throutj,h  prior  preparation 
and  ori^ani/ation.  I've  made  many 
putts  ov  er  the 
\  ears  w  here  I 
hav  en't  paid  as 
much  attention 
to  the  t-lirection 
of  a  putt  as  [ 
ha\  e  to  the  prop- 
er speed. 

I'littinij;  is 
somethint;  ev  ery  - 
one  can  improv  e 
upon.  It  doesn't 
re(|uire  raw 
power,  but  rather 
controlled  power 
to  putt  efficient- 
h  .  I-  ind  Nourself 


a  rh\ thmical  stroke,  ^et  the  feel  of 
it  and  then  duplicate  it.  'I'hen.  aim 
the  ptitter  as  carefullv  as  you  ean, 
for,i;et  the  line  or  break  of  the  putt 
ahtl  tr\  to  make  the  stroke  you  just 
"rehearsed." 

.Soon,  \()u"ll  form  a  routine  that 
should  eliminate  the  dreaded 
three-putts  and  lead  to  improv  ed 
consistencN.    our  confiLlence  lev  el 
vv  ill  soar  and  more  balls  w  ill  find 
the  bottom  of  rhe  ctip. 

,  I  III  IK  li  siiii'^lit-dlh'i'  I  list  I  III  lor  /i\ 
iifi/frrs  0/  (ill pl(i\iii<!^  Iivcls,  I'liil 
Rod'^cis  IS  In  st  kiioxn'  fur  Ins  iii-iiiirdiy 
(111(1  kiiD'^-hvl^c  i)f  till'  sliort  ;j,(iiiic.  ■ 


f 
I 
i 

I 
I 


"Rehearsal"  strokes  should  duplicate  the 
actual  putting  stroke  you  plan  to  use  as 
closely  as  possible. 
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Recently,  the  l'(,A  FOUR 
id  l'C»A  of  America  named 
ritisli  (lolumhia  as  one  of 
icir  tew  ami  very  select  ( )th- 
al  (jolTDestinations. 


II  III  S  1  INAI  IIIN  III 
<  ANil)  ri,A  <l?  AMI  Kit  A 

some  of  the  most  spectacular  bayside  bistros,  incredible  shopping  and 
scenery  you  ve  ever  had  the  oppor-  relaxing  mountain  hot  springs. 

I'or  information  call  l-8()()-663-600() 
'lonrisni  British  C^olumbia,  l^arliament 
Buildings,  Victoria,  B.C.  V.SV  1X4.  After 


tunity  to  play  a  round  in. 

Long  days,  hue  mild  weather 
and  challenging  tairways  also 

Surprised?  You  certainly  will  be.  When    make  us  a  very  strong  player.  Just  ignore     all,  we  won't  be  unknown  for  long. 
,„  ,ee  up  here  youll  find  y„u,.clf  amidst    diseraccions  like  ,.ur  Nattimi  BriOSh  Cijlumbla  <mu« 


I  A 


A         P  \ 


T        I        S        I  N 


I         1        O  N 


SENIOR 


T_0  V_R 

iournaI^ 


Big  Time  For 
'The  Big  Boy' 


0(),L!,crhcr  tlic\  iiic  walk- 
i  iiiLi  tlow  n  the  center 
I  of  the  iniplatisihiy 
phish  fairway,  the 
lilack  man  and  the  Mex- 
ican, and  tliey  are  smihnji,  and  talk- 
in,ii;  as  though  thev  are  alone  and 
this  IS  just  some  httle  corporate  oiit- 
mt;  thcN  are  doiiiLj;  iiere.  Alonsj;  the 
ropes  that  hne  the  holes  at  The 
(  ihih  at  I'ehcaii  Ba\  in  Naples,  men 
and  women  w  ho  wear  cotton  and 
linen  on  their  bodies,  tans  on  their 
faces  and  ,!i,ohl  on  their  w  rists  are 
pressing  forward  to  ^et  a  better  look 
at  the  men. 

Bo\"  Jim  I  )ent  and  Lee 
Trex  ino  are  elee|i  in  con\  ersation, 
anri  \oii  can  hear  the  distinctiv  e 
l"e.\-Mc\  twan^  of  I  revino  tiring 
like  short  bursts  of  an  AKM. 

".  .  .  ,\nd  I'm  tclliiiij,  \on.  buddy, 
if  you  had  ///<•// short  i^ame  w  hen 
von  were  on  the  keu,iilar '!'()( IR, 
you  woukia  won  millions  .  .  .  j 
mean  that,  millions  .  .  .  ain't  too 


main  ,i;n\s  conlda  beat  \ou  then, 
nossii  .  .  .  not  with  that  kind  of 
touch,  unh-unh." 

rre\  ino's  calloused,  stubby 
hands  are  on  Dent's  shoulders  now, 
and  he  is  looking  ri^ht  into  the  "Bit^ 
Box's"  lar<j;e.  open  face.  "Hut  I'm 
dri\  iiiii,  it  longer  than  you  are  now  . . .' 

Dent  breaks  into  a  broad  e;rin 
as  Trex  ino  skijis  him  on  the  back 
and  \".  alks  aw  a\.  TrcNino  is  cacklim 


and  mu!i„ij,in,i:,  for  the  i^allerv.  flexing 
his  muscle  and  drinkin.ii;  it  all  in. 
This  is  his  kind  of  show  ,  and  he 
lo\es  it.  .And  so  does  Jim  Dent, 
l^ecause  now  he  is  a  part  of  it.  After 
years  in  the  shadows  and  many 
miles  on  the  sideroads  of  t^olf,  Jim 
Dent  is  now  in  the  middle  of  the 
fairway,  in  the  hunt  aiul  a  bi^  part 
of  the  action. 

"I'xe  alwa\s  thou.^ht  I  hi;d  the 
ability,"  he  sa\s  later.  "I'Aen  when 
thin,si,s  weren't  .^oinu;  too  ij,ood. 
.Something,  was  liokliiiL!,  me  back. 
Most  times,  !  tj,uess,  it  was  me." 

No  more.  The  aina/in.t;  trans- 
formation of  Jim  Dent  from  a  lontz,- 
dri\  inu;,  non-w  inning  curiosity  to  a 
soliti  all-around  performer  is  com- 
plete. Yes.  it's  true  that  Lee  Trev  ino 
can  sometimes  outtlrne  him  n{iw. 
I'hat's  the  punch  line.  Jim  Dent,  tiie 
original  Mr.  Lon,<;ball,  is  winnint; 
w  ith  the  short  .<;ame. 

Now  Jim  Dent,  whose  best  fin- 
ish in  D  seasons  on  the  Regular 


BY    LARRY  HORMAN 
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PC;A  rOLlR  was  second-place  in 
1972,  whose  earnings  tor  his  entire 
career  were  $562,245,  is  a  w  inner, 
too.  I'wo  victories  last  season,  four 
victories  and  four  seconds  this  season, 
and  suddenly  the  soft-spoken  man 
from  Augusta,  (iA,  is  a  force.  At  6- 
foot-3  and  223  lean  poimds,  he  alw  a\  s 
/w;/v'/yiike  he  should  he.  Things 
just  never  worked  out.  I  'ntil  now. 

"I  hey  say  good  things  come  to 
those  who  wait,"  C.hi  (Ihi  Rodriguez, 
says.  "But  not  unless  they're  work- 
ing while  they're  waiting." 

Chi  CJii  is  one  of  Dent's  boost- 
ers and  admirers.  Rodriguez  e\  en 
got  Dent  to  sign  on  with  his  manag- 
er, Eddie  Elias,  one  of  the  honest 
guys  in  the  business,  and  now 
things  are  going  \  er\  w  ell  for  Dent 
off  the  course  as  w  ell. 

He  has  a  contract  w  ith  Bullet 
Golf  and  one  with  (Cadillac.  Now 
Dent  is  making  $15(),()()()  a  year  off 
the  golf  course  on  those  in  addition 
to  the  $693,214  he  made  on  the 
course,  and  is  a  much  more  attrac- 
ti\  e  draw  for  w  hat  insiders  call 
"customer  golf  outings." 


""^  ou  got  to  remember,"  Dent 
sa\s  in  a  drawl  e\er\  bit  as  thick  as 
the  roots  of  the  soLithern  pines  of 
his  Augusta  home.  "Wasn't  that  long 
ago  I  was  out  there  struggling  on 
the  minitoiH's  and  trying  to  get  m\ 
game  together.  Not  that  long  ago." 

.And  it  wasn't  all  that  long  before 
that,  as  a  \oiuig  man  in  .Augusta,  that 
Dent  w  as  working  as  a  caddie  inside 
the  hallow  ed  grounds  of  .Augusta 
National  ( >  o  1  f 
(  Hub.  Those  w  ere 
the  days  w  hen  the 
onlv  wa\  that  a 
black  man  walked 
through  the  gates 
off  Washington 
Road  w  as  to  carry  a 
tray  or  a  golf  bag. 
Dent  didn't  really  much  care  about 
golf  then.  I  le  w  as  a  football  plavcr 
at  Lucy  Laney  High  School,  and 
there  was  no  golf  team.  But  there 
w  as  moncN  to  be  made  carrying 
bags,  and  although  —  or  ma\  be 
because  —  his  mother  warned  him 
against  the  gambling  and  drinking 
that  w  as  part  and  parcel  of  the  cad- 


die life.  Dent  gravitLitctI  toward  it. 

\\  hen  he  was  17,  he  caddied 
for  Bob  Rosbiug  in  the  Masters.  In 
that  1956  tournament,  he  saw  Sam 
.Snead  and  Ben  Hogan  and  iiyron 
Nelson.  That  was  the  true  begin- 
nmg  of  Dent's  fascination  w  ith  the 
sport  that  was,  in  those  da\s,  prett\ 
much  the  prixate  pro\  ince  of  the 
pri\  ilegctl. 

fdr  two  \  ears  before  that  Mas- 
ters, e\  er  since 
he  w  as  1 5,  he  had 
been  sneaking  in 
a  few  holes  on 
the  back  nine  at 
the  neighboring 
Augusta  ( loimtry 
( :iub,  w  here  he 
and  his  pals 
scampered  arountl  the  manicured 
fairwa\s  anil  greens  in  the  dying 
light,  trying  not  to  get  caught  as  they 
pretended  to  be  Charlie  Sifford  and 
I'ete  Brown. 

T  or  many  years  he  would  strug- 
gle, laboring  in  golfs  backwoods. 
.After  a  brief  stop  at  tiny  I'aine  Col- 
lege in  Augusta,  Dent  mo\ed  to 


The  SENIOR  PGA  TOUR  has 
been  called  a  mulligan  on  lile. 
For  Dent,  it  is  a  new  life. 
But  he  is  the  same  old  guy. 
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Atlantic  ( iity  to  w  ork  on  his  j^amc 
aiui  as  a  waiter,  i  Ic  woukl  pki\  !j,(>lt 
until  3  or         in  ihc  afternoon  and 
then  ^o  to  work  taking  orders  and 
earryinfi  trays. 

■'I  was  a  \oun,<;  man."  he  sa\s, 
and  this  is  the  closest  Jim  Dent 
e\er  !j;ets  to  u  istfiilness.  "I  ne\  er 
t;ot  tired.  But  1  didn't  much  care  tor 
the  lile.  I  felt  like  I  was  in  jail, 
workimi;  inside  and  looking  out  the 
w  indou .  I  w  anted  to  w  ork  outside." 

Dent  could  easily  ha\  e  simk 
into  the  life  of  small-time,  Atlantic 
(at\  hustler  had  he  remained.  But 
he  met  a  man  named  Mo  .Stephen- 
son w  ho  ,2;a\  ed  him  another  option. 
I  le  offered  Dent  a  Job  at  his  restau- 
rant in  Los  .\ngeles  on  (Jrenshaw 
Boulevard,  a  job  that  would  allow 
him  to  work  more  on  his  game. 

.So,  Dent  went  to  \  ..\.  and  hit 
balls  e\  cry  morning  at  the  football 
field  at  ('ompton  College  and  he 
woukl  plav  golf  e\erv  afternoon. 
1  le  startetl  to  think  about  the  l*(i.\ 
TOl  R.  it  was  a  \  ague  dream,  a 
mist\,  unreachable  kind  ot dream. 
I  le  tried  the  tour  school  and  iailetl. 
lie  pla\ed  the  minitours  and  tried 
again.  .\nd  again.         again.  I'our 
times,  Dent  failed  at  (J  .School. 

"I  ne\cr  reallv  thought  about 
gi\  mg  it  up."  he  sa\s.  "B\  that  time, 
golf  was  all  I  knew,  all  I  couki  do." 

In  l'>7().  at  age      Jim  Dent 
fmalK  got  his  P(;A  M'Ol  'R  cartl. 
.\ntl  he  made  the  cut  m  his  first 
tournament  and  in  his  second,  the 
Bing(a()sbv  National  Fro-.\m  up 
on  the  \lontere\  Peninsula.  The 
(  a'osl)\ .  I  )ent  w  as  now  on  the  ca\  iar 
circuit.  But  the  catch  was  that  he 
still  hael  to  eat  hamburgers.  I  le  won 
just  $7,101  that  first  sear.  ()nl\ 
once  in  his  entire  Regular  i'Ol 'R 
career  diti  he  win  more  than 
$.S().()()()  and  that  was  \  ')^2.  when  he 
won  $5,S.()MS. 

Througli  it  all.  Dent  remained 
the  consumui.ite  macho  golfer.  lie 
stepped  up  oil  the  tee  and  bombed 
it.  This  was  before  the\  kcjit  I'Ci.X 
TO!  R  stats,  but  e\ervbod\  knew 
Big  Jim  was  the  niain  man  when  it 
came  time  to  dial  N  for  long  dis- 
t.ince.  I  hose  booming  dri\  es  got 


him  in\  ited  to  more  than  a  few 
tournaments,  ev  en  in  the  dow  n 
vears.  but  thev  didn't  get  him  a 
spot  in  the  line  at  the  pa\  w  indow. 

The  stor\  would  ha\e  ended 
just  like  that  in  IMS?,  when  Dent 
wound  up  his  \ery  undistinguished 
Regular  I'OI  R  career  w  ith  $\M2 
in  earnings  for  27hth  place  on  the 
mone\  list.  He  was  48  and  done  in 
big-time  golf  But  there  was  this 
thing  called  the  SKNIOR  PGA 
I'Ol  R,  and  it  was  playing  to  big 
crow  ds  and  rising  purses  all  ()\  er 
the  country. 

Dent  decided  he  would  play 
the  Florida  minitour  circuit  and  trv 
to  see  if  he  could  get  his  short  game 
in  shape  to  compete  w  ith  the  o\  er- 
-SO  set. 

Dent  went  to  work.  kA  ery  now 
and  then  he  would  consult  w  ith 
Jimmv  Ballard,  the  sw  ing  guru 
based  at  Doral  (iountrv  (ilub.  .And 
then  Homero  Blancas  would  gi\e 
him  some  tips,  B\  the  time  he 
turned  .^0  in  Ma\  of  I'^^S'^^  Dent  was 
read\  to  tr\  out  an  entirelx  new 
approach  u i  gi ilf. 

"I  had  neglected  the  short 
game  so  bad.  and  wlien  1  was  prac- 
ticing ir  I  started  tliinking  about  all 


the  guys  w  ho  made  money  out 
there  and  how  they  always  seemed 
to  make  par  even  w  hen  they  missed 
a  green  real  bad,"  Dent  says. 

"It  killed  me.  The  short  game 
can  sa\  e  you  two  or  three  shots  a 
round  and  that's  the  difference 
betw  een  w  inning  and  losing." 

In  iy<S9,  Jim  Dent  was  Rookie 
of  the  \'ear  on  the  Senior  TOTR. 
He  won  tw  ice.  At  age  50,  he  w  on 
$.1,17,(1*^)1  —  si\  times  more  than  he 
had  earned  in  any  single  year  on 
the  Regular  TOTR  and  60  percent 
of  his  lifetime  earnings  from  17 
years  of  work.  It  w  as,  by  any  stan- 
dard, a  phenomenal  achievement. 

The  longball  da\  s  are  ov  er.  Oh, 
he  can  still  mo\  e  it  out  there  on  a 
dare,  and  once  in  aw  hile  Dent  w  ill 
uncork  one  from  of  old,  one  of 
those  incredible  rising  laser  liners 
that  w  hoosh  off  into  the  distance 
until  they  become  a  tiny  dark  speck 
that  seems  to  hang  forever  against 
the  sky.  Mostly,  though,  he  keeps  it 
in  play  now. 

The  short  game  has  gi\en  Jim 
Dent  a  longer  life  and  a  longer 
\  iew.  He  is  laughing  now  ,  right  in 
the  mitldle  of  the  fairw  av,  a  little 
short  of  w  here  Trex  ino  is.  ■ 
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©1991  SPORTS  MARKETING  ENTERPRISES,  INC. 


The  name  is  Vantage.  Because  no  one  does  more  to  sponsor  the  growth  of  the  Senior 
PGA  TOUR  than  Vantage.  In  1991  Vantage  is  again  committed  to  the  Senior  Tour  with  an  array 
of  special  competitive  programs  and  over  $4  million  in  prize  money. 

Vantage  is  also  committed  to  bringing  you  all  the  best  in  contemporary  smoking  pleasure. 
So  go  for  the  Vantage  advantage.  Follow  the  stars  of  the  Vantage  Cup  Senior  PGA  TOUR. 
And  look  for  the  name  that  will  again  dominate  the  Senior  Tbur  this  year.  Vantage. 

VAMTJUGtCUP/XNIORPGAmUR 


SURGEON  GENERAL'S  WARNING:  Smoking 
Causes  Lung  Cancer,  Heart  Disease, 
Emphysema,  And  May  Complicate  Pregnancy. 


VTifrTn 


CUP  JOUR 


in  mn  "tar"  0  7  mn  nirntinp  au  npr  ninarpttp  hv  FTC  mfithnri 


When  it  comes  to  your 
eixaxcl\e  needs.  we  have  a 
specl\lperspecti\'e. 

When  you  deal  with  Tmnsamerica.  vou're 
dealing  with  a  S30  billion  compan\'  that's  been 
helping  people  and  busuiesses  meet  their 
financial  needs  tor  more  than  6n  vears.  We 
specialize  m  things  like  life  and  properp.' 
casLialp-  msLirance.  money  management, 
lendmg  and  leasing.  We  dont  do  even.'thing. 
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T  O  L''  R 

oTrxal 


Notes 
From  The 
Senior 
Tour 


No  Longer  Living  in  His 
Brother's  Shadow 

At'rcr  all  these  vcars.  car-oki 
Mike  Hill  has  sirown  accListonicd 
to  being  called  Da\  e  Hill's  younger 
brother,  but  after  ]'^>'-K)  it  might 
be  Mike  w  ho  is  the  more  recogniz- 
able of  the  Hill  brothers  from 
Jackson.  ML 

I  hough  onK  two  \  ears 
vounger  than  Da\  e.  Mike  did  not 
join  the  VC,.\  TOI  R  until  V>hS  at 
the  age  of  2*^^.  nine  \ears  after  his 
older.brother.  Rv  that  time.  Daxe 
had  alreadv  established  himself  as 
one  of  professional  golfs  brightest 
up-.ind-coming  stars  and  Mike  was 
immediately  labeled  Da\  e  HilTs 
brother.  Mike's  three  PCiATOl  R 
\  ictories  and  more  than  a  half  mil- 
lion dollars  in  earnings  did  little  to 
change  that,  as  Daxe  collected  l.> 
titles  and  nearK  doubled  his  broth- 
er's earnings. 

"I  guess  (the  label)  ne\er  goes 
a\va\.""  Mike  says,  it  doesn't  matter 
how  good  1  pla\.  I'm  still  l)a\e 
Hill's  brother. 

"i  don't  know  that  it  e\er  both- 
ered me  to  the  degree  that  people 
L'niiik."  adds  Mike.  "What  bothered 


me  most  w  as  the  fact  I  never  really 
had  an  identity  and  I  don't  think 
people  really  felt  like  I  was  a  good 
plaver.  But  I'm  not  out  here  to 
compete  w  ith  Davey.  I'm  tr\"ing  my 
best  to  beat  e\  erybody." 

.\nd  in  1440.  his  second  season 
nn  the  .Senior  'rOl  R,  Mike  Hill 
beat  I)a\  e  and  just  about  everybody 
else,  perhaps  finally  emerging  from 
his  brother's  shadow.  He  recorded 

fi\  e  wins,  pocketed  5895.678 
in  official  earnings  and  finished 

second  on  the  monev  list.  In  addi- 
tion, he  won  the  Merrill  Lynch 


•Senior  Shoot-Out  Championship 
and  w  as  a  member  of  the  \  ictorious 
U.S.  Du  Pont  Cup  team.  All  those 
numbers  add  up  to  a  career-best 
year  for  Mike  Hill,  w  hose  most  suc- 
cessful Regular  TOl  R  campaign 
w  as  1974  w  hen  he  earned  576,802 
for  28th  position  on  the  monev  list. 

"i  came  out  on  the  Senior 
TOL  R  w  ith  the  idea  that  I  don't 
ha\"e  to  pro\  e  to  anybody  that  I  can 
play  golf"  says  Mike.  The  only 
person  I  have  to  satisfy  is  myself" 

One  has  to  believe  that  Dave 
Hill's  brother  is  satisfied. 


Ed  Sneed  Irom  ABC  congratulating  Mike  Hill  on  winning  the  New  York  Lite  Champions. 
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Walt  Zembriski,  known  to  his  fans  as  "Z  man. " 


Million  Dollar  Man 

If  any  player  on  the  Senior  !'( )l  R 
is  eonsidered  the  ultnnate  rai^s-to- 
riehes  story,  it  would  lie  W  alt  Zem- 
briski, the  steel  worker  turned 
professional  golfer.  Sinee  ioinin,<; 
the  Senior  TOUR  in  19,S,S,  Zem- 
briski has  become  a  w orkini^-elass 
hero  to  his  fans,  w  ho  are  often 
referred  to  as  the  Warsaw  Pack.  1  lis 
background  is  well-chronicled — a 
brief  stint  on  the  PGA  'I'Ol  R  w  ith 
no  official  earnings,  se\  eral  years 
working  on  a  high-rise  construction 
crew  in  New  Jersey  and  more  than 
10  seasons  toiling  on  Florida  mini- 
tonrs.  Early  in  \^)^>().  his  sixth  cam- 
paign on  the  Senior  circuit, 
Zembriski  surpassed  the  $1  million 
mark  in  Senior  TOUR  earnings,  at 
the  time  only  the  17th  plaver  to 
reach  that  plateau  and  the  only  one 
to  do  so  without  first  collecting  a 
Regular  TOUR  paycheck. 

"My  image  is  that  Fm  a  blue- 
collar  player,"  says  Zembriski.  lt\ 
real  nice  to  have  an  identit\  and  it's 
a  good  feeling  to  w  alk  dow  n  tiie  fair- 
way and  have  people  recognize  me." 

Has  success  and  notoriety 
changed  Z-man.-^ 

"Fm  going  to  keep  doing  w  hat 
F\  e  been  doing,"  he  says.  "FII  still 
work  hard  and  play  as  many  tourna- 
ments as  I  can." 


Full  Circle 

Along  w  ith  being  one  of  golfs  great 
ball-strikers,  I)a\e  Ilill  is  noted  for 
his  frank  opinions.  ( )ne  of  his  most 
memorable  expressions  of  opinion 
came  at  the  U>7()  I  '.S.  Open  at 
1  la/el  tine  C  iolf  ( ilub  in  Ohaska, 
\1\.  \\  hen  asked  w  hat  the  course 
lacked,  I  lill  said  all  it  needed  was 
(SO  acres  of  corn  and  a  few  cow  s.  I  lill 
was  slapped  with  a  fine  from  the 
U.SCj.A,  but  not  before  he  finished 
second  in  the  tournament.  Hazel- 
tine  has  since  undergone  extensive 
renovations  in  preparation  for  host- 
ing this  year's  U.S.  Open  m  June. 
Who  was  called  upon  to  ser\  e  as  a 
consultant.'  I  )a\  e  1  lill. 

Ray  Streeter  Moves  Up 
Cadillac  Style 

Fifty-tw()-\ear-old  Ra\  Streeter 
dro\  e  from  last  \ear's  Southw  estern 
Bell  ( ilassic  in  ( )klahoma  (  at\  to 
his  Fopeka,  K.S  home  in  ( iadillac 
Style  after  his  hole-m-one  in  the 
final  round  ot  that  tournament 
earned  a  1990  Oadillac  Sedan  de 
Ville  valued  at  $.i0,.i()0.  Streeter, 
w  ho  sur\  i\  ed  a  plavoff  for  the  last 
open  tjualifying  spot  in  the  South- 
western Bell  field,  drilled  a  7-iron 
into  the  cup  at  the  10J-\ard  lOth 
hole.  It  was  the  first  career  ace  for 
Streeter,  who  began  plaving  the 
game  at  the  age  of  10. 


1  )cspitc  the  ol)\  ious  excite- 
ment of  the  moment,  .Streeter  did 
not  lose  his  sense  of  humor.  Noting 
that  as  a  (|ualitier  he  did  not  haxe 
use  of  a  courtesy  car  during  tourna- 
ment week,  Streeter  said,  "Kverv- 
bod\  else  has  to  gi\  c  their  Oadillacs 
back,  but  1  get  to  dri\e  mine  home!" 

A  Dog  Day  Last  Summer 

.\  dog  ma\  be  man's  best  friend, 
but  it  did  not  appear  that  way  to 
Ohi  Ohi  Rodriguez  and  Ciax  Brewer 
in  the  first  round  of  last  year's 
Kroger  Senior  ( ilassic  near  C^incin- 
nati.  ShortK  after  Ohi  Ohi's 
approach  shot  came  to  rest  on  the 
green  at  the  SlN-vard  par  ,S4th  hole, 
a  beagle  rushed  umler  the  gallery 
ropes  and  picked  up  the  ball.  Fhe 
players  and  galler\  could  do  noth- 
ing but  w  atch  as  the  dog  calmK 
trotted  o\cr  to  a  greenside  bunker 
and  dro|")pcLl  the  ball  into  the  sand. 
Under  the  Rules  of  (iolf,  Rodriguez 
was  not  penalized  and  was  allowed 
to  replace  his  ball  as  near  as  possi- 
ble to  the  s|iot  w  here  the  dog 
picked  it  up.  .Se\eral  groups  later, 
the  dog  reciirncd  to  the  same  hole 
and  grabbed  Brewer's  ball.  Brewer 
was  not  as  fortunate  as  Rodriguez, 
how  e\  er,  as  the  dog  ran  off  and 
ne\  er  rcrurned  the  ball.  Howe\er, 
Brew  er  w  lis  allow  etl  to  replace  the 
ball  w  ithout  pcnaltx .  H 


Ray  Streeter's  hole-in-one  resulted  in  a  new  set  of  wheels  "Cadillac  Style.' 


You  don't  ha\'e  to  be  Sir  Isaac 
Newton  to  understand  why 
CaUa\va\-  S2H2  Metal  Woods 
and  Irons  are  the  only  clubs 
that  actuall\-  make  it  p)ossible  to 
hit  harder  \\'ithout  swinging 
harder. 

Here's  why. 
No  neck. 

The  laws  of  ph\-sics  pro\'e  that 
if  weight  in  the  neck  (or  "hosel") 
is  greath"  reduced  or  eliminat- 
ed, and  the  equh'alent  weight 
correcth'  transferred  to  the 
striking  area  of  the  head,  the 
ball  wiR  tlv  higher,  go  farther 
and  straighter  and  \"our  shots 
will  feel  more  solid. 

This  transfer  of  weight  puts 
more  power  where  \'0u  need 
it —  in  the  area  that  actuall\" 
strikes  the  ball.  .-Vnd  Callawav's 
S2H2  concept  takes  more 
weight  out  of  the  neck  and  puts 
more  weight  in  the  strikuig 
area  than  an\-  other  golf  club — 
e\'er —  although  the  o\"erall 
^veight  of  the  club  and  club- 
head  remains  the  same. 

But  that's  not  all  there  is  to  a 
Callawav. 
Hole  in  the  head. 
Callawa\"  S2H2s  also  capitalize 
on  the  principle  that  just  as  a 
blind  person's  feeling  tlo ws 
from  his  hand  to  the  tip  of  his 
cane,  the  control  and  "head  feel" 
vou  ha\'e  with  vour  club  is 


Or,  put  another  way, 
"How  to  transfer 
more  momentum 
energy  to  Die  hall 
without  dianging 
the  velocity  of 
vour swing. " 


directh-  related  to  the  distance 
betv\-een  the  tip  of  the  shaft 
and  the  center  of  the  ball. 

For  Calla^va\■  S2H2s,  we  bore 
through  the  neck  and  push 
the  shaft  all  the  wa\'  through 
the  base  of  the  club  head,  so 
you  can  actually  see  the  tip 
(Tru-Bore"-).  This  places  the 
end  of  the  shaft  as  much  as 
1 V2"  closer  to  the  center  of  the 
ball  than  con\-entional  club 
designs. 

Feel  for  yourself. 

Callawav  S2H2  Metal  Woods 
and  Irons  are  the  onl\'  clubs 
in  the  world  to  combine  the 
benefits  of  "no  neck"  with  a 
'Tiole  in  the  head".  As  much 
as  15-"c  more  weight  in  the 
striking  area  and  much  closer 
proximitv  of  the  shaft  tip  to 
the  ball  is  wh\'  Calla'ways  give 
\-ou  more  pleasing  shots  and 
the  most  solid  feel  in  golf. 

Tr\'  them  \'ourself.  You'll 
learn  wh\-  Sir  Isaac  Xewton 
and  more  pros  than  e\'er  know 
"^'ou  can't  argue  ^\itli  physics'' 


Tru-Bore     inakes  the  s-lwft  tip  zisible  at  the  sole. 


23^45  Carrono  \'ida  Roble.  Carlsbad,  92009 

(800)  228-2767 

In  California,  call  (619)  931-1771 
In  Canada,  call  (604)  59&-}114 

Call  us.  We'll  tell  vou  who  carries 
Calla\\"a\"s  in  vour  area. 


The 
Lighter 
Side 


s  I  \ 


s  I  ( 
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Larry  Mowry,  on  w  hat  he  hkcs 
best  about  tlic  Senior  TOTR; 
"When  you  stand  on  the  |itaetice 
tee  e\  ervbodv  eKe  has  "tax  hair  too 


will  L^i)  back  to  Albania  lukI  npcn  up 
a  i^olt  course  in  the  coimtr\ .  It  would 
be  the  first  one.  I  could  be  the  first 
pro  ...  I  would  be  the  oul\  pro." 

Rives  McBee.  former  club  pro 
who  has  made  it  bit;  on  the  .Senior 
!'( )l  R:  "  To  w  alk  into  the  locker 
room  ami  ha\  e  .\rnold  I'almer  call 
\  i)U  ■.\loneyba,!j;s"  is  kiiul  of  unbe- 
lievable. I  feel  like  a  male  (  an- 
derella.  It's  been  a  fair\  riile."' 

J.C.  Goosie.  w  ln:n  told  lie  had  a 
funnv  name:  "If  nou  think  that's 
bail,  I  ha\e  a  sister  iiLimed  Luc\.  " 


I  le  has  w  hat  it  takes  to  please  the 
people.  I'm  a  sin  -shy." 

Chi  Chi  Rodriguez,  on  wh\  he 

loxes  his  profession;  "  The  .t^olf 
course  IS  the  greatest  office  m  the 
world — six  miles  of  fresh  air." 


Jimmy  Powell.  Senior  1( )l  R 
veteran  w  ho  picked  up  his  first  w  in 
in  1990:  "This  is  a  tou.t^h  w  av  to 
make  an  easy  li\  inu,." 

Jim  Ferree,  on  the  \alue  he 
places  on  the  elongated  putter:  "I 
would  sooner  take  arsenic  than  i^o 
back  to  the  short  putter.  Either  way 
I'd  be  dead." 

Phil  Rodgers.  noteel  t^olf  instructor 
whose  pupils  have  included  firey 
Norman,  Jack  Nicklaus  and  BilK 
Casper:  "My  wife  told  me  to  (|uit 
Sivins  lessons  and  start  taking  them." 

Bobby  Nichols,  after  [ilavinti;  a 
round  w  hile  sufferimi,  from  the  tin: 
"Sometimes  \ou  pla\  better  when 
you're  sick.  Of  course  sou'v  e  ,L:,ot  to 
be  a  little  sick  to  pla\  this  !j;ame." 

Agim  Bardha.  who  lied  from  his 
nati\  e  .\lbama  at  ay,e  14  to  escape 
communism:  "\ la\ be  some  da\  I 


Terry  Dili,  who  left  the  Re,t;ular 
rol  R  111  197h  to  arrend  law 
school:  "i'm  a  better  ti^olfer  than  I 
am  a  lawyer.  I  spent  20  \ears  train- 
ing to  become  a  golfer  and  only  .i  to 
be  a  law  vet." 

Chi  Chi  Rodriguez,  on  Charles 

(  'a  )(  IlK  s 

habit  of  con- 
tiniialK 
pulliiiL!;  up 
on  his  socks: 
"Charles 
(  !ood\  IS  the 
oiiK  miy  I 
know  who 
w  cars  ( lut  his 
s( icks  on  the 
toji  before 
the  bottom." 

Jesus  Rodriguez.  Chi  ( ihi's 
brodier  and  |iart-time  .Senior  I  ( )l  R 
pla\  ei:  "( Ihi  Chi  w  as  alwaxs  like  he 
is  now  when  we  were  ^rowin^  up. 


Jim  Dent,  when  asked  if  his  suc- 
cess on  the  .Senior  IX  )l  R  would 
spoil  him:  "A  man  makes  mone\, 
monc\  doesn't  make  the  man." 

Jack  Nicklaus.  on  turmuij:  5(1: 
"  The  older  \oii  are  the  stront^er  the 
winil  blows — and  it  alwa\s  seems  to 
be  in  your  tace." 

Lee  Trevino.  aftet  stru.!j;slin^  in 
rlie  opemuL^-round  of  last  year's 
l'Ci.\ Championship:  "I  didn't  hit 
the  fairways.  I  didn't  hit  i^reens.  I 
Liseil  all  mv  clubs  todax  .  I  e\  en 
almost  used  m\  umbrella." 

Dave  Hill.  e\piainin,L;  w  h\  he  docs 
not  chanue  equipment  w  hen  he  is 
playiuii,  poorK  :  "Most  of  the  time 
it's  not  the  arrow,  it's  the  Intlian." 

John  Brodie.  on  Hilly  Casper's 
tluctuatin<j,  w  eii;ht:  "BilK'  (  lasper 
has  won  titles  at  more  weight  lc\els 
than  Suiiar  Ra\  Leonard."  ■ 
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nTERNATIONAL 
EXPERTS 


When  it  comes  to  no-load  overseas  investing,  nobody  offers  more  than  T.  Rowe  Price 

Investing  overseas  continues  to  hold  important  advantages.  Foreign  markets  offer 
opportunities  for  enhancing  retum  potential.  And  foreign  investments  can  add  important 
balance  to  a  domestic  portfolio,  because  foreign  markets  follow  different  cycles  than  U.S. 
markets.  When  you're  ready  to  benefit  from  these  advantages,  come  to  T.  Rowe  Price,  a 
pioneer  in  intemational  investing  with  the  knowledge  and  resources  you  need. 
Experience  and  expertise.  In  1979,  we  teamed  with  Robert  Fleming  Holdings,  Ltd., 
a  century -old  British  investment  organization,  to  form  Rowe  Price-Fleming,  adviser  to 
our  intemational  funds.  Today,  Rowe  Price-Fleming  manages  over  $4  billion,  and  is 
America's  largest  manager  of  no-load  intemational  mutual  fund  assets.  Rowe  Price- 
Fleming  has  access  to  on-site  research  analysts  worldwide,  providing  a  distinct  advantage 
in  finding  investments  with  strong  long-term  potential  for  you.  Of  course,  intemational 
investing  has  special  risks,  including  currency  fluctuations. 

100%  no-load  investing.  We  offer  the  six  intemational  funds  described  below.  There  is 

a  $2,500  minimum  investment  per  fund 
($1,000  for  IRAs).  And  no  sales  charges. 

^       T.  Rowe  Price,  100  E.  Pratt  St.,  Baltimore,  MD  21202 
Please  send  a  prospectus  with  more  complete 
information,  mcluding  management  fees  and  other 
charges  and  expenses,  for  the  fund(s)  indicated.  I  will 
read  it  carefully  before  I  invest  or  send  money. 


OVERSEAS  OPPORTUNITIES 


INTERNATIONAL  STOCK  FUND,  ranked  the  #1  intemational 
fund*  for  the  10  years  ending  12/31/90,  invests  in  established  com- 
panies outside  the  U.S.,  mamly  in  Europe  and  the  Pacific  Basin. 


INTERNATIONAL  DISCOVERY  FUND  aggressively  invests 
in  stocks  of  fast-growing,  smaller  companies  m  developed  and 
emergmg  foreign  markets,  primardy  in  Europe  and  the  Pacific 
Basin.  These  smaller,  often  overlooked  or  undervalued 
companies  could  offer  dynamic  growth  potential. 


NEW  ASIA  FUND  can  help  you  benefit  from  the  long-tenn  growth 
potential  of  the  developing  economies  m  Asia  and  the  Pacific 
Basin  outside  lapan.  It  invests  m  stocks  of  both  large  and  small 
companies  m  newly  mdustnalized  countries  m  the  area. 


EUROPEAN  STOCK  FUND  invests  m  established  European 
companies.  It  seeks  to  take  advantage  of  the  strong  performance 
of  European  markets,  opportunities  expected  from  "Europe  1992," 
and  the  potential  of  emergmg  Eastern  European  economies. 


INTERNATIONAL  BOND  FUND  aggressively  seeks  high  current 
income  and,  secondarily,  capital  appreciation  from  high-quality 
foreign  government  and  corporate  bonds. 


I  NEW!  I  GLOBAL  GOVERNMENT  BOND  FUND  offers  our  most 


conservative  approach  to  worldwide  mvestmg.  The  Fund  seeks 
high  current  mcome  from  government-backed  secunties  m  the 
U  S  and  abroad. 


Call  24  hours  for  a  free  information  kit 

1-800-638-5660 


C  International  Stock 

□  Intemational  Discovery 

□  New  Asia 


□  European  Stock 

□  Intemational  Bond 

□  Global  Government 
Bond 


Name 


Address 


City/State/Zip 


IUMB012052 


Phone  □  Home       □  Business 


Invest  With  Confidence 

T.RoweR'ice 


*AccordingtoLipper  Analytical  Services,  Inc.,  which  ranked  International  Stock  Fund#l  of  7  international  funds  tracked  1/1/81-12/31/90,  Past  performance 
cannot  guarantee  future  results.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor 
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SUCCESS  IN  THE  GULF, 
TROUBLE  AT  HOME 


McDonnell  Douglas  is  so  cash-strapped,  there's  talk  of  a  bailout 


Ayedh  Shamran 
easy.  Arcing 
Douglas  F-15 
^ersian  Gulf  on  Jan. 


made  it  look  so 
his  McDonnell 
fighter  over  the 
24,  the  Saudi  air 


orce  captain  fixed  his  sights  on  two 
laqi  Mirage  fighters  believed  to  be  car- 
ving deadly  Exocet  missiles  toward 
learby  allied-force  ships.  Explained 
^hamran,  coolly:  "I  just  rolled  in  behind 
hem  and  shot  them  down." 

If  only  Chairman  John  F.  McDonnell 
ould  so  neatly  ace  the  squadron  of 


to  deteriorate.  General  Accounting  Of- 
fice Comptroller  General  Charles  A. 
Bowsher  worries  that  recent  cost  over- 
runs and  program  cancellations  on  con- 
tractors such  as  McDonnell  "could  well 
mean  that  we  will  be  faced  with  calls  for 
bailouts  similar  to  that  which  we  had 
with  Lockheed  in  the  1970s." 

Such  talk  is  probably  premature,  but 
McDonnell  has  plenty  to  worry  about. 
Heavy  investment  in  new  high-tech 
weapons  and   its  commercial  jetliner 


America's  defense  spending  will  shrink 
for  years  to  come.  That's  sobering  news 
for  St.  Louis-based  McDonnell,  which  al- 
ready has  three  major  programs — the  F- 
15,  the  Marines'  Harrier  jump  jet,  and 
the  Army's  Apache  helicopter — in  their 
last  year  of  new  Pentagon  funding. 
MONEY-LOSER.  McDonnell's  own  fore- 
casts project  that  real  defense  spending 
will  fall  to  49?  annually  through  1995. 
So  the  loss  of  the  huge  A-12  program 
means  McDonnell  must  quickly  get  its 
other  major  development  program — the 
Air  Force's  C-17  transport — in  order. 
That  plane,  able  to  ferry  heavy  tanks  to 
makeshift  runways  near  military  hot 
spots,  could  bag  $20  billion  in  sales  over 
the  next  decade.  But  it  has  been  plagued 
by  problems,  resulting  in  charges  of 
$165  million.  And  McDonnell's  tarnished 
reputation  for  delivering  within  budget 
just  may  hurt  its  chances — and  those  of 
partner  Northrop  Corp. — to  win  the  con- 
tract to  build  the  Air  Force's  Advanced 


L DOUGLAS 


MtOONNCU: 
HE  HAS 
ADEQUATf 
CREMT— UNTIL 
NEXT  WriNTU 


JULY '89 


Abandons  strata 


gy  to  expand  in 
formation  pro 
cessing  business 
by  selling  its  mon 
ey-losing  Network 
Systems  unit  to 
British  Telecom 


JULY  '90 


Facing  defense 
spending  cut 
bocks,  begins  lay 
ing  off  17,000 
workers  as  part  of 
$700  million  cost 


cutting  program 


OCT.  '90 


Takes  a  S93  mil 


lion  write-down 


on  its  problem 


plagued  C-17  mil 
itory  transport 
plane  program 


NOV.  '90 

Wins  Federal  Avit" 
otion  Administra-- 
tion  approval  for 
its  new  mD-1  1 
widebody  jet; 
some  airlines  com- 
plain the  jet  burn* 
too  much  fuel 


JAN. '91 

Pentagon  cancels 
the  S52  billion  A- 
1 2  attack  plane 
program,  a  major 
source  of  future  '. 
growth 


niblems  closing  in  on  McDonnell  Doug- 
is  Corp.,  the  nation's  largest  defense 

iiitractor.  Although  the  gulf  war  has 
iuvided  a  stunning  showcase  for  Mc- 
'onnell  wares  such  as  the  F-15  and 
'omahawk  missile,  it  isn't  translating 
nto  victory  on  the  home  front. 

Remarkably,  John  McDonnell's  com- 
pany has  suffered  so  many  defeats  late- 
st that  some  politicians  and  Defense 
)ept.  folks  already  are  discussing 
/hether  the  company  should  get  a  gov- 
rnment  bailout  if  its  finances  continue 


business  has  left  the  company's  balance 
sheet  among  the  weakest  of  U.  S.  aero- 
space companies.  And  Defense  Secre- 
tary Dick  Cheney's  recent  scrapping  of 
the  $52  billion  A-12  attack  plane  because 
of  huge  cost  overruns  also  shot  down 
one  of  McDonnell's  brightest  growth 
prospects.  Says  A.  G.  Edwards  Inc.  ana- 
lyst Kent  A.  Newcomb:  "Defense  hasn't 
suddenly  become  a  growth  business." 

Moreover,  despite  support  for  Desert 
Storm,  the  likelihood  of  huge  and  ongo- 
ing U.  S.  budget  deficits  means  that 


Tactical  Fighter,  a  $70  billion  program. 

Yet  that's  only  half  the  challenge. 
Lowered  defense  prospects  also  mean 
that  McDonnell  must  finally  fix  its 
Douglas  commercial-airliner  business, 
which  Morgan  Stanley  &  Co.  analyst 
Philip  W.  Friedman  figures  has  lost 
money  in  8  of  the  past  13  years. 

To  change  that,  the  McDonnell  Doug- 
las aircraft  unit  has  spent  $700  million  to 
develop  its  new  MD-11  widebody,  based 
on  its  DC-10,  and  has  more  than  $2  bil- 
lion tied  up  in  inventories  and  working 
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With  A  Strong  Workers  Compensation  Systeij 


Suffering  an  on-the-job  injury  that  keeps 
someone  away  from  work  — and  away  from  a 
paycheck  — IS  difficult  enough. 

Waiting  weeks,  or  even  months,  for  fair 
income  replacement  is  nothing  short  of 
inexcusable. 

Which  is  exactly  why  the  Workers  Compen- 
sation System  was  created. 

It's  a  system  that,  for  75  years,  has  been  ded- 
icated to  gettmg  injured  workers  their  income 
benefits  in  a  fast,  no-fault,  no-hassle  way 
The  Bad  News 

Unfortunately  there  are  problems  with 
Workers  Compensation  in  some  states.  Serious 
problems  that  are  spreading  to  other  states. 

Unnecessary  litigation  and  underfunded, 
understaffed,  state-administered  agencies  are 


slowing  down  the  entire  process.  On  top  of 
that,  in  some  states  minor  injuries  are  over- 
compensated  and  major  injuries  are  under- 
compensated. 

The  Good  News 

In  some  states.  Workers  Compensation 
works  without  a  hitch.  Workers  are  compens^e 
quickly  and  fairly. 

But  to  bring  that  same  quickness  and  fair 
ness  to  the  troubled  states  today  and  to 
strengthen  all  systems  for  tomorrow,  we  haveo 
promote  change.  A  few  examples: 

Simpler  procedures,  better  communicati'n 
of  rights  and  benefits,  plus  teamwork  betweej 
doctors,  employers  and  state  regulatory  agenc:s 
would  do  wonders  for  the  individual  systems. 

So  would  agency-sponsored  toll-free  nur 


)  Liberty  Mutual  Insurance  Group/Boston,  1990 


Help  Strengthen  Workers  Compensati 


m 


for  injured  workers  to  inquire  about  their 
)me  benefits.  And  consumer  brochures  out- 
ig  specific  workers'  rights. 

Ideally,  alternative  methods  for  resolving 
imate  disputes  should  be  adopted  — short  of 
ig  to  court.  This  would  allow  for  quicker 
lution  of  those  disputes  and  faster  mcome 
;fits. 

It's  Up  To  All  Of  Us 

lb  charge  ahead  and  implement  ideas  like 
e,  you  can  do  one  of  two  things  to  help. 
One:  Be  aware.  Find  out  what's  happening 
DUr  state,  how  you're  affected,  and  what  you 
.do.  Talk  to  your  insurance  company  or  busi- 
trade  association. 

Or  two:  Share  your  views  by  writing  to 
/Countryman,  President  and  CEO  of 


Liberty  Mutual,  175  Berkeley  Street,  Boston,  MA 
02117.  We'll  help  you  get  in  touch  with  people  in 
your  state  who  can  help. 

Workers  Compensation  is  too  valuable 
to  neglect.  It  provides  quality  medical  and  re- 
habilitative care.  Delivers  income  benefits  with 
fairness  and  swiftness.  And  offers  cost  stability 
to  employers. 

Remember,  Workers  Compensation  was  de- 
signed to  give  American  workers  a  solid  system 
they  could  rely  on. 

Let's  make  sure  they  always  can. 


LIBERTY 
MUTUAL 


cause  When  A  Worker  Has  An  Accident,  Everybody  Gets  Hurt. 
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capital  for  the  $100  million-a-unit  jumbo 
jet.  The  money  needed  to  finance  the 
MD-11,  and  pursue  high-tech  weapons 
contracts,  has  pushed  up  McDonnell's 
debt-to-equity  ratio  to  a  scary  84%. 

Don't  look  for  any  long-term  relief 
soon.  Although  McDonnell  began  MD-11 
deliveries  in  November,  it  likely  will  pile 
on  more  debt  this  year  as  it  ramps  up  to 
triple  monthly  widebody  production.  The 
defense  giant  also  owes  $1  billion  in  de- 
ferred taxes  that  must  be  paid  in  the 
next  few  years. 

So  far,  McDonnell  hasn't  written  off 
its  share  of  at  least  $2  billion  in  cost 
overruns  on  the  A-12.  It  hopes  to  recoup 
some  of  the  money  through  appeals  to 
the  Pentagon.  That  being  the  case,  it's 
expected  to  post  roughly  $120  million  in 
earnings  from  continuing  operations,  on 
$16..5  billion  in  sales,  for  1990.  But  even 
if  McDonnell  takes  a  partial  charge  for 
the  A-12  in  its  fourth-quarter  earnings 
due  out  in  February,  it  has  plenty  of 
flexibility  to  put  off  a  harsher  reckoning 
on  the  canceled  plane  and  the  deferred 
taxes  while  it  appeals  both  matters. 

Last  year,  the  defense  giant  renegoti- 
ated its  bank  lines,  which  should  provide 
adequate  borrowing  power  until  next 
winter,  when  a  higher  MD-11  production 
rate  will  sharply  increase  McDonnell's 
stash  of  much-needed  cash.  Then  there's 
also  the  possibility  that  the  F-15's  stun- 
ning performance  in  the  gulf  might  trig- 
ger new  orders  from  the  Saudis. 
WIDEBODY  SQUEEZE.  Even  so,  McDonnell 
faces  turbulent  times  ahead  in  its  in- 
creasingly important  commercial-aircraft 
business.  Despite  a  backlog  of  1,200  firm 
orders  and  commitments  at  Douglas,  a 
protracted  recession  could  thin  that  or- 
der book.  Indeed,  major  customer  Amer- 
ican Airlines  Inc.  has  failed  to  excercise 
options  on  30  MD-80  narrowbodies  dur- 
ing the  past  year  and  will  scrutinize  an- 
other 60  options  due  through  1993. 
"With  the  economy  down,  we're  hard 
pressed  to  go  out  and  buy  airplanes," 
explains  Kenneth  A.  Raff,  managing  di- 
rector of  fleet  planning  at  American. 

What's  more,  McDonnell  faces  an  in- 
vestment of  up  to  $3  billion  to  develop 
a  larger  widebody  called  the  MD-r2X, 
which  could  rival  BoeingCo.'s  lucrative 
747.  Originally,  company  planners  had 
hoped  to  simply  design  a  derivative  of 
the  MD-11.  But  customers  clearly  want 
more,  and  the  company  is  searching  for 
a  partner  to  foot  the  bill  on  the  MD-12X. 

The  prospect  of  such  future  spending 
is  going  to  keep  the  pressure  on  at  Mc- 
Donnell. Sure,  the  stellar  performance 
of  the  F-15  may  be  a  source  of  pride. 
Yet,  for  now,  McDonnell  Douglas  is  fly- 
ing into  a  strong  head  wind. 

By  James  E.  Ellis  i}i  Chicago,  with  bu- 
reau reports 
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CAN  BAIN  CONSULTANTS  GET 
BAIN  &  CO.  OUT  OF  THIS  JAM? 


Big  debts  and  falling  revenues  have  the  pioneering  firm  in  trouble 


"It's  like  watching  a  child  grow.  The 
transition  from  the  first  generation  of 
ouniers  to  the  next  has  been  an  inevita- 
bility since  the  company  was  started, 
and  I've  alivays  known  that.  " 

As  always,  William  W.  Bain  Jr.  is 
unruffled,  composed,  and  deliber- 
ate, but  the  words  sound  bitter- 
sweet. He  is,  after  all,  contemplating  the 
management  consultancy  he  founded. 
Bain  &  Co.,  at  what  is  arguably  the 
most  critical  juncture  in  its  18-year  histo- 
ry. Within  weeks,  capping  an  extraordi- 
nary transaction.  Bill  Bain  will  turn  over 
control  and  management  of  his  company 
to  a  group  of  younger  executives. 

It  has  not  been  an  easy  time  for  the 
consulting  pioneer  or  his  elite  firm. 
Through  most  of  the  1980s,  Bain  was 
the  cream  of  the  industry:  With  an  ever- 
growing horde  of  clients  clamoring  for 
its  top-dollar  counsel,  billings  often  grew 


107',  to  $218  million,  last  year— the  fir: 
decline  in  Bain's  history  (see  chart).  Ii 
finances  are  strained,  and  rumors  of  :i 
imminent  sale  persist — though  Bain  sa,\ 
the  firm  is  not  on  the  block. 

What  happened?  Bain,  say  many  ii 
side  and  outside  the  firm,  fell  victim  t 
the  missteps  it  regularly  warns  cliem 
against.  Bain  relied  too  heavily  on  a  fe 
hugely  profitable  clients  and  on  a  ham 
ful  of  senior  executives  who  generatt 
that  business.  Long  a  big-picture  strat 
gy  house.  Bain  missed  some  opportur 
ties  by  failing  to  offer  clients  specialize 
advice  in  such  areas  as  work  force  ar 
environmental  management.  "We  wei 
very  good  consultants,  but  not  ver 
good  managers,"  says  one  executive. 
BURDENSOME.  At  the  same  time,  tl 
firm  was  financially  hamstrung.  Fi\ 
years  ago,  Bill  Bain  and  seven  seni( 
executives  withdrew  more  than  $200  m 
lion  in  cash  and  notes  from  the  firm 


▲  MILLIONS  OF  DOLURS 
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by  407'  a  year.  It  lured  top  MBAs  from 
the  best  schools,  packed  them  off  to  the 
likes  of  Chrysler  Corp.  and  Monsanto 
Co.,  and  collected  millions  of  dollars  per 
month  in  fees.  Recalls  one  former  em- 
ployee: "We  were  oozing  success." 

.'Today,  Bain  is  the  one  that  seems  to 
need  a  consultant.  A  series  of  setbacks 
has  tarnished  its  once-sterling  image. 
The  firm's  work  force,  about  1,000  pro- 
fessionals and  support  staff,  is  down 
307',  thinned  by  two  rounds  of  layoffs 
and  by  the  defections  of  key  executives. 
Some  outsiders  believe  revenues  fell  by 


two  deals  that  sold  off  307  of  their  eqif 
ty  to  two  Employee  Stock  Ownershjf 
Plans,  say  former  executives  famili.i 
with  the  deal.  Bain  financed  the  pay-oft' 
entirely  with  debt,  leaving  it  with  inte| 
est  payments  that  were  burdensoni 
when  revenues  dried  up. 

Suddenly,  the  deal  that  made  Bill  Ba 
a  very  wealthy  man  threatened  the  fir 
he  created.  To  ensure  its  survival,  tl 
entrepreneur  and  his  co-founders  w 
forgive  a  large  part  of  the  $100  milli( 
in  notes  they  held  and  put  back  an  es 
mated  $30  million  in  cash.  The  mon< 
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will  be  used  to  pay  down  the  firm's  bank 
debt.  They  are  also  selling  for  a  "nomi- 
nal sum"  the  remaining  70%  of  the 
firm's  stock  to  the  ESOP  and  to  a  group 
of  75  current  executives — a  transfer  re- 
flecting, many  believe,  the  company's 
dramatically  lower  value. 

The  deal,  which  still  leaves  Bain,  53,  a 
very  wealthy  man,  will  close  the  first 
chapter  of  a  classic  entrepreneurial  dra- 
ma. The  Tennessee-born  son  of  a  food 
wholesaler,  Bill  Bain  learned  the  strate- 
a;y  consulting  business  at  Boston  Con- 
sulting Group  Inc.  He  rose 
:iuickly  there,  but  in  1973  left 
ibruptly  to  open  his  own  ri- 
/al  firm  with  six  colleagues 
ind  two  major  clients.  Black 
&  Decker  Corp.  and  Texas 
Instruments  Inc. 

Bill  Bain's  firm  developed 
I  corporate  strategy  prac- 
tice, just  as  Boston  Consult- 
ng  had.  But  Bain  insisted  on 
mplementing  the  plans  it 
'.reated,  and  on  clients  com- 
'ortable  with  the  intimacy 
md  cooi)eration  that  implied, 
t  especially  sought  clients 
ikely  to  maintain  a  relation- 
;hip  for  several  years  and, 
lot  surprisingly,  those  who 
■ould  pay  fees  totaling  mil- 
ions  of  dollars  a  year. 
'  •ICKY.  That  wasn't  a  prob- 
em.  Customers  latched  onto 
j,  he  smart,  intensely  motivat- 
-  id  young  professionals  who 
nvaded  their  staffs.  By  the 
nid-1980s.  Bain  was  turning 
.way  more  clients  than  it 
ook  on.  The  firm  declined  a 
lient  worth  $5  million  a  year 
n  business,  simply  because 
could  find  larger  opportu- 
lities  elsewhere.  "They  al- 
Qost  said:  'We'll  decide 
t'hether  we  want  you  as  a 
ustomer,'  "  recalls  Harry  C. 
'chell,  president  of  Cablec 
'orp.,  a  $750  million  manu- 
acturer  and  Bain  client. 
In  1985  and  1986,  Bill  Bain 
nd  his  co-founders  harvest- 
d  the  fruit  of  that  success 
y  selling  their  equity.  By 
early  all  accounts,  it  was  a  rich  deal, 
'he  two  transactions,  approved  by 
iain's  top  executives,  valued  the  private 
irm  at  a  minimum  of  $600  million,  say 
ormer  executives.  That  was  about  five 
imes  Bain's  revenues  at  the  time,  and 
-2  to  15  times  pretax  profits — a  lofty 
rice  in  a  business  that  more  typically 
ells  for  less  than  two  times  revenues, 
'he  firm  had  to  borrow  heavily  to  fi- 
ance the  payout.  It  was  left  paying 
bout  $25  million  a  year  in  interest. 
Then  business  began  to  drop  off.  Cli- 
mts  such  as  Chrysler,  Baxter  Interna- 


tional, Dun  &  Bradstreet,  and  Canadian 
Pacific,  each  of  whom  had  been  spend- 
ing an  estimated  $20  million  or  more  a 
year  for  Bain's  services,  either  sharply 
curbed  or  ended  their  relationships. 

Some  clients  couldn't  afford  Bain's 
huge  fees  anymore.  "We're  having  to 
look  at  every  expense,"  says  a  spokes- 
man for  Bridgestone/Firestone  Inc., 
which  dramatically  cut  back  on  Bain's 
services  after  its  profits  dropped  off  two 
years  ago.  And  Bain  made  some  mis- 
takes, too.  The  firm  had  advised  Baxter 


International  to  set  up  a  subsidiary  to 
offer  financial  consulting  services  to 
hospitals  that  already  were  its  custom- 
ers. But  after  doing  so,  Baxter  found 
that  few  institutions  wanted  to  buy  the 
advice.  Besides,  executives  say  fewer 
companies  were  willing  to  buy  strategic 
consulting  from  a  general  firm.  More 
often,  clients  began  to  retain  a  variety  of 
consultants  with  specialized  skills  to  ad- 
dress specific  issues. 

It  didn't  help  when  John  D.  Halpern 
and  John  B.  'Theroux,  founding  execu- 
tives and  at  one  time  two  of  the  firm's 


most  important  rainmakers,  .departed. 
"Because  we  had  a  few  very  large  cli- 
ents, there  were  not  many  people  in- 
volved in  the  selling  role,"  says  Harry 
W.  Strachan,  a  Bain  director.  "The  firm 
was  almost  proud  of  not  developing  sell- 
ing skills." 

Former  executives  say  the  firm's  re- 
maining senior  executives,  with  huge 
payouts  from  ESOP  sales,  had  little  moti- 
vation to  seek  new  business.  The  crisis 
became  so  severe  that  former  insiders 
and  rival  consultants  say  Bain  held 
merger  talks  with  Marsh  & 
McLennan  Cos.  and  Ander- 
sen Consulting.  None  of  the 
companies  will  comment. 
DEFECTORS.  Meanwhile, 
Bain's  younger  managers,  in- 
creasingly unhappy  with 
their  limited  role  in  the 
firm — and  paltry  bonuses  in 
1989 — were  pressuring  Bill 
Bain  to  decentralize  his  con- 
trol. Many  were  leaving, 
draining  the  company  of  tal- 
ent; the  London  office,  alone, 
lost  90  consultants  in  two 
years.  Says  one  who  stayed: 
"It  was  basically  a  group  of 
guys  saying,  'We're  driving 
the  business,  and  we  want  to 
share  in  the  profits.'  " 

It  was  an  issue  the  firm's 
founder  now  says  he  should 
have  resolved  sooner.  The 
breaking  point  arrived  last 
September.  Bill  Bain  toured 
the  firm's  various  offices  in 
an  attempt  to  reassure  anx- 
ious officers.  His  presenta- 
tion of  the  firm's  deteriorat- 
ing finances,  however,  had 
the  opposite  effect. 

In  stepped  W.  Mitt  Rom- 
ney,  son  of  former  Michigan 
Governor  George  Romney, 
who  joined  Bain  in  1977.  Bill 
Bain  says  he  asked  Romney 
to  take  over;  others  say  se- 
nior executives  asked  Rom- 
ney to  intervene.  In  any 
case,  Romney,  43,  as  manag- 
ing director,  has  led  the  fi- 
nancial restructuring  that's 
intended  to  get  the  firm  back 
on  track.  He  says  the  redistribution  of 
ownership  will  give  incentives  to  a  wider 
group  of  executives  to  rebuild  the  busi- 
ness. More  resources  will  be  put  into 
development  of  its  own  new  products. 

As  the  restructuring  date  nears,  some 
executives  privately  confess  they're  jit- 
tery. They  must  undo  considerable  dam- 
age and  restore  the  firm's  mystique  in 
the  marketplace.  It  won't  be  easy.  Yet 
what  better  challenge  to  test  the  wits  of 
those  high-priced  consultants  at  Bain? 

By  Keith  H.  Hammonds  in  Boston,  with 
bureau  reports 
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THE  POWER  OF  BELIEF:  #5  in  a  series 


New  ideas  are  everywhere.  All  they  need  is 
the  environment  to  make  them  happen. 


Creativity 


isn't  limited  to  special  people ,  places  or 
times.  ■  Given  shared  goals  and  an  enabling 
environment,  everyone  can  contribute. 
Not  just  at  Motorola,  but  also  among 
our  suppliers,  customers  and  end  users. 


Solutions  can  be  simple. 


like  redesigning 


a  product  so  it 
snaps  together 


Product  design  can  be  a  snap!  Snap -together 
assembly  of  the  Radius  battery  charger  meant 
II  parts  instead  ol  72,  Six  Sigma  quality, 
and  lower  cosfs  to  customers. 


Winner 


MM  Av 


Makolni  E)aldrige 

National 
Quality 
Award 


instead  of  needing  dozens  of  fasteners.  Or 
powerful,  like  the  Media  Engine®  chip  that 


delivers  color  graphics  with 
stereo  sound;  or  a  new 
computer  that  integrates 


seamlessly  with 


The  Motorola  MultiPersonal'^  Computer  uses  our  88000  R/SC  micropro- 
cessor to  create  a  true  network  computmg  system  that  provides  the  power 
of  a  stand-alone  workstation  and  the  llexibility  ol  a  multiuser  system. 


multiple  products  for  new  networking 
efficiencies.  ■  At  Motorola  new  ideas  are 


constantly  happening.  Because  creativity 


is  constantly  being 
encouraged. 


® ,  Media  Engine.  Motorola  and  MultiPersonal  are  trademarks  of  Motorola.  Inc.  ®1990  Motorola.  Inc 


Building  On  Beliefs 


MOTOROLA 


e 


CHIEF  EXECUTIVES  I 


ARE  THE  LIGHTS  DIMMIHG 
FOR  ED  BREHHAH? 


Rumors  are  flying  that  the  Sears  chairman  may  soon  lose  power 


They  came  armed  for  a  showdown. 
Bearing  documents  detailing 
Sears,  Roebuct;  &  Co.'s  ))oor  finan- 
cial performance,  the  chief  executive  and 
the  general  counsel  of  the  California 
Public  Employees'  Retirement  System, 
owner  of  2.2  million  shares  of  Sears 
stock,  jetted  to  Chicago  in  early  Janu- 
ary. After  an  ear-popping  elevator  ride 
to  the  Sears  Tower's  68th  floor,  they 
advanced  into  the  sprawling  corner  of- 
fice of  Sears  Chairman  and  Chief  Execu- 
tive Edward  A.  Brennan  and  unleashed 
a  two-hour  torrent  of 
complaints.  The  core 
of  the  message,  says 
c.\LPERS  CEO  Dale  M. 
Hanson,  was  this: 
"From  1984  on, 
Sears  went  to  hell  in 
a  handbag." 

It  can't  have  been 
pleasant  for  Bren- 
nan, but  such  meet- 
ings could  become 
common.  The  giant 
retailing  and  finan- 
cial services  compa- 
ny he  runs  is  going 
through  some  of  the 
toughest  times  in  its 
104-year  history.  Re- 
tail operations  con- 
tinue to  sputter. 
Shareholders,  espe- 
cially institutional  in- 
vestors and  retirees, 
are  fed  up  with 
Sears'  downwardly  spiraling  stock.  Stan- 
dard &  Poor's  Corp.  has  downgraded  its 
$10  billion  in  senior  debt  to  single  A. 
And  employees,  demoralized  by  layoffs 
and  the  company's  poor  performance, 
have  begun  spreading  tales  of  corporate 
discord  and  ineptitude.  Some  even  whis- 
per of  a  possible  coup.  Sums  up  one 
executive  from  the  company's  Dean  Wit- 
ter Financial  Services  Group:  "Sears  is 
an  organization  in  chaos." 

Brennan,  who  has  been  known  to  per- 
sonally measure  board  members  for  cus- 
tom-designed Sears  suits,  has  long  en- 
joyed  chummy    relations    with  his 


directors.  "He's  the  greatest  merchant 
around,"  gushes  Director  Norma  Pace. 
But  several  large  shareholders  and  for- 
mer Sears  executives  say  there  are  indi- 
cations that  one  or  two  of  the  more  pow- 
erful directors  have  stepped  up  the 
pressure  on  Brennan  to  boost  perfor- 
mance at  the  ailing  retail  group.  Edward 
R.  Telling,  Sears'  former  chairman  and 
the  executive  who  guided  Brennan's 
road  to  the  top,  is  believed  to  be  one. 
Telling  couldn't  be  reached  for  comment. 
But  he  can't  be  happy  with  the  perfor- 


spreading  it.  But  its  prevalence — and  the 
reluctance  of  directors  to  flatly  deny  it — 
shows  how  severely  Brennan's  credibil- 
ity has  suffered. 

Since  Purcell  took  over  the  brokerage 
house  in  1986,  the  unit  has  gone  from 
being  a  money-loser  into  Sears'  best-per- 
forming division.  Considering  Brennan's 
continued  support  from  his  directors,  a 
direct  ouster  seems  unlikely.  "Phil's  too 
smart  to  try  a  palace  coup,"  says  the 
Dean  Witter  executive.  But,  he  says, 
"there's  no  question"  that  Purcell's  goal 


mance  of  his  hand-picked  successor.  As 
of  last  April,  he  owned  35,640  shares  of 
Sears  stock,  the  value  of  which  sank 
from  $1.36  million  to  $904,365  last  year 
alone.  He  must  retire  from  the  board  at 
age  72 — in  April — and  thus  has  only  a 
few  months  to  influence  Sears'  direction. 
SCENARIOS.  Many  current  and  former 
Sears  executives  say  a  power  shift  may 
be  in  the  works.  One  scenario  has  Dean 
Witter  CEO  Philip  J.  Purcell  in  line  for  a 
promotion  that  would  move  him  closer  to 
running  the  entire  company.  Such  specu- 
lation may  be  fueled  in  part  by  the  self- 
interest  or  bitterness   of  the  people 


for  a  decade  has  been  the  top  job  at 
Sears.  Telling  might  well  support  that 
He  lured  Purcell  to  Sears  13  years  ago, 
and  the  two  men  are  known  to  be  close 
A  power  shift  could  take  one  of  sever 
al  forms.  Purcell  could  take  the  presi 
dent's  title,  which  Brennan  now  holds 
and  gain  oversight  of  the  entire  financia 
services  group.  Contributing  43%  oJ 
Sears'  profits  in  1981,  financial  services 
which  includes  Coldwell  Banker,  Allstate 
Insurance,  Dean  Witter,  and  Sears  retai 
credit  operations,  now  contributes  949! 
of  earnings.  An  office  of  the  chairman  i 
another  possibility,  with  Purcell  sharing 
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power  with  Brennan.  "P'hil  is  held  in 
very  high  regard  by  all  the  directors," 
says  Director  Clarence  B.  Rogers  Jr., 
CEO  of  Equifax  Inc.,  though  he  says  he 
knows  of  no  plan  to  promote  him. 

Then  again,  some  middle  managers 
talk  hopefully  of  the  company  bringing 
in  Brennan's  younger  brother,  Bernard, 
chief  executive  of  Montgomery  Ward  & 
Co.,  to  run  Sears'  much  larger  retail  op- 
erations. Seven  months  ago.  Sears  and 
Montgomery  Ward  even  discussed  a  pos- 
sible merger  of  their  retail  operations, 
but  talks  have  since  ceased. 
BOOK'S  END?  On  Feb.  11,  the  day  the 
board  gathers  for  a  two-day  meeting  in 
Chicago,  Sears  is  expected  to  report 
sharply  reduced  earnings  for  1990.  Ana- 
lysts predict  Brennan  will  respond  by 
announcing  a  major  write-off  and  a  cost- 
eutting  plan  designed  to  save  Sears  $600 
million  to  $800  million  a  year.  As  part  of 
this  program,  20,000  jobs  may  be  cut, 
ind  the  Sears  catalog,  the  business  upon 
which  the  company  was  founded,  may 
36  trimmed  or  even  closed. 

But  stronger  measures  may  be  needed 
ivithin  the  merchandising  group,  where 
Brennan's  much-heralded  "power"  for- 
Tiats  and  "everyday-low-pricing"  strate- 


directors  as  appearing  calm  and  confi- 
dent amid  the  brewing  storm.  Brennan 
declined  to  be  interviewed,  although  a 
company  spokesman  says  he  "is  aware 
of  the  concerns  and  knows  that  things 
need  to  be  addressed."  To  unwind  he 
heads  for  his  two-year-old  $1.28  million 
beachfront  spread  in  Ponte  Vedra 
Beach,  Fla.  Since  joining  a  new  local 
country  club  last  fall,  Brennan  has  even 
managed  to  lower  his  handicap,  club 
computer  records  indicate,  from  28  to  23. 
When  not  golfing  Brennan  indulges  an- 
other passion,  polishing  and  tinkering 
with  a  15-year-old  Cadillac. 

Any  CEO's  fall  from  grace  is  painful, 
but  Brennan's  would  hurt  more  than 
most:  He  is  a  Sears  man  to  his  very 
marrow.  His  grandfather,  father,  and 


hether  Brennan 
is  personally 
lerved  by  the 
ssure  is  hard  to  tell. 
)ordinates  say 
appears  calm 
confident  amid 
brewing  storm 


'J  have  failed  to  boost  the  bottom  line, 
'he  retailer  is  expected  to  report  that  its 
arnings  last  year  were  only  one-tenth 
■f  the  $662  million  it  made  in  1984.  Last 
uly,  the  sorry  state  of  things  prompted 
5rennan — already  running  the  parent — 

0  name  himself  chairman  and  CEO  of 
he  merchandising  group,  positions  he 
;iad  held  in  the  mid-1980s.  Since  then,  he 
AS  cut  21,000  jobs,  shuttered  the  stand- 
Jone  McKids  stores,  and  frozen  manag- 
ers' salaries  for  a  year. 

Whether  Brennan  is  personally  un- 

1  erved  by  the  pressure  is  hard  to  tell, 
ii'Ut  he  is  described  by  underlings  and 


uncle  worked  for  Sears,  and  he  has 
spent  his  entire  35-year  career  there. 
Known  earlier  as  "Eddie"  or  "the  kid," 
Brennan  started  as  a  clothing  salesman, 
racing  up  the  ladder  under  Telling's  ae- 
gis. When  Telling  acquired  Coldwell 
Banker  and  Dean  Witter  in  1981,  diversi- 
fying Sears  into  financial  services,  he 
put  the  golden  boy  in  charge  of  the  day- 
to-day  retailing  operation,  making  him 
chairman  and  CEO  of  the  group. 

Under  the  banner  of  the  "Store  of  the 
Future,"  Brennan  undertook  the  most 
ambitious  revamping  of  Sears  stores  in 
the  company's  history.  He  added  such 


big  brand  names  as  Levi's,  reorganized 
departments,  and  jazzed  up  store  design. 
Retail  earnings  jumped  637'  from  1982  to 
1984.  "The  kid"  had  a  golden  touch. 

But  it  didn't  last.  Since  1984,  a  glut  of 
retailers  and  a  bloated  cost  structure 
have  weakened  Sears'  ability  to  compete. 
Brennan's  splashy  moves  to  fix  the  prob- 
lems have  turned  into  a  series  of  fum- 
bles. A  plan  to  sell  the  Sears  Tower  fell 
through  after  Brennan  had  already 
made  plans  to  move  staffers  to  a  Chica- 
go suburb.  Most  troubling  has  been  the 
failure  of  his  policy  of  everyday  low 
prices.  A  former  executive  claims  Bren- 
nan ignored  several  top  merchandise  of- 
ficers' arguments  that  the  plan  was  ill- 
conceived  and  listened  instead  to 
Harvard  business  school  professor  Mi- 
chael Porter,  whose  consulting  firm  ad- 
vised Sears.  Porter  declined  to  comment. 
The  company  spent  nearly  $100  million 
to  advertise  the  new  policy.  But  Brennan 
bungled  things  by  announcing  the  strat- 
egy after  prices  for  1989  had  already 
been  sent  to  stores,  the  executive  says. 
As  a  result,  he  adds,  merchandise  man- 
agers resisted  the  new  strategy,  and  a 
month  after  the  campaign  began,  they 
began  running  sales  again. 

Other  critics  also 
blame  Brennan  for 
relying  on  consul- 
tants and  for  refus- 
ing to  brook  dissent 
among  lieutenants. 
Whatever  the  case,  a 
Sears  spokesman 
says  that  now, 
"Brennan  is  listening 
like  he  never  listened 
before." 

He  may  not  be 
happy  with  what  he 
hears,  though.  Many 
of  Sears'  125,000  re- 
tirees, who  own  a 
big  chunk  of  stock, 
are  angry  that  their 
benefits  have  been 
chopped  and  fear  for 
their  $2-a-share  an- 
nual dividend. 
George  Reagan,  a 
portfolio  manager 


with  the  Teacher  Retirement  System  of 
Texas,  owner  of  2.4  million  shares  of 
Sears,  thinks  it  may  be  time  for  Brennan 
to  go.  "Obviously,  whatever  manage- 
ment is  doing  isn't  working.  Either  you 
can  change  the  management  or  change 
the  system.  And  sometimes  the  only 
choice  is  to  change  the  management,"  he 
says.  As  long  as  the  majority  of  direc- 
tors think  otherwise,  Brennan  is  safe. 
But  as  pressure  builds  on  the  board,  his 
luck  may  run  out. 

By  Julia  Flynn  Siler  in  Chicago,  with 
Laura  Zinn  in  New  York  and  John  Finotti 
in  Ponte  Vedra  Beach,  Fla. 
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WILL  A  SINGLE  EUROPEAN  CURRENCY  CREATE 
BUSINESS  OPPORTUNITIES  THERE,  OR 
JUST  STIFLE  CAPITAL  FORMATION  HERE? 


I'.DS  is  a  n'0slt'tyil  liiiili'ni/iil;  aj  ElnlimiK  Diilit  S\stcm\  ('(iijiimilidti .  ©I'^>^>1  l;l)S 


Economic  change  opens  doors  (or  some  and  (loses  doors  on  others. 
Companies  with  the  ai^ihiN  lo  lake  adxaniajre  of  thanj^e  often  gel  a  real  eflge 
on  tlieii  co!ii|)elilion.  11  you're  looking  for  a  competitive  advantage  here  in 
the  U.S.,  or  even  if  you're  contemplating  o\erseas  expansion,  I1)S  can  hel|j — 
with  tompnling  and  ( ommunit  atioirs  systems  ih.ii  lei  vou  respond  lasler, 
im})r()\e  f|ualil\,  ,ind  control  costs. 

IS  MANAGING  YOUR  INFORMATION  MANAGING  YOU? 

Inform. ition  that  helps  von  achie\e  \()iii  hiisiness  goals  is  \aliiahle. 
Infoi  niation  for  information's  sake  is  not.  EDS  (  an  help  e\aluate  your  infoi  nia- 
tion  technology  to  make  sure  von  get  more  of  the  former  and  less  of  the  latter. 

ARE  YOUR  NEEDS  UNIQUE? 

EDS  has  an  unmatched  record  of  developing  systems  and  software  for  a 
biisiness's  individual  needs.  Not  off-the-shelf,  one-si/e-fits-all  solutions. 
No  other  systems  developers  have  as  much  experience  in  as  many  business 
areas  as  EDS. 

CAN  YOUR  SYSTEMS  REALLY  BE  INTEGRATED? 

For  over  28  years  we've  been  making  hardwaie,  softwaie,  conmiuni( ations, 
process  and  people  woik  togethei  seamlessly.  You  won't  find  a  systems  inte- 
grator with  a  longei  or  better  record  of  results. 

SHOULD  YOU  MANAGE  LESS  AND  LEAD  MORE? 

We  provide  systems  management  for  giant  industi^'  leaders  and  small  com- 
panies on  their  way  lo  becoming  leaders.  So  we  can  help  maii.ige  \oiir 
information  systems  a  lillle  oi  a  lot.  We  work  closely  with  your  people,  to  add 
resources,  new  technology  and  pro\i(le  flexibility,  so  you  can  focus  on  \()ur 
core  business. 

CAN  EDS  PUT  INFORMATION  TECHNOLOGY  TO  WORK  FOR  YOU? 

Keeping  your  eyes  on  the  (  hanging  busine.ss  environment  has  never  been  more 
import.uu.  And  e\en  though  vou  can't  control  change,  vou  can  take  advan- 
tage of  it  with  EDS.  To  learn  more  aboiu  how  we  luighi  help  vou,  write  EDS, 
7171  Forest  Lane,  BW5,  Dallas,  TX  752:W.  Or  call  (214)  490-2000. 
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TELEVISION! 


FOR  TV'S  BIG  THREE, 
A  BIG  WISH  COME  TRUE 


But  syndicating  their  shows  won't  be  the  bonanza  they  expected 


The  rancor  would  make  even  J.  R.  Ew- 
ing  cringe.  For  about  a  decade,  Hol- 
lywood movie  moguls  and  televi- 
sion's network  chiefs  have  been  locked  in  a 
battle  over  whether  the  Big  Three  ought  to 
be  allowed  to  own  and  syndicate  prime- 
time  shows.  To  hear  the  networks  tell  it,  if 
they  aren't  let  into  the  $3  billion  syndica- 
tion niche  now  dominated  by  producers, 
they're  doomed.  Tinseltown's  view  is  that 
if  the  networks  are  let  in  on  the  action 
from  which  they've  been  barred  since  1970, 
they'll  squeeze  producers  even  more  than 
they  do  now. 

The  networks  may  finally  get 
their  way,  though.  On  Mar.  14, 
the  Federal  Communications 
Commission  is  expected  to  slash 
much  of  the  red  tape  that  has 
hampered  them.  But  the  victory 
may  not  produce  the  big  bucks 
the  Big  Three  have  long  pined 
for.  For  one  thing,  the  networks 
will  be  getting  into  syndication 
just  as  its  growth  is  slowing 
dramatically.  And  if  they  want 
ownership  rights  to  shows,  AB(  . 
CBS,  and  NBC  are  going  to  havr 
to  take  on  more  financial  risk 
"Even  if  we  win  [in  Washing 
ton],  we  may  not  win  in  the 
marketplace,"  concedes  Richard 
Cotton,  executive  vice-president 
of  N'BC  Inc. 

BIGGER  CUTS.  Hollywood  has 
managed  to  deflect  previous 
runs  on  the  FCC  rules.  Jack  Va- 
lenti,  president  of  the  Motion 
Picture  Association  of  America 
and  one  of  the  smoothest  lobby- 
ists in  Washington,  used  access 
to  former  actor  Ronald  Reagan 
to  protect  his  industry's  turf. 
But  Reagan's  departure  and  a 
string  of  foreign  takeovers  of 
movie  studios  helped  turn  the 
tide.  Because  the  networks 
can't  own  programs,  they  can't 
bid  for  studios,  something  that 
irked  many  legislators  as  they 
watched  Sony  snap  up  Colum- 
bia Pictures,  Pathe  Communica- 
tions grab  MGM/UA,  and  Japa- 
nese electronics  giant  Mat- 
sushita scoop  up  MCA  Inc. 


Relaxing  the  financial  interest  and  syndica- 
tion, or  fin-syn,  rules  just  may  result  in  a 
flurry  of  domestic  mergers. 

In  December,  the  Justice  Dept.  and  the 
Federal  Trade  Commission  piled  in  on  the 
broadcasters'  side.  The  agencies  rejected 
Hollywood's  argument  that  the  Big  Three 
intend  to  air  only  the  shows  they  own.  And 
FCC  Chairman  Alfred  C.  Sikes  finally  indi- 
cated which  way  the  political  winds  were 
blowing:  "The  networks  are  being  con- 
strained too  much,  and  that  has  to 
change,"  he  declared.  However,  no  one  ex- 
pects the  FCC  to  scrap  the  rules  completely. 
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CHASING  THE  PROFITS  IN  TV  PROGRAMMING 


UNDER  CURRENT  FCC  RULES 


A  typical  one-hour  show  costs  about  $1.1  million  to  produce. 
The  network  pays  about  75%  to  80%  of  the  production  tab.  The 
producer  then  puts  up  the  $200,000  shortfall  and  hopes  to  more 
than  recoup  it  in  the  'aftermarket,'  which  includes  foreign,  vid- 
eotape, and  syndication  sales 


IF  THE  RULES  ARE  RELAXED 


The  networks  will  take  more  of  the  risk — but  also  more  of  the 
potential  profit.  One  scenario:  XYZ  wants  50%  of  the  syndica- 
tion rights  to  a  one-hour  episode.  So  it  pays  all  but  10%  of  pro- 
duction costs  and  gets  those  aftermarket  revenues 

DATA:  BW 


There  may  be  a  phase-in  period,  or  the  net- 
works may  only  get  to  take  minority 
stakes  in  programs.  Another  scenario:  The 
networks  could  get  foreign  rights  but  not 
domestic,  or  vice-versa. 

So  what  might  life  be  like  after  fin-syn? 
Hollywood  will  still  produce  the  bulk  of  the 
shows.  While  the  networks  have  in-house 
production  units,  it  will  take  years  for 
them  to  offer  a  meaningful  share  of  the 
weekly  prime-time  fare.  What's  more,  the 
networks  will  spend  more  to  help  develop 
shows.  The  way  it  works  now:  A  network 
covers  about  75'^  to  80'/'  of  a  studio's  cost 
for  producing  a  show.  The  studio  pays  the 
rest  and  hopes  to  recoup  it  and  much  more 
when  the  show  is  sold  overseas  or  syndicat- 
ed domestically,  as  reruns  to  independent 
television  stations  and  cable  outlets.  The 
networks  would  likely  carry  more  of  the 
production  cost,  in  exchange  for  a  share  of 
ownership  and  those  "aftermarket"  profits 
(table). 

Short-term,  the  additional  costs  would 
actually  dampen  earnings — at  a  time  when 
the  networks  are  already  suffering  froin 
an  ad  slump.  And  it  would  take 
four  or  five  years  before  the 
networks  had  enough  shows  in 
syndication  to  bring  in  signifi 
cant  profits,  explains  Ronald  J 
Doerfler,  chief  financial  officer 
of  Capital  Cities/ABC  Inc. 
FLATTENING  OUT.  The  main  rea 
son  to  make  these  investmenti- 
of  course,  is  to  reap  more  of  th 
profits  from  a  hit.  But  ever 
that's  getting  tougher.  In  th 
1980s,  the  market's  annual  rev 
enue  growth  averaged  187' 
the  number  of  independent  T\ 
stations  boomed.  As  "indie 
growth  has  slowed,  so  has  de 
mand  for  reruns:  For  the  earlj 
1990s,  consultant  Paul  Kagat 
Associates  projects  just  an  8',^ 
annual  pace. 

In  the  end,  Hollywood's  re 
monstrations  may  turn  out 
be  much  ado  about  nothing.  Th 
networks  will  take  on  more  o 
the  financial  risk — just  as  th( 
television  game  is  getting  a  lo 
riskier.  And  who  knows? 
might  even  tnean  a  bout  of  Hoi 
lywood  merger  mania  for  th 
networks  and  the  three  remain 
ing  independent  movie  studios 
Disney,  Paramount,  and  Orion 
Some  analysts  think  that's  wha 
everyone  is  waiting  for,  any 
way — despite  all  the  huffinj 
and  puffing  they've  been  doinj 
in  Washington. 

By  Mark  Leivyn  in  Washinc, 
ton  and  Susan  Duffy  in  Nei 
York 
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BANKING  I 


WANTED:  $5  BILLION 
CONTACT  CITICORP 


Citi  must  drum  up  big  money.  If  it  can,  then  maybe  other  ailing  banks  have  a  chance,  too 


10  U.S.  bank  is  more  closely 
watched  by  the  banking  industry 
I  than  Citicorp.  Bankers  have  long 
scrutinized  such  Citi  strategies  as  its  ag- 
gressive forays  into  consumer  banking 
and  global  lending  for  lessons  on  how 
they  should  direct  their  own  institutions. 

Now,  Citi  is  the  object  of  attention  for 
another  reason.  Under  pressure  from 
regulators  because  of  its  deteriorating 
loan  portfolio  and  undernourished  capi- 
tal base,  Citi  needs  cash.  And  lots  of  it — 
perhaps  .$4  billion  to  $5  billion.  Citicorp 
Chairman  John  S.  Reed  has  been  slash- 
ing expenses.  As  part  of  a  global  belt- 
tightening  aimed  at  squeezing  out  $1.5 
billion  in  annual  costs 
by  1993,  he  is  in  the  pro- 
cess of  cutting  Citi's 
staff  by  8.000.  He  is 
also  said  to  be  weighing 
major  sales  of  assets, 
including  a  portion  of 
the  bank's  lucrative 
credit-card  business. 
HEAVY  BLOW.  But  the 
keystone  of  Reed's  capi- 
tal-raising plan  is  the 
sale  of  securities.  The 
bank  is  trying  to  raise 
privately  as  much  as 
$1.5  billion  through  a 
convertible  preferred  is- 
sue carrying  a  yield 
probably  in  the  vicinity 
of  lO'v.  Down  the  road, 
it  might  float  perhaps 
$1  billion  in  common 
stock,  according  to  in- 
vestment bankers. 

Interest  in  the  con- 
vertible deal,  though, 
has  been  tepid.  The  sell- 
ing effort  was  dealt  a 
heavy  blow  on  Jan.  25, 
when  Moody's  Inves- 
tors Service  suddenly 
downgraded  $31  billion 
worth  of  the  holding 
company's  outstanding 
securities.  The  CEOs  of 
hundreds  of  other  capi- 
tal-hungry banks,  as 


well  as  a  lot  of  bank  regulators,  have 
their  fingers  crossed.  Many  banks  with 
bad  loan  problems  have  been  effectively 
shut  out  of  the  capital  markets.  "If  Citi 
can  attract  capital,"  says  James  J. 
McDermott,  director  of  research  at 
Keefe,  Bruyette  &  Woods  Inc.,  "that 
speaks  well  to  the  fortunes  of  the  bank- 
ing industry."  But  if  Citi  fails,  the  bank- 
ing crisis  could  become  increasingly  dire. 
One  executive  familiar  with  the  convert- 
ible deal  says  that  if  Citi  can't  get  it  sold 
by  the  end  of  February,  it  may  have  to 
withdraw  the  offering  and  come  up  with 
another  plan. 

Also  keeping  a  close  eye  on  Citicorp 


STOCK 
OFFERIHG 

AMBAC 

CREDIT 
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HOW  CITICORP  MIGHT  REVITALIZE 

ITS  ANEMIC  CAPITAL  BASE  

Citi  is  trying  to  sell  as  much  as  $1.5  billion  in  convertible  pre- 
ferred stock.  If  that  flies,  the  bank  might  try  to  market  an  addi- 
tional $1  billion  in  common  stock 

Citi  has  been  trying  to  unload  its  municipal-bond  insurance  com- 
pany for  some  time.  That  could  bring  in  as  much  as  $900  million 

The  crown  jewel  of  Citi's  businesses  could  pack  a  lot  of  appeal 
for  investors.  By  selling  even  20%  of  its  credit-card  portfolio,  it 
could  raise  $750  million 

Citi  might  tr\-  to  package  and  seO  part  of  its  $7.5  billion  portfolio 
of  loans  for  highly  leveraged  transactions.  The  high  interest 
rates  on  these  loans  could  be  alluring  to  investors 

Citi  has  acquired  stakes  in  companies  as  part  of  its  corporate  fi- 
nance activities.  Selling  positions  in  such  companies  as  York  In- 
ternational and  Reliance  Electric  could  raise  $1  billion 


are  Wall  Street  investment  bankers,  whd 
are  desperately  seeking  new  business. 
After  interviewing  a  number  of  candi 
dates  last  fall,  Citi  chose  Morgan  Stan 
ley  &  Co.  to  help  it  hawk  the  convertible 
preferred  issue.  Many  investment  bank 
ers  are  working  on  other  proposals  to 
help  Citi  raise  cash,  a  task  that  could  br 
among  the  most  challenging  and  reward- 
ing the  Street  has  undertaken  in  some 
time.  They  are  also  hoping  to  cash  in  if  a 
successful  Citi  deal  sparks  a  spate  of 
similar  offerings  by  other  needy  banks. 
The  firms  that  prove  most  innovative 
and  helpful  to  Citi  would  have  a  clear 
edge  on  additional  bank  business.  Says 
one  investment  banker: 
"Everyone  in  the  world 
is  working  on  Citi.' 
Both  Citi  and  Morgan 
decline  comment. 

Citi  has  been  busih 
scouring  the  globe  for 
possible  buyers  for  the 
convertible  preferred 
Late  last  year,  the  Itank 
approached  a  handful  ol 
institutional  investors  ir 
Europe,  Asia,  and  tht 
Middle  East,  including 
the  Kuwaiti  Investment 
Office,  currently  basec 
in  London.  But  almost 
nobody  wanted  to  bite 
Citi  then  hired  Morgan 
which  refocused  the 
sales  effort  on  prospecj 
five  domestic  buyers 
Morgan  talked  to  t 
number  of  pensior 
funds,  insurance  compa 
nies,  and  finance  sub 
sidiaries  of  industriai 
companies.  General  MoJ 
tors  Corp.  was  one  o  | 
those  solicited,  accord  | 
ing  to  investment  bank 
ers.  GM  declines  com!, 
ment.  Morgan  Chair| 
man  Richard  B.  Fishe 
himself  pitched  the  dea 
to  at  least  one  other  pc 
tential  investor. 
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I  he  keystone  off 
Chairman  Reed's 
capital-raising  plan  is 
the  sole  off  securities. 


but  so  ffar  there  aren't 


many  buyers 


So  far,  though,  U.  S.  investors  have 
)een  only  slightly  more  interested  than 
'oreign  investors.  They  have  a  general 
lisdain  for  bank  stocks  and  Citi  shares 
ire  no  exception.  The  preferred  would 
)e  convertible  into  common  stock  once 
]iti's  share  price  rises  about  15'a  above 
'.urrent  levels,  according  to  those  famil- 
ar  with  the  deal.  Yet  Citi's  shares, 
vhich  sold  at  13  on  Jan.  30,  have 
)lunged  46/'  over  the  past  12  months 
chart).  And  they  still  look  risky.  In  the 
inal  quarter  of  last  year,  the  bank  lost 
i382  million.  Its  biggest  headache  is 
ommercial  real  estate.  Nearly  197^  of 
'iti's  $13.3  billion  real  estate  loan  portfo- 
io  is  nonperforming,  and  the  bank's 
redit  problems  may  worsen.  Says  one 
long  Kong  investment  banker:  "They 
.re  a  high-profile  bank  whose  problems 
.re  well-documented." 
lUNK  ISSUE.'  The  Moody's  downgrade 
.dded  to  the  documentation.  Especially 
amaging  was  its  evaluation  of  Citi's  ex- 
sting  preferred  stock,  which  it  dropped 
0  a  rating  just  below  investment-grade. 
It's  a  junk  issue,"  says  one  potential 
ivestor.  High-quality  junk  yields 
round  14%  these  days,  and  some  inves- 
Drs  argue  that  Citi  will  have  to  sweeten 
tie  coupon  on  the  preferred  to  stir  up 
lajor  buying  interest.  Yet  boosting  the 
oupon  by  even  17'  could  add  $15  million 
>  Citi's  annual  interest  costs. 
Citi  is  also  said  to  be  thinking  about  a 
ublic  offering  of  common  stock  later 
:iis  year.  The  last  time  Citi  went  to  the 
itock  market  was  September,  1987, 
I'hen  it  raised  more  than  $1  billion, 
i^ether  Citi  would  be  willing  to  venture 
uto  the  glare  of  the  public  market  de- 
ends  a  lot  on  how  the  private  issue 
ires.  "The  more  capital  you  have,  the 
lore  you  can  attract,"  says  Merrill 


Lynch  &  Co.  analyst  Judah  Kraushaar. 

Selling  stock  is  by  no  means  the  only 
way  Citi  is  trying  to  raise  money.  With 
$217  billion  in  assets,  Citi  has  a  slew  of 
businesses  that,  under  normal  market 
conditions,  investors  might  find  appeal- 
ing. The  current  market  for  financial  as- 
sets, though,  is  problematic. 

According  to  Street  sources,  Goldman, 
Sachs  &  Co.  is  currently  advising  Citi  on 
the  possible  sale  of  a  portion  of  the 
bank's  biggest  cash  cow,  its  credit-card 
business.  With  more  than  $30  billion  in 
receivables,  Citi  is  the 
biggest  issuer  of  bank 
credit  cards  in  the 
world.  Last  year,  the 
card  business  generated 
more  than  $500  million 
in  profits  for  Citi,  ac- 
cording to  analysts. 

Because  of  their  sta- 
ble income,  credit-card 
operations  are  coveted 
by  investors.  On  Jan. 
22,  MNC  Financial  Inc. 
raised  $730  million  with 
a  public  stock  offering 
of  its  card  business. 
Goldman  and  Bear, 
Stearns  &  Co.  are  said  to  have  earned 
$48.6  million  on  the  deal.  A  sale  of  20'X 
of  Citi's  operation,  estimates  one  invest- 
ment banker,  could  bring  in  around  $750 
million.  "You've  got  to  include  that  in 
the  realm  of  possibility,"  says  Keefe's 
McDermott.  "MNC's  deal  went  off  like  a 
rocket." 

Citi  also  holds  assets  that  might  be 
less  painful  to  part  with.  It  has  been 
trying  to  sell  its  AMBAC  municipal-bond 
insurance  business,  valued  at  about  $900 
million.  So  far,  no  one  has  been  willing 
to  meet  the  price.  Citi  also  owns  stakes 


CITI'S  SAGGING  STOCK 


in  other  companies,  acquired  through  Ci- 
ticorp Venture  Capital.  Sizable  holdings 
are  in  York  International  Corp.,  a  York 
(Pa.)-based  air-conditioner  manufacturer, 
in  which  Citi  has  a  497  stake,  and  Cleve- 
land-based Reliance  Electric  Co.,  of 
which  Citi  owns  437. 

And  then  there  is  Citi's  loan  portfolio. 
While  there  is  little  appetite  for  Citi's 
real  estate  debt,  investment  bankers  are 
eyeing  Citi's  $7.5  billion  in  loans  for 
highly  leveraged  transactions  (HLTs). 
They  say  Citi  is  studying  a  proposal 
from  one  Street  firm  to 
securitize  these  loans, 
which  would  create  a 
more 
them, 
loans 
risky, 
have 
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JAN.  90 
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iquid  market  for 
Although  such 
are  considered 
they  generally 
much  steeper 
rates  than  other  corpo- 
rate   loans.  Salomon 
Brothers  Inc.  is  work- 
ing with  Chase  Manhat- 
tan Corp.  to  repackage 
some  of  its  HLTs. 

Reed  has  also  raised 
the  possibility  of  a 
merger  with  another 
bank,  once  he  improves  Citi's  capital  po- 
sition. The  combined  entity,  say  invest- 
ment bankers,  could  have  a  much  easier 
time  raising  capital  than  Citi  alone.  And 
by  streamlining  operations,  the  new 
bank  could  be  much  more  efficient. 

As  it  tries  to  raise  billions  of  dollars, 
Citicorp  is  becoming  much  more  than  a 
focus  of  attention.  Bankers,  regulators, 
and  investment  bankers  are  finding  that 
their  own  fortunes,  to  a  degree,  are  rid- 
ing on  whether  Citi  can  pull  it  off. 

By  John  Meehan  and  Leah  Nathans  Spi- 
ro  in  Neiv  York,  with  bureau  reports 
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WERE  THESE  DEALS 
TOO  SWEET  TO  LAST? 


The  feds  want  to  renegotiate  subsidies  to  S&L  buyers 


Talk  about  a  honey-coated  deal.  In 
1!)X8,  Robert  M.  Bass  Group  Inc. 
paid  just  $400  million  to  take  over 
failing)'  American  Savinj^'s  Bank,  with  its 
$10.5  billion  in  assets.  To  sweeten  the 
arrangement,  federal  regulators  threw 
in  tax  breaks  and  subsidies  worth  $3 
billion  to  the  thrift.  Since  then,  Texas 
investor  Robert  M.  Bass  and  his  part- 
ners have  garnered  an  estimated  $244 
million  in  profits  from  Irvine  (Calif. )- 
based  American,  already  recouping  more 
than  half  their  investment. 

The  Bass  deal  was  among  199  savings 
and  loan  rescues  in  1988,  the  thrift  crisis' 
first  big  wave  of  bailouts.  Sizable  gov- 
ernment subsidies  to  many  of  the  buyers 
touched  off  vitriolic  criticism,  which 
helped  produce  a  massive  shakeup  in 
federal  thrift  regulation  in  1989.  Con- 
gress is  still  upset  by  the  hefty  return 
some  buyers  have  been  receiving  on 
their  investments.  To  Representative 
Jim  Leach  (R-Iowa),  a  House  Banking 
Committee  member,  the  deals  are  "mor- 
ally repugnant." 

In  response,  the  Resolution  Trust 
Corp.,  the  federal  agency  overseeing  the 
S&L  bailout,  is  moving 
to  renegotiate  some  of 
the  larger  and  more  lu- 
crative 1988  deals. 
American  Savings,  the 
biggest  1988  deal  and 
among  the  most  profit- 
able to  its  buyers,  is 
said  to  be  No.  1  on  the 
KTC's  list.  In  negotia- 
tions expected  to  start 
in  two  months,  sources 
say,  the  rtc  hopes  to 
cut  Bass's  subsidies. 
NEW  GAME.  Overall,  the 
RTC  could  pare  the  cost 
to  the  government  of 
the  1988  deals — an  esti- 
mated $69  billion — by 


Not  surprisingly, 
some  buyers  are  out- 
raged. Says  Scott  A. 
Shay,  a  managing  direc- 
tor of  Ranieri  Wilson  & 
Co.,  which  bought 
Houston's  $6  billion 
United  Savings  Associa- 
tion of  Texas  for  $200 
million:  "The  RTC  can't 
just  pick  and  choose 
what  parts  of  a  contract 
it  wants  to  honor."  But 
an  agency  official  says  it 
aims  to  "save  money 
for  the  taxpayer." 

Caught  between  legal 
constraints  and  con- 
gressional pressure  to 
do  something,  the  RTC  likely  will  opt  for 
gentle  and  sometimes  not-so-gentle  per- 
suasion to  cajole  buyers  into  giving  up  a 
substantial  portion  of  their  federal  assis- 
tance. Among  other  moves,  the  RTC  may 
try  to  put  caps  on  the  tax  savings  ac- 
corded many  thrift  buyers.  And  it  may 
ask  buyers  to  purchase  the  207'  to  30/' 
stakes  that  the  government  holds  in 


BASS  IS  WILLING  TO  BUY  THE  U.S. 
STAKE  IN  AMERICAN  ON  HIS  TERMS 


UNCLE  SAM^S  SECOND  THOUGHTS 

►  In  1988,  financier  Robert  Bass  bought  70%  of  failing 
American  Savings  Bank  for  $400  million.  As  an  entice- 
ment, the  federal  government,  which  retained  the  other 
30%,  promised  to  reimburse  him  at  least  $2.7  billion  for 
write-offs  of  bad  assets.  The  feds  also  gave  him  up  to  $250 
million  in  tax  savings.  So  far,  American's  profits  have  al- 
lowed Bass  to  recoup  $244  million,  61%  of  his  purchase 
price. 

►  But  now  the  government  may  cap  the  tax  savings  at 
$150  million.  And  the  feds  hope  to  pressure  Bass  into  buy- 
ing Uncle  Sam's  30%  stake  for  $400  million,  $200  million 
more  than  Bass  claims  it's  worth 


$5  billion,  industry  observers  say. 

Trouble  is,  regulators  can't  simply  ab- 
rogate the  terms  of  the  1988  deals.  A 
study  last  fall  by  the  General  Account- 
ing Office,  Congress'  investigative  arm, 
warned  that  this  risks  enormous  legal 
damages.  Regulators  have,  however,  re- 
served the  right  in  some  instances  to 
reopen  negotiations  with  l)uyers. 


many  of  the  thrifts,  including  American 
Savings.  Buyers  might  be  accommodat- 
ing in  order  to  please  regulators  in  a 
position  to  approve  their  future  deals. 
The  RTC  may  try  more  coercive  tech- 
ni(}ues,  such  as  forcing  buyers  to  write 
down  the  value  of  the  thrifts'  assets. 
Result:  lower  federal  aid,  since  some 
subsidies  are  tied  to  asset  levels. 


To  the  1988  buyers,  allegations  of 
profiteering  at  government  expense  are 
a  bum  rap.  American  Savings  likes  tc 
boast  that  it  has  disposed  of  $726  million 
in  foreclosed  real  estate,  with  the  pro- 
ceeds going  to  Washington.  Many  of  tht 
1988  deals  likely  won't  be  renegotiatec 
because  they  weren't  bonanzas:  Dozens 
of  them  have  since  gon( 
broke. 

The  RTC's  bargaining 
with  American  Savings 
will  be  closely  watched 
for  it  could  well  becom 
the  model  for  other  re 
negotiations  of  198.'- 
deals.  For  the  record 
American's  executives 
say  they  are  open  tc 
talks  and  are  happy  tc 
pay  the  agency  for  its 
307'  stake.  "We're  pre 
pared  to  buy  it  back,' 
says  Bernard  J.  Carl,  ; 
Bass  Group  principal 
"if  we  can  arrive  at  ; 
fair  price."  That's  tht 
rub.  An  RTC  consul 
tant's  report  values  tin 
RTC  holding  at  aroun( 
$400  million.  The  Bas? 
people  claim  it's  worth  half  that. 

Another  prime  RTC  target  is  billionain 
financier  Ronald  0.  Perelman,  who  tool 
over  Dallas'  First  Gibraltar  Bank.  Perel 
man  receives  a  government  subsid;! 
called  "yield  maintenance" — totalini 
about  $406  million  to  date — to  make  bin 
whole  for  carrying  money-losing  asset 
in  the  thrift.  First  Gibraltar  is  solidli 
profitable,  earning  $129  million  in  19S! 
but  for  the  less  fortunate,  federal  assi- 
tance  is  more  than  a  sweetener — it's  v 
tal.  Pacific  Southwest  Bank  in  Corpu! 
Christi,  Tex.,  eked  out  a  mere  $4  millioC 
in  earnings  in  the  fiscal  year  ended  Septi 
30  and  had  a  $2.8  million  loss  the  prev' 
ous  year.  President  John  M.  Hamstr: 
says  diminished  federal  backing  coul;- 
force  layoffs. 

Even  if  the  RTC  recoups  a  healthy  poi; 
tion  of  the  subsidies,  its  victory  will  nc 
be  without  costs.  The  RTC  risks  getting 
reputation  as  an  untrustworthy  bai-g.ni 
er  that  reneges  on  deals — a  prospci 
that  could  scare  off  future  investors  i 
failed  s&Ls.  "A  deal  is  a  deal,  and  bus 
nesspeople  have  long  memories,"  s:i\ 
William  C.  Ferguson,  a  Washingto, 
(D.  C.)-based  thrift  consultant.  Yet  to  th 
RTC,  renegotiations  are  within  its  rightii 
The  1988  deals  may  have  been  the  cui 
tain-raiser  for  the  thrift  bailout,  but  the 
also  will  be  a  recurrent  motif  as  th 
drama  unfolds. 

By  Larry  Light  in  New  York,  with  Mik, 
McNamee  iti  Washington  and  Woxi 
Zellner  in  Dallas 
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lARKETS  &  INVESTMENTS! 


RECESSION— VALUE 
INVESTING'S  BEST  FRIEND 


Many  of  the  strategy's  fans  had  great  years  coming  out  of  74  and  '81 


J 


Wall  Streeters  have  good  reason 
to  be  depressed.  The  economy 
is  in  a  recession,  corporate 
larnings  are  looking  sickly,  and  war  is 
aging  in  the  Persian  Gulf.  But  to  bor- 
ow  a  cliche  from  an  earlier  war,  there  is 
ight  at  the  end  of  the  tunnel.  A  venera- 
)le  but  out-of-favor  stock-picking  cre- 
lo — value  investing — is  emerging  from 
he  shadows. 

If  so — and  the  evidence  for  it  is 
nounting — that  would  be  terrific  news 
or  countless  value-hunting  institutions, 
^mong  them  are  a  host  of  popular  mu- 
ual  funds — including  the 
Vindsor  Fund,  the  Legg 
/lason  funds,  and  Mutual 
hares — that  hew  to  this 
hilosophy.  Unlike  inves- 
ors  who  buy  hot  pros- 
lects  or  the  shares  of 
ompanies  with  accelerat- 
ig  earnings,  value  inves- 
ors  buy  stocks  that  have 
irice-earnings  ratios  be- 
3w  the  market's  prevail- 
ig  rate  (currently  15.5) 
r  understated  assets  on 
heir  balance  sheets.  The 
lea  is  that  the  market 
/ill  eventually  recognize 
hese  companies'  value 
nd  bid  up  the  shares. 
URTHER  FALL.  This  has 
een  a  losing  technique  in 
ecent  years  as  takeover 
ctivity  has  waned  and 
ivestors  have  swarmed 
0  large-capitalization 
rowth  stocks  and  the  in- 
ex  funds  that  invest  in 
hem.  Sentiment  is  grow- 
ig,  however,  that  value 

westing  will  rebound  as  I  

ae  economy  emerges  from  recession, 
i^ith  corporate  profits  pulled  down  by 
le  economy's  doldrums,  the  argument 
oes,  investors  simply  won't  be  willing 
)  buy  stocks  on  the  promise  of  rampant 
arnings  growth  or  market-share  expan- 
ion  sometime  in  the  distant  future. 
'We're  facing  a  much  more  uncertain 
conomic  environment,"  says  Melissa  R. 
irown,  chief  quantitative  analyst  at  Pru- 
ential-Bache  Securities  Inc.  "People  are 
'Oing  to  want  to  be  sure  they  get  value 
li^r  their  money." 
One  doesn't  have  to  be  wildly  bullish 


to  agree.  Quite  the  contrary:  Brown, 
who  accurately  forecast  the  corporate- 
profit  shortfall  that  dragged  the  market 
down  last  year,  feels  that  stocks  still 
have  further  to  fall.  And  for  the  same 
reason  as  a  year  ago — poor  earnings. 
She  observes  that  fourth-quarter  earn- 
ings have  fallen  short  of  expectations 
and  that  unexpectedly  bad  earnings — 
which  pummeled  the  market  last  year — 
are  again  penalizing  share  prices. 

The  dreary  earnings  picture  is  espe- 
cially bad  news  for  investors  who  favor 
stocks  with  accelerating  earnings — and 


funds,  enjoyed  its  best  years  as  the 
economy  emerged  from  the  recessions  of 
1974  and  1981.  Meanwhile,  value  invest- 
ing's  returns  lag  badly  when  the  econo- 
my is  strong  and  investors  clamor  for 
the  stocks  of  companies  that  expect 
ever-higher  earnings  and  expanding 
markets.  Evidently,  investors  have  a  ten- 
dency to  eschew  high-p-e  stocks  in  favor 
of  those  with  low  p-e's  when  the  econo- 
my is  in  the  doldrums.  "We've  had  a  few 
bad  years  for  value  stocks,  but  cyclica- 
lity  is  at  work  here.  The  whole  realm  of 
undervalued  stocks  is  coming  back  in 
favor,"  says  Kathleen  Millard,  who  man- 
ages $400  million  in  equities  for  Chase 
U.  S.  Private  Banking. 
PAPER  AND  CHEMICALS.  Some  investment 
managers  say  the  value  argument  au- 
gurs well  for  economically  sensitive 
stocks  that  were  beaten  down  as  the 
recession  loomed.  They  may  be  due  for 
an  upturn.  One  value  investor,  Edwin 
Powell  of  Provident  Capital  Manage- 
ment, favors  paper  and  chemical  compa- 
nies— many  of  which  are  selling  at  10 


ARE  HIDDEN 

VALUES  HERE? 


ANCIAL  SERVK 


CHASE  MANHATTAN 
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CHUBB 

FIRST  CHICAGO 
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CAROLINA  POWER  8.  LIGHT 
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BROWN:  AVOID 
GROWITH  STOCKS 


sharpens  the  case  for  value  investing. 
"Growth  stocks  are  susceptible  to  nega- 
tive-earnings surprises,"  Brown  notes. 
She  favors  selective  buying  of  stocks 
that  have  reasonable  p-e  ratios  and  good 
yields,  particularly  financial  issues  and 
utilities  (table).  And  she  argues  that  con- 
tinued market  declines  will  make  under- 
valued stocks  even  more  attractive. 

This  stance  is  amply  supported  by  his- 
tory. According  to  figures  compiled  by 
Trinity  Investment  Management  Corp., 
its  Basic  Value  Index,  which  is  com- 
prised of  12  value-investing  mutual 


times  recent  earnings,  such  as  Du  Pont 
Co.,  or  even  less.  He  also  hkes  airline 
stocks,  which  have  been  largely  tram- 
pled by  the  market  recently,  and  better- 
quality  financial  institutions  that  have 
seen  their  shares  plummet  of  late,  such 
as  National  City,  BankAinerica,  and 
First  Alabama  Bancshares. 

Powell's  low-p-e  portfolios  are  stand- 
outs four  weeks  into  the  year.  And  who 
knows?  As  recent  events  have  proven, 
anything  can  happen — maybe  even  a  re- 
vival of  old-fashioned  value  investing. 

By  Gary  Weiss  in  New  York 
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EX-FOOTBALL  PLAYER  GARAMENDI:  "THE  LAST  THING  I  CARE  ABOUT  IS  BEING  LOVED'' 


IT'S  SECOND  AND  TEN 
FOR  PROP  103 


Can  California's  new  insurance  chief  deliver  rate  cuts? 


John  Garamendi,  a  onetime  college 
lineman  courted  by  the  Dallas  Cow- 
boys, is  showing  the  opposition  just 
how  hard  he  can  play.  Only  this  time  the 
opponent  is  the  insurance  industry,  and 
the  game  is  about  rollbacks  on  rates. 
California  voters  shocked  the  industry  in 
1988  when  they  passed  Proposition  103, 
which  mandated  20'/'  rate  cuts.  But  ad- 
verse court  rulings  and  unsympathetic 
state  regulators  prevented  them  from 
being  implemented.  Garamendi,  who 
took  office  on  Jan.  7  as  California's  first 
elected  insurance  commissioner,  has 
vowed  to  make  Prop  103  a  reality. 

The  6-foot,  3-inch  former  Democratic 
state  senator,  who  in  1965  spurned  pro 
football  for  the  Peace  Corps  and  then 
made  a  bundle  in  land  development,  is 
staking  his  political  career  on  Prop  103. 
If  he  succeeds — and  some  observers 
give  him  a  fighting  chance — the  effects 
will  be  felt  in  other  states  considering 
reforms.  Garamendi's  game  plan,  crows 
J.  Robert  Hunter,  president  of  the  Na- 
tional Insurance  Consumer  Organiza- 
tion, an  industry  critic,  "will  rekindle  the 
fire  for  reform  all  over  the  country." 

Garamendi  has  not  been  wasting  any 
time.  His  first  day  on  the  job,  he  froze 
auto  and  property  insurance  rates  for 
the  547  insurers  doing  that  business  in 
the  state.  By  April,  he  pledges,  he  will 


direct  insurers  to  cut  their  rates.  "The 
last  thing  I  care  about  is  being  loved  by 
the  industry,"  he  insists. 

Prop  103  passed  because  voters  were 
angry  about  sky-high  auto  insurance 
rates,  which  were  increasing  at  a  double- 
digit  annual  pace  in  densely  populated 
areas.  Rollback  advocates  blamed  insur- 
ers' alleged  greed  and 
inefficiency.  The  in- 
dustry, which  said 
high  medical  bills  and 
legal  costs  were  the 
true  culprits,  sued  to 
overturn  Prop  103. 
The  state  Supreme 
Court  ruled  that  they 
were  entitled  to  a 
"fair"  return.  Roxani 
M.  Gillespie,  Gara- 
mendi's Republican 
predecessor,  who  was 
never  enthusiastic 
about  Prop  103,  tried 
bargaining  with  the 
industry  and  eventu- 
ally permitted  several 
companies  to  hike 
their  rates. 

Garamendi  plans  a 
much  tougher  ap- 
proach. He  expects 
bitter  legal  challenges 


INSURANCE 
REFORM  HOT  SPOTS 

GEORGIA  Just  elected  its  first 
reformist  insurance  commissioner 


MARYLAND  Studying  repeal 
of  the  insurance  industry's  anti- 
trust exemptions 


but  hopes  courts  will  be  more  sympa 
thetic  toward  reform.  The  industry  pro 
fesses  not  to  be  worried.  Says  Sean  Moo 
ney,  an  economist  with  the  Insurance 
'Information  Institute,  a  trade  associa 
tion:  "So  far,  he's  shown  only  that  h< 
can  resort  to  populist  demagoguery  an( 
get  headlines." 

'NAMING  NAMES.'  Garamendi's  action  oi 
rates  is  just  the  beginning  of  what  h 
hopes  will  be  a  broad  campaign  to  re 
form  the  industry.  He  has  filled  tc 
staff  positions  with  some  of  the  state' 
most  vocal  consumer  activists.  Unlik 
Gillespie,  he  says  he'll  require  indeper 
dent  audits  of  insurance  company  books 
"We'll  be  naming  names,  and  bad  actor 
will  be  kicked  out  of  the  state."  Man 
insurers  have  threatened  to  abandon  th 
state  if  rollbacks  and  other  reforms  ar 
enacted,  but  Garamendi  intends  to  ca 
their  bluff.  Any  insurer  that  declines  t 
sell  auto  insurance  may  risk  losing  th 
right  to  sell  other  kinds  of  policies.  Few 
Garamendi  feels,  will  really  give  up  th 
nation's  most  lucrative  home  and  life  ir 
surance  market. 

Several  state  legislators  speculate  tha 
Garamendi,  who  at  46  looks  and  speak 
like  a  younger  Burt  Lancaster,  may  se 
a  victory  over  insurers  as  a  ticket  to  th 
statehouse.  He  sought  the  governorshi 
in  1982,  losing  in  the  primary. 

Garamendi's  campaign  is  being  closel 
tnonitored  by  reformers  elsewhen 
"How  insurance  reform  plays  out  in  Ca 
ifornia  will  be  crucial"  to  movements  i 
other  states,  concedes  Judith  Mintel,  ai 
sociate  general  counsel  of  State  Fan 
Mutual  Automobile  Insurance  Co.,  whic 
writes  policies  in  all  50  states.  Pennsy 
vania  and  New  Jersey  implemented  rol 
backs  last  year,  and  many  other  effort 
are  gathering  momei 
tum,  from  Oregon  t 
Georgia  (table). 

Still,  the  movemei 
has  suffered  se 
backs — Arizona  d( 
feated  an  initiativ 
last  fall — and  coul 
boost.  RefniT 


MICHIGAN 

backs 


Weighing  rate  roll- 


NEW  JERSEY  Reform  legisla- 
tion is  under  court  challenge 

PENNSYLVANIA  Implement 
ing  rollbacks  and  other  reforms 

TEXAS  Major  regulatory  over- 
haul pledged  by  new  Governor 
Ann  Richards 

WASHINGTON  Voter  support 
sought  for  creating  state-owned 


use  a 
ers  are  pinning  tlif 
hopes  on  GaramciK 
"We've  been  waiiiii 
two  years  for  this  ni 
ment,"  says  Harvt 
Rosenfield,  author  ( 
Prop  103  and  chaiv 
man  of  the  activi: 
group  Voter  Revo' 
Yet  even  Garamendi 
supporters  acknow 
edge  that  he  is  still 
long,  long  way  fro 
the  goal  line. 

By  Eric  Sc/nt/i 
Sacramento 
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Having¥)ur  G)mputers  Go  Down 
Is  No  Great  Calamity  Proviaed  Your  Rivals'  Computers 

Go  Down  At  The  SameTime. 


'Tm  sorry,  our  computers  are  down. 
Could  you  call  back  in  an  hour?" 

In  today's  frenetically-paced  business 
environment,  the  answer  is  very  likely  to  be  "no." 

You're  not  the  only  fish  in  the  sea.  And 
there  are  undoubtedly  some  barracudas  out 
there  whose  computers  are  more  respectful  of 
a  businessman's  time. 

Most  likely  because  their  computers  are 
completely  protected  by  an  Exide  Electronics 
Uninterruptible  Power  System. 

It's  little-known  but  true  that  utility 
power  is  fuU  of  surges,  sags  and  other  power 
irregularities  that  damage  sensitive  computers 
and  cause  well  over  half  of  all  computer 
crashes.  An  Exide  Electronics  system  conditions 
and  smooths  out  that  power  before  it's  actually 
fed  into  the  computer 

And  in  the  event  of  a  prolonged  power 


failure,  Exide  Electronics  systems  provide 
the  most  reliable  power  backup  in  the  industry, 
for  systems  ranging  from  a  single  Personal 
Computer  to  the  largest  mainframes  and  net- 
works in  the  world. 

As  the  nation's  premier  power  consultant, 
we  have  yet  to  meet  the  power  problem  that 
we  could  not  solve. 

Your  business  is  too  important  to  be  at 
the  mercy  of  blackouts  and  brownouts  brought 
on  by  thunderstorms,  earthquakes  and  the 
construction  worker  who  accidentally  slices 
through  your  main  power  line. 

But  perhaps  the  most  compelling  reason 
to  look  into  an  Exide  Electronics  Uninterruptible 
Power  System  is  simply  this:  your  competitor  may 
already  have  one. 

Call  1-800-554-3448  for  more  information. 
Or  fax  your  business  card  to  1-800-75 -EXIDE. 


^XIDE  -ELECTRONICS 

Helping  You  Stay  In  Power.™' 

5608  Spnng Court,  Raleigh,  NC  27690-0457 


BY  GENE  G.  MARCIAL 

IS  DOW  CHEMICAL 
ABOUT  TO  START 
BUBBLING  AGAIN? 


Ei 


I  arly  last  year,  Dow  Chemical  was 
among  Wall  Street's  highfliers, 
I  hitting  $75  a  share.  But  big  insti- 
tutional investors  bailed  out  when  the 
economy  started  to  sour.  And  when  oil 
prices  jumped  after  Iraq  invaded  Ku- 
wait, the  stock  collapsed  to  37.  Ana- 
lysts have  remained  cool  to  Dow  and 
other  producers  of  basic  chemicals,  but 
value  players  have  been  scooping  up 
shares  recently,  pushing  Dow  to  51. 

"Having  already  fallen  some  50%, 
Dow  is  one  of  the  best  stocks  at  this 
point  of  the  economic  cycle,"  says  Joe 
Salvani,  a  managing  partner  at  EGS 
Partners.  And  with  the  Persian  Gulf 
war  looking  as  if  it's  going  well  and  oil 
prices  heading  down,  the  stock  "should 
see  its  way  back  to  the  mid-70s,"  he 
believes.  Dow's  raw-material  costs  are 
directly  affected  by  the  prices  of  crude 
oil  and  natural  gas  because  they're 
chemical  plants'  basic  feedstocks. 

Most  analysts  don't  share  Salvani's 
optimism.  They  note  that  earnings  at 
the  nation's  second-largest  chemical 
company  tumbled  to  around  $4.75  a 
share  (adjusted  for  a  split)  last  year. 
And  they  think  1991  could  be  worse. 
'IDEAL  CYCLICAL'?  But  Salvani  and  oth- 
er value  investors  figure  that  while 
1990's  fourth  quarter  and  199rs  first 
quarter  will  be  tough,  he  sees  profits 
leaping  to  $5.50  next  year  and  hitting 
$6.50  in  1993.  "In  the  next  three  years, 
earnings  should  be  back  in  the  $9-to- 
$10  range,"  says  Salvani. 

Apart  from  the  earnings  recovery, 
Salvani  points  to  the  company's  assets, 
which  he  estimates  are  worth  $90  a 
share.  He  figures  that  Dow's  807f 
stakf  in  Marion  Merrell  Dow,  the  drug 
company  that  evolved  from  the  1989 
merger  of  Marion  Laboratories  and 
Merrell  Dow  Pharmaceuticals,  is  worth 
$33  a  share.  Marion  Merrell  Dow 
makes  a  range  of  prescription  drugs. 

Investment  manager  George  Clair- 
mont,  the  president  of  Clairvest,  is  also 
high  on  Dow.  He  thinks  that  as  the 
economy  snaps  out  of  its  slump,  the 
company  will  be  rediscovered  by  insti- 
tutions as  an  "ideal  cyclical  stock 
play."  Clairmont  argues  that  for  an  is- 
sue that  has  traditionally  been  a  core 
holding  in  institutional  portfolios,  Dow 
is  "extraordinarily  cheap." 
The  company  produces  an  array  of 


DOW  CHEMICAL 
IS  PUSHING  HIGHER 
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organic  and  inorganic  chemicals  that 
Clairmont  believes  will  be  in  great  de- 
mand as  the  economy  begins  to  recov- 
er. Dow  also  makes  plastics  and  con- 
sumer products,  including  Saran  Wrap 
and  Fantastik  cleanser,  which  should 
be  highly  profitable  as  oil  prices  move 
lower. 


NEWSPAPERS  WITH 
LOTS  OF  BLACK  INK 


I  ewspaper  stocks  had  nothing 
but  bad  news  for  investors  last 
I  year.  And  with  advertising  and 
earnings  continuing  to  slump,  analysts 
are  down  on  the  group.  But  one  news- 
paper stock  bears  watching:  Lee  Enter- 
prises, which  publishes  19  daily  and 
weekly  newspapers.  Earnings  have 
been  rising,  and  the  stock  has  bucked 
the  newspaper  trend:  It's  up  from  20  in 
late  October  to  26. 

What's  the  scoop?  "Lee  newspapers 
are  in  markets  insulated  from  the  prob- 
lems of  real  estate  and  Wall  Street — 
two  troublesome  areas  that  have 
plagued  other  cities,"  says  investment 
adviser  Dan  Seiver.  Seiver  is  editor  and 
publisher  of  PAD  System  Report,  a 
market  newsletter  whose  name  stands 
for  "patience  and  discipline."  He  notes 
that  Lee's  newspapers,  which  account 
for  65%  of  earnings,  are  published  in 
eight  Midwestern  and  Western 
states — Illinois,  Iowa,  Minnesota,  Mon- 
tana, Nebraska,  North  Dakota,  Ore- 
gon, and  Wisconsin.  Among  its  large 
newspapers  are  the  Madison  (Wis.) 
State  Joumal  and  the  Lincoln  (Neb.) 
Star.  Lee  also  owns  and  operates  five 
television  stations. 
Seiver  says  the  economic  slump,  the 


plunge  in  home  prices,  and  the  severe 
retrenchment  in  the  securities  industry 
haven't  hurt  these  Middle-American 
markets  much.  He  also  notes  that  Wall 
'Street  tends  to  mark  down  all  stocks  in 
an  industry  it  has  consigned  to  the 
doghouse  and  that  "carefully  screening 
them  often  yields  a  winner."  Lee  has 
had  steady  12%  growth  over  the  years 
and  a  strong  balance  sheet.  Seiver  ex- 
pects earnings  of  $1.85  a  share  in  the 
year  ending  September,  1991;  $2.10  in 
1992;  and  $3  in  1993.  "The  stock  should 
double  in  about  a  year,"  he  says. 


SOMEONE  HAS  TO  FIX 
ALL  THOSE  PIPELIHES 


W 


all  Street  is  cluttered  with 
hot  growth  stocks  that  have 
collapsed,  many  of  which 
may  never  recover  their  past  glory. 
But  one  fallen  issue  that  some  big  in- 
vestors believe  may  rebound — and 
fast — is  Insituform  of  North  America, 
which  traded  as  high  as  25  in  1986  and 
is  now  languishing  at  378. 

Ken  Fuller,  president  of  Chase  In- 
vestors Value,  which  has  accumulated 
a  2.5%  stake  in  Insituform,  says  earn- 
ings should  jump  sharply  by  next  year 
and  continue  to  do  so  into  1993.  Why? 
The  company  is  the  exclusive  U.  S.  li- 
censee of  the  Insituform  process, 
which  is  used  to  fix  sewers,  tunnels, 
and  pipelines.  Part  of  the  earnings 
boost  should  come  from  Insituform's 
newest  technology,  called  NuPipe.  It 
permits  speedy  pipeline  repair  using 
seamless,  noncorrosive  PVC  pipes  that 
can  be  installed  in  just  a  few  hours 
without  excavation. 

NuPipe  seems  certain  to  play  a  big 
part  in  rebuilding  the  underground 
pipe  infrastructures  of  many  big  cities, 
says  Fuller.  He  sees  NuPipe  adding 
"significantly"  to  Insituform's  earn 
ings  starting  next  year.  For  191  m. 
Fuller  expects  earnings  of  25$  a  shai-e, 
vs.  45$  in  1989.  They  should  grow  to 
55$  in  1991,  65$  in  1992,  and  75$  in 
1993,  he  figures. 

A  series  of  earnings  disappointments 
shot  the  stock  down  in  recent  years,  he 
notes.  But  because  of  management 
changes  under  the  company's  new 
president  and  CEO,  Bill  Willis,  manyi 
problems,  such  as  steep  operating 
costs  and  poor  control  over  sub-licens- 
ees, have  been  corrected,  says  Fuller. 
The  balance  sheet  and  cash  flow  have 
also  been  strengthened.  As  of  Sept.  MO, 
1990,  working  capital  stood  at  $16  mil 
lion,  of  which  $13  million,  or  $1.67  u 
share,  was  cash. 


^1 
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Times  are  leaner  so  I  was 
thinldng  about  ways  to  save  money 


"I  figured  we  could  always 
cut  comers  on  credit  checks. 

Then  it  hit  me. 

"h  lean  times,  that's  the  last 
thing  you  want  to  cut." 


D&B,  now  more  than  ever. 

When  business  slows  down,  your 
aedit  department  should  be  in  high 
gear  Learning  all  it  can  about  your  cus- 
tomers' financial  health,  which  is  so 
CTitical  to  your  own. 

You  need  the  freshest  credit  infor- 
mation you  can  get,  and  we  have  it 
at  Dun  &  Bradstreet. 

We  keep  tabs  on  millions  of  Amer- 
ican companies,  and  we  update  our 


Dun  &  Bradstreet  Information  Services 

I  IS8  ThcD4jn?Eh^tfcrtCuipoTatton 


files  500,000  times  a  day  Our  Business 
Information  Report  gives  you  details  you 
could  never  dig  up  on  your  own.  Real- 
time payment  records,  out-of-state  liens 
and  lawsuits,  personal  histories  of  a 
company's  principals,  and  more. 

We  can  also  help  you  with  a  highly 
flexible  Account  Review  Service  that 
alerts  you  to  selective  changes  in  a  cus- 
tomer's status.  So  as  soon  as  we  learn 
something,  you  will  too. 

If  there's  anything  you  can't  afford 


right  now,  it's  for  a  customer's  problems 
to  become  your  problems.  Which 
makes  a  Dun  &  Bradstreet  report  very 
affordable  indeed. 

To  learn  more  about  how  Dun  & 
Bradstreet  can  help  you,  call  us  at 
1-800-234-DUNS. 


Dun  &  Bradstreet 


The  fine  art  of  managing  risk. 
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TRENDS  I 


THE  'BLOODBATH' 
IN  MARKET  RESEARCH 


Staffs  have  been  cut  by  as  much  as  50%  as  skeptical  clients  retreat 


It  has  been  a  while  since  market  re- 
searchers had  something  to  gloat 
about.  Asked  to  recount  a  great  mo- 
ment, many  still  tell  the  tale  of  Pills- 
bury's  cake  mix.  In  the  late  1950s,  Pills- 
bury  Co.  developed  a  recipe  that 
required  the  consumer  to  add  only  milk. 
The  product  bombed,  so  researchers 
rounded  up  housewives  for  interviews. 
They  concluded  that  the  mix  made  the 
women  feel  useless  by  giving  them  too 
little  to  do.  Pillsbury  added  an  egg  to  the 
recipe  and  sales  took  off. 

Such  methods  may  seem  hopelessly 
outmoded  in  an  age  when  researchers 
use  high-powered  computers  and  com- 
plex surveys  to  plumb  the  consumer 
pysche.  But  these  days,  all  that  gadget- 
ry  isn't  doing  much  to  help  business. 
After  growing  at  an  87f  average  annual 
rate  in  the  1980s,  inflation-adjusted  reve- 
nues for  the  $2.4  billion  research  indus- 
try declined  in  1990,  says  Jack  Hono- 
michl,  publisher  of  the  trade  newsletter 
Inside  Research.  And  he  predicts  a  simi- 
lar decline  this  year  (chart). 

Pillsbury  and  other 
packaged-goods  giants, 
ad  agencies  such  as  J. 
Walter  Thompson,  and 
independents  such  as 
the  Gallup  Organization 
have  been  slashing  re- 
search staffs  and  bud- 
gets by  as  much  as 
50%.  Says  Honomichl: 
"There  has  been  an  ab- 
solute bloodbath."  Prof- 
its are  also  down  at  big 
research  firms  such  as 
A.  C.  Nielsen  Co.  and 
Arbitron  Co.  Control 
Data  Corp.,  which  owns 
Arbitron,  recently  an- 
nounced that  the  re- 
searcher's weak  earn- 
ings will  dampen  its 
overall  performance  in 
1991.  And  Nielsen's  pai-- 
ent,  Dun  &  Bradstreet 
Corp.,  attributes  some 
of  its  117'^  decline  in 
1990  operating  income 
to  slimmer  margins  at 
its  subsidiary. 


What  worries  researchers  is  that  the 
slowdown  is  more  than  just  corporate 
parsimony.  They  fear  a  growing  skepti- 
cism among  marketing  executives  about 
their  craft.  One  of  the  biggest  problems 
is  the  mind-numbing 
complexity  of  modern 
research:  Many  top  ex- 
ecutives are  bewildered 
by  scanner  technology, 
computer  models,  and 
the  proliferation  of  con- 
sumer surveys. 

Technically  minded 
researchers  do  little  to 
dispel  the  confusion. 
"Too  many  of  my  coun- 
terparts are  green-eye- 
shade  types,"  says 
Larry  Constantineau, 
director  of  research  at  S.  C.  Johnson  & 
Son  Inc.  As  a  result,  some  marketing 
executives  now  regard  research  the  way 
diplomats  describe  Argentina:  It's  the 
wave  of  the  future — and  always  will  be. 

Even  more  troubling  are  questions 


REVENUE  GROWTH 
DISAPPEARS 


CHANGE  IN 
OVERALL  REVENUES 
OF  MARKET  _ 
RESEARCH  FIRMS' 
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about  the  industry's  track  record.  Man 
mai'keters  say  that  despite  all  the  ac 
vances,  researchers  often  do  an  inadt 
quate  job  of  identifying  their  client.' 
customers.  "Market  research  just  hasn 
delivered,"  says  Jim  Figura,  vice-pres 
dent  of  research  at  Colgate-Palmoliv 
Co.  "It  has  been  an  embarrassment." 

Sure,  there's  still  lots  of  it  going  oi 
Indianapolis-based  Walker  Research  Im 
estimates  that  72  million  American 
were  interviewed  last  year  in  survey: 
But  several  trends  have  coalesced  to  ui 
dermine  research's  reputation. 
NO  ANSWER.  First,  the  validity  of  su 
veys  is  being  jeopardized  by  the  growin 
refusal  of  Americans  to  participate.  Ai 
noyed  by  the  intri 
siveness,  36%  of  coi 
sumers  declined 
answer  a  phone  qu- 
ry  in  1990— a  12% 
crease  over  198i 
according  to  Wat 
er  Research.  Th'c 
skews  results 
leaving  out  a  sizab 
chunk  of  the  marke 
Yet  Gallup  and  oth( 
researchers  still  re 
heavily  on  phone 
terviews  to  get  a  f 
on  consumer  preferences.  And  last  yea 
the  TV  networks  cited  lack  of  particip 
tion  to  explain  why  Nielsen's  "peop 
meter" — which  requires  consumers 
press  buttons — recorded  a  sudden  shai 
drop  in  audience  for  their  programs. 

More  sophisticated 
search  methods  ha^ 
had  their  share  of  pro 
lems  as  well.  Since  tl 
early  1980s,  researche 
have  been  making  mo 
recommendations  f 
new  products  based 
the  results  of  surve 
and  computer-generati 
scenarios  for  differe 
marketing  strategic 
The  trouble  is,  the 
scenarios  don't  alwa; 
take  all  the  crucial  ft 
tors  into  account. 

Colgate,  for  examp 
bungled  its  launch 
Fab  1  Shot,  a  combin 
laundry  detergent  a: 
fabric  softener,  in  19^ 
Executives  famili 
with  the  product  s 
Colgate's  simulat' 
market  test  contained 
key  error:  It  proceed 
on  the  faulty  assunr 
tion  that  1  Shot's  bi 
ers  would  be  most 


MARKE 


Catching  UpTo  iDwer 
Cost  Computing 

Oracle  database  software  lets  businesses  take  advantage  of  each  new  generation  of  low  cost  computing. 


Whatever  types  of  computer  a 
business  buys  today,  there's  sure  to 
be  something  significantly  better 
and  cheaper  tomorrow. 

Yet  companies  continue  to  sink 
money  into  software  that  runs  on 
only  one  kind  of  computer. 
Locking  themselves  out  of  newer, 
more  cost-efficient  computers. 

This  trap  is  avoidable  for  most 
companies.  All  they  need  is  the 


The  room-sized  computers 
in  1958  had  an  average  cost 
per  MIP  over  $20  million. 


right  software.  Software  that 
works  with  virtually  every 
computer  and  network.  Present  or 
future. 

Oracle  has  become  the  world's 
largest  database  software  company 
by  providing  just  that.  Software 
that  runs  on  virtually  every  type 
of  mainframe,  minicomputer, 
workstation  and  PC. 

And  every  time  a  newer,  faster, 
more  cost  efficient  computer  has 
come  along,  Oracle  has  provided 


By  1968,  minicomputers 
lowered  the  costs  to  a 
more  accessable  $3.7 
illion  per  MIP. 


the  database  software  not  only  to 
run  on  it,  but  allow  it  to  share  data 
with  existing  computers  as  well. 

Call  1-800-633-1061  Ext.  8313 
for  more  information. 

Fortunately,  you  no  longer  have 
to  predict  the  future  to  take 
advantage  of  it. 

ORACLG' 


Software  that  runs  on  all  your  computers. 


By  1978,  personal  computers 
began  appearing.  Crude,  but 
relatively  affordable  at 
$46,000  per  MIP. 


988.  Microcomputers 
revolutionize  business. 
Largely  because  the  average 
cost  per  MIP  dropped  to 
under  $1,300. 


Oracle  Coiporalion.  OFWCLE  Is  a  registered  trademak  of  Oracle  Cocporalon.  AH  trade  names  relerenced  arelBe  service  maik, 
Irademajli,  or  registered  trademail*  ot  ttte  respecuve  manutacturer.  Call  i  -aoCKJRACLE  V 


jde  Corporation.  OFWCLE  Is  a  regi 
nil,  or  registered  trademail*  ot  ttie  r( 

yjsimr  oftheU.  i/terfSti  ttes . 


THIS  SATELLITE  COMPANY 
RUNS  RINGS  AROUND  RIVALS 


Luxembourg's  SES  is  winning  Europe's  satellite  broadcasting  rao 


families.  But  because  it  comes  in  individ- 
ual jjackets,  1  Shot  appeals  more  to  con- 
Ncnieuce-minded  single  people  than  to 
families  with  big  laundry  loads.  Thus, 
the  simulation  may  have  been  accurate, 
but  Fab  1  Shot  missed  its  audience. 
Now,  its  market  share  is  barely  0.1''. 

Researchers  are  also  scjuabbling  more 
than  ever  about  how  to  measure  con- 
sumer emotions,  which  are  tough  to 
gauge  but  critical  to  buying  decisions.  In 
the  late  197()s,  Selection  Research  Inc. 
won  many  converts  to  its  V.'^LS  (values, 
attitudes,  lifestyles)  system.  SKI  devel- 
oped a  set  of  (juestions  that  sorted 
Americans  into  segments  based  on  |js\ 
chological  and  demographic  traits.  Cli- 
ents then  bought  the  "psychographic" 
survey  to  determine  the  makeup  of  their 
own  markets.  But  now,  most  ad  agen- 
cies have  decided  that  V.ALS  is  not  de- 
tailed enough.  SRl  is  now  pushing  a  more 
complex  successor  to  VALS.  Still,  the 
agencies  have  developed  their  own  ar- 
cane systems  with  names  such  as  the 
Emotional  Lexicon  and  Benefit  Chain. 
'NEVER  SAW  IT  WORK.'  Some  marketers 
argue  that  with  the  demise  of  V.ALS,  the 
influence  of  all  psychographics  has 
waned.  "These  studies  were  able  to  seg- 
ment the  consumer  market,"  says  ('lay 
S.  Timon,  Colgate's  former  worldwide 
advertising  director.  "But  I  never  saw  it 
work  its  way  into  Colgate's  advertising." 

To  restore  their  influence  and  win 
back  the  attention  of  glassy-eyed  senior 
executives,  many  researchers  are  trying 
to  simplify  their  craft.  "There's  a  return 
to  fundamentals,"  says  Colgate's  Fi- 
gura.  He  and  others  are  deemphasizing 
fancy  psychographics  and  c(;m]juter  sce- 
narios. Instead,  they're  ti-ying  to  fuse 
traditional  survey  research  such  as  fo- 
cus grou]js  with  scanner  data  to  make 
more  reliable  marketing  proposals. 

In  launching  its  Prego  spaghetti 
sauce,  Campbell  Soup  Co.  stressed  sim- 
ple personal  interviews  to  develop  the 
brand's  positioning.  Then  it  hired  Niel- 
sen to  track  purchases  and  consumer 
response  to  its  advertising  and  promo- 
tion efforts.  Johnson  Wax's  Constanti- 
neau  says  he  and  (jtliers  are  jazzing  up 
their  presentations  and  cutting  out  the 
jargon  in  ex])laining  their  research. 

Meanwhile,  the  big  researchers  are 
looking  overseas  for  growth.  Nielsen 
has  targeted  Euroije  for  its  supermarket 
scaimers  and  already  derives  60'/'  of  its 
revenue  from  outside  the  U.  S.  "Wheth- 
er you're  a  corporate  or  independent  re- 
searcher, globalization  is  a  key  chal- 
lenge," says  John  H.  Costello,  president 
of  A.  C.  Nielsen  USA. 

But  the  biggest  challenge  for  re- 
searchers is  to  get  a  fix  on  the  U.  S. 
market.  To  do  that,  they  may  have  to 
dust  off  more  old-fashioned  weapons  to 
beef  up  their  high-tech  arsenal. 

By  Mark  Landlcr  in  New  York 


Talk  about  a  mouse  that  roared. 
Tiny  Societe  Europeenne  des  Satel- 
lites seemed  outgunned  in  1988, 
when  it  launched  the  Astra,  its  first  me- 
dium-power satellite,  to  beam  TV  pro- 
grams to  home  rooftop  receivers  across 
Eurojje.  The  government-backed  but  pri- 
vate Luxembourg  company  was  up 
against  the  German  and  French  govern- 
ments, the  28-nation  Eutelsat  consortium 
of  state-run  phone  operators,  and  a  pack 
of  British  media  heavyweights.  SKS's 
$240  million  investment  looked  puny 
next  to  the  $2.7  billion  its  rivals  amassed 
for  four  similarly  ambitious  projects. 

But  today,  SES  has  beaten  the  Estab- 
lishment hands  down — and  inadvertently 
thrown  plans  for  a  united  European 
standard  for  high-definition  television 
into  disarray.  "Astra  has  become  the  de 
facto  winner"  in  Europe's  satellite 
broadcasting  race,  declares  Jean-Luc 
Renaud,  senior  analyst  at  Logica  Ltd.,  a 
London  consultant.  Nearly  20  million  Eu- 
ropean homes  now  receive  programs 
transmitted  by  Astra.  Mostly,  those  pro- 
grams are  beamed  to  cable  operators, 
then  relayed  to  homes.  But  some  2  mil- 
lion European  households  have  laid  out 
$800  for  a  24-inch,  direct-to-home  (DTHi 
reception  dish  to  pick  up  Astra's  sig- 
nals— vs.  a  combined  40,000  for  other 


European  competitors.  By  1995,  Logic 
forecasts,  SES  will  have  about  11  millio 
subscribers  in  that  key  business. 

Demand  from  broadcasters  is  so  h( 
that  SES  is  set  to  launch  a  second  sat( 
lite  on  Feb.  21  and  plans  two  more, 
1998  and  1994.  By  placing  all  four  in  tl 
same  orbital  slot,  Astra  eventually  w 
shower  customers  with  48  TV  channels  1 
satisfy  Europe's  diverse  tastes  and  la 
guages.  The  chief  competition,  the  Eute 
sat  project,  will  deliver  16  channels  ; 
most.  And  the  national  high-power  sy 
tems  offer  just  five  channels.  Sourct 
say  that  leading  U.  S.  cable  channe 
such  as  Disney,  ('N.\',  and  Discovery  ai 
negotiating  to  use  Astra  to  distribu 
their  programs  in  Europe.  "We're  £ 
looking  to  Europe  for  growth,"  says  i 
insider  at  one  of  the  U.  S.  companies. 
SHREWD  HAND.  Headquartered  in  a  19' 
century  chateau  that  once  housed  Lu 
embourg's  Grand  Duke,  SES  owes  i 
success,  in  part,  to  improvements 
technology.  Its  rivals  had  counted  ( 
European-made  high-power  birds  costir 
roughly  $250  million  apiece.  But  me( 
um-power  satellites  and  ground  dish 
have  become  so  sophisticated  that  Ast: 
can  do  better  with  less  costly  satellit 
built  in  the  U.  S.  by  GE  Astra  Electroni 
and  Hughes  Aircraft  Co. 
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Luxeinbourji  g'ot  into  the  business  by 
iiii-iiing  a  handicap  into  an  advantage.  In 
I  1977,  the  International  Telecommunica- 
tion Union  had  parceled  out  high-power 
frequencies  to  each  European  country. 
The  idea  was  for  state-owned  broadcast- 
ers to  beam  signals  from  high-priced, 
ligh-power  birds  to  viewers  within  their 
boundaries.  France,  Germany,  Britain, 
md  Scandinavia  had  big  enough  audi- 
'nces  to  make  that  practical,  but  Luxem- 
)Ourg,  with  only  380,000  people,  didn't. 

Then  a  few  years  later.  Clay  White- 
lead,  a  former  president  of  Hughes 
Communications  Inc.,  was  looking  for  a 
)lace  to  test  wide-area,  medium-power 
.atellites.  By  chance,  he  met  Luxem- 
burg's U.  S.  ambassador,  who  in  turn 
iiterested  Pierre  Werner,  then  Luxem- 
)0urg's  Prime  Minister  and  now  chair- 
nan  of  SES.  Luxembourg  helped  back 
ES  in  1985  by  guaranteeing  loans  for  it. 
t  still  owns  207^  of  the  96-employee 
ompany,  with  the  rest  held  by  15  insti- 
utions  from  six 
■ther  countries  in 
Europe.  Industry 
ources  estimate 
hat  cumulative  reve- 
lUes  for  the  first 
hree  years  of  opera- 
ion  through  1991 
;ill  hit  $200  million, 
f  the  second  satel- 
te  is  fully  leased  by 
earend,  SES  should 
ull  in  $130  million 
lore  annually. 
CRAMBLED.  That 

as  competitors  on 
lie  run.  In  Britain, 
tie  merger  plans  of 
Lupert  Murdoch's 
ky  Television  and 
Iritish  Satellite 
iroadcasting  call  for 
hifting  all  programming  to  Astra,  a 
love  that  all  but  dooms  bsb's  system, 
loreover,  recent  transponder  failures 
ave  maimed  France's  satellites.  And 
^ermany  has  tried  in  vain  to  pressure 
rogrammers  to  remain  loyal  to  its  trou- 
led  system.  Both  governments  have  ta- 
led  plans  for  follow-up  satellites,  opting 
)r  a  new  high-power  series  from  Eutel- 
i\  it.  But  those  may  not  fly  until  1996. 
Astra's  success  has  helped  scramble 
lUrope's  HDTV  plans.  In  1986,  the  Euro- 
san  Commission  mandated  that  high- 
3wer  broadcast  satellites  use  a  new 
■ansmission  standard,  called  MAC,  that 
as  to  pave  the  way  for  HDTV.  But  prob- 
ms  in  developing  cheap  mac  receivers 
irned  off  consumers.  When  Astra  came 
long,  its  medium-power  technology 
asn't  covered  by  the  EC  rule. 
So  broadcasters,  led  by  Murdoch's 
Icy,  opted  for  Astra  and  its  traditional, 
3n-MAC  transmission  signal,  for  which  a 
age  audience  already  existed.  "Astra 


EUROPEAN 
SATELLITE  TV 
STARTS  TO 
SIZZLE 

1990 

1995 

DIRECT-TO-HOME 

RECEIVERS 
Millions  of  homes 

2.6 

11.2 

SATELLITE  TV 
VIA  CABLE 
Millions  of  homes 

22.7 

34.1 

SHARE  OE  HOMES 
GEniNG 
SATELLITE  TV 

19.9% 

33.7% 

DATA:  lOGICA  LTD. 

has  been  so  successful  that  MAC  has  lit- 
tle chance  in  Germany,"  says  Gerd 
Pohle,  technical  director  for  leading  Ger- 
man broadcaster  ARD,  which  signed  up 
for  the  first  slot  on  SES's  second  satel- 
lite. "The  entire  MAC  lobby  is  ticked  off 
with  SES"  for  undermining  the  new  stan- 
dard, says  analyst  Graham  Wilde  at 
market  researcher  CIT  Research  in  Lon- 
don. Thomson  and  Philips,  which  hope 
for  big  sales  of  new  MAC-equipped  TV 
sets,  are  lobbying  the  EC  to  extend  its 
soon-to-expire  MAC  directive  to  cover  all 
satellites. 

If  they  succeed,  programmers — and 
SES — would  have  to  rebuild  a  viewer 
base  from  scratch.  SES  Chief  Executive 
Pierre  Meyrat,  an  economist  who  found- 
ed Europe's  first  pay-TV  system  in  Swit- 
zerland, says  Thomson  and  Philips 
"haven't  yet  understood  the  market. 
They'd  destroy  [dth  satellite  broadcast- 
ing] just  as  it's  getting  started." 

But  Meyrat  isn't  taking  any  chances. 

SES  plans  to  reserve 
capacity  on  its 
fourth,  high-power 
satellite — to  be 
launched  in  1994 — 
for  beaming  full 
HDTV  signals.  They 
could  be  received  by 
the  millions  of  exist- 
ing Astra  ground 
dishes.  That  way, 
consumers  could 
gradually  buy  the 
new  sets  needed  to 
display  HDTV's 
sharper  picture, 
while  programmers 
could  phase  in  HDTV 
without  losing  view- 
ers. SES  "is  out  to 
show  that  it's  not 
the  satellite  that 
killed  .MAC  but  the  one  with  a  path  to 
real  hdtv,"  says  Marcus  Bicknell,  a  for- 
mer SES  executive. 

In  the  meantime,  Meyrat  says  demand 
is  so  high  that  half  of  his  second  satel- 
lite's 16  transponders  will  be  leased  by 
launch  time — at  a  sky-high  $8  million  av- 
erage annual  price,  or  a  20%  premium 
over  the  first  bird.  The  biggest  chal- 
lenge: to  win  over  French  programmers, 
who  are  under  pressure  from  their  gov- 
ernment to  remain  loyal  to  the  national 
system  and  the  ailing  .MAC  standard.  The 
French  hope  to  arrange  an  extra  Eutel- 
sat  launch  in  1993  to  back  up  their  two 
satellites  in  orbit.  But  TV  programmers 
may  not  wait.  "We'll  see  some  French 
channels  on  Astra  very  soon,"  predicts 
an  official  of  TFl,  a  leading  Paris  net- 
work. That  would  be  a  coup.  And  one 
more  sign  that,  even  though  politics 
takes  center  stage  in  European  technol- 
ogy, Astra  may  keep  flying  high. 

By  Jonathan  B.  Levine  in  Luxembourg 
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PIGEON  POINT  LIGHTHOUSE  SAN  MATEO  COUNT>.  CA 

PRESERVATION 

PLAN  ON  IT 

Planning  on  restoring  a 
house,  saving  a  landmark, 
reviving  your  neighborhood? 

Gain  a  wealth  of 
experience  and  help 
preserve  our  historic  and 
architectural  heritage.  Join 
the  National  Trust  for 
Historic  Preservation. 

Make  preservation  a 
blueprint  for  the  future. 

Write: 

National  Trast 

for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 
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The  486"  PC.  It  may  be  a  M 


Never  before  has  this  much 
power  been  plugged  into  a 
business  PC. 
Presenting  the  Intel  486  micro- 
processor—a veritable  powerhouse  that's 
been  harnessed  for  business. 


A  486  microprocessor-based  PC  has 
everything  it  takes  to  run  today's  high- 
powered  applications.  And  run  them  the 
way  you  need  to— simultaneously  and  at 
lightning  speed. 

Plus,  it's  compatible  with  the  hard- 


©1990  Intel  CorpoiatKin. 


nore  power  than  you're  used  to. 


ware  and  business  applications  you  already  1-800-548-4725  and  ask  for  "The  486  Micro- 
own,  so  you  won't  spend  any  extra  time  or  processor  Means  Business"  brochure, 
money  on  training. 

The  486  PC.  Plug  it  in  and  start  shock- 
ing the  corporate  world.  _ 

For  additional  information,  call  The  Computer  Inside; 


inU 


486  is  a  trademark  of  Intel  Corporation. 


The  growing  returns  on  America's 
investment  in  nuclear  energy. 


By  generating  electricity  with  nuclear  energy, 
instead  of  imported  oil,  the  U.S.  has  displaced 
4.3  billion  barrels  since  the  1973  oil  embargo. 


Greenhouse  Gas  Emissions 


Nuclear  energy  cuts  greenhouse  gas  emissions 
from  utilities  by  20%  and  helps  reduce  airborne 
pollutants  by  over  19,000  tons  every  day. 


Since  1973,  nuclear  energy  has  cut  America's 
foreign  oil  payments  by  $125  billion,  and 
continues  to  save  $13  million  a  day. 


Nuclear  energy  is  our  second  largest  source  of 
electricity,  enough  to  light  over  half  the  homes 
in  the  U.S.  Growing  needs  call  for  even  more. 


For  more  information  about  nuclear  energy,  write: 
U.S.  Council  for  Energy  Awareness,  P.O.  Box  66080,  Dept.  1126,  Washington,  D.C.  20035. 
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GENENTECH  IS  CLIMBING  DOWN 
FROM  ITS  HIGH  HORSE 


it's  eager  for  joint  ventures  with  drug  R&D  startups 


In  Genentech's  early  days,  its  ultra- 
competitive  scientists  practically  ele- 
vated the  "not  invented  here"  syn- 
Irome  to  a  rallying  cry.  "If  you  ain't 
ienentech,  you  ain't . .  ."  echoed 
hrough  the  laboratories  of  the  South 
lan  Francisco  company.  Executives 
•owed  that  biotech  drugs  based  on  gene- 
pliced  versions  of  the  body's  own  bio- 
Dgical  mechanisms — as  distinct  from  the 
hemical  compounds  favored  by  old-line 
!rug  companies — would  help  Genentech 
nc.  give  birth  to  a  new 
iranch  of  the  drug  industry. 

Now,  just  four  months  af- 
er  swallowing  its  pride  and 
■ecoming  a  60%-owned  sub- 
idiary  of  Basel-based  Roche 
loldings  Ltd.,  Genentech  has 
ropped  its  research  arro- 
•ance.  Drawing  on  a  $500  mil- 
on  cash  hoard  provided  by 
ioche.  Chief  Executive  G. 
[irk  Raab  invested  more  than 
30  million  in  January  alone  in 
hree  ventures  aimed  kt  mar- 
ying  Genentech's  technology 
)  new  approaches  for  devel- 
ping  synthetic  chemical 
rugs  (table).  Raab  is  aiming 
Dr  more  efficient  discovery 
f  better,  easier-to-administer 
rugs.  And  if  he  succeeds,  he 
lay  sketch  a  new  blueprint 
3r  future  drug  research. 
IGHT  REMEDY.  Across  the 
iotech  industry,  small  compa- 
ies  and  deep-pocket  partners 
re  getting  the  same  idea, 
'heir  ventures  reflect  strate- 
ic  and  scientific  shifts  in 
rug  research.  The  huge  in- 
estments  needed  to  build  a 
tand-alone  drug  company 
lake  that  an  impossible  dream  for  most 
iotech  startups.  Many  need  long-term 
artners  to  stay  afloat.  Meanwhile,  large 
rug  companies  have  a  "constant  need 
)  develop  more  major  projects"  than 
'leir  labs  can  produce,  says  Alex.  Brown 
:  Sons  Inc.  analyst  David  S.  Webber. 
Merging  the  two  approaches  also  re- 
uects  biotech's  shortcomings.  Using 
■ene-splicing  to  make  versions  of  natu- 
i  i\  body  proteins  such  as  insulin  or  TPA, 
'16  clot-buster  given  to  heart  attack  vic- 


tims, was  once  thought  the  path  to  the 
ideal  drug.  But  such  drugs  are  costly  to 
make  and  far  from  perfect:  TPA,  for  ex- 
ample, which  runs  $2,200  a  dose,  breaks 
up  clots  well  but  degrades  so  fast  that 
new  clots  can  form  quickly.  And  chemi- 
cally, biotech  drugs  are  "large"  mole- 
cules that  break  down  in  the  stomach. 
So  they  must  be  taken  by  injection,  not 
pill.  This  is  practical  only  for  patients 
with  the  most  threatening  diseases. 
So  Genentech  is  shifting  toward 


GENENTECH'S  NEW  DEALS 


JAN,  7  Makes  a  $  1  5  million  equity/ research  investment  in  Glycomed 
to  help  fund  development  of  carbohydrate-based  drugs 

JAN.  22  Enters  a  $  1 5  million  collaboration  with  Telios  Pharmaceuticals 
to  develop  a  drug  that  prevents  blood  clots 

JAN.  28  Contributes  an  undisclosed  amount  to  a  joint  effort  v^ith  Xen- 
ova  to  develop  so-called  small-molecule  drugs 


"small"  molecules — the  synthetic  chemi- 
cals taken  by  pill — that  have  been 
Roche's  bread  and  butter.  In  the  past, 
chemical  drugs  have  been  identified  us- 
ing time-consuming  and  inefficient 
screening  methods.  In  theory,  biotech 
could  speed  up  the  process.  And  because 
it  reveals  the  biological  mechanisms  at 
work  in  disease,  biotech  could  help  re- 
searchers design  more  precise  chemical 
compounds  with  fewer  side  effects. 
To  help  achieve  that,  Genentech  has 


inve.sted  $15  million  in  Glycomed  Inc., 
which  is  developing  new  types  of  chemi- 
cal-based drugs.  The  startup's  scientists 
hope  to  meld  their  understanding  of  the 
body's  myriad  sugar  molecules  with 
Genentech's  expertise  in  the  biology  of 
inflammatory  diseases.  That  could  lead 
to  blockbuster  drugs  for  ills  such  as 
asthma  and  rheumatoid  arthritis.  "Our 
sciences  are  complementary,  not  compet- 
itive," says  Alan  R.  Timms,  chief  execu- 
tive of  the  Alameda  (Calif.)  company. 
STONY  PATH.  Genentech  isn't  alone  in 
funneling  big  dollars  to  this  new  genera- 
tion of  startups.  A  slew  of  deals  last 
year  included  a  $30  million  investment 
by  Sandoz  Ltd.  in  tiny  Cytel  Corp.  for 
rights  to  chemicals  that  exploit  syner- 
gies between  biotech  and  chemistry  to 
fight  inflammatory  diseases.  And  Ja- 
pan's Chugai  Pharmaceutical  Co.  will 
pay  roughly  $30  million  for  rights  to 
products  created  by  Vertex  Pharmaceu- 
ticals Inc.  in  Cambridge,  Mass.  Vertex  is 
using  computer  modeling  to 
design  new  chemical  drugs. 

Making  such  deals  work  is 
a  challenge.  So  far,  the  drug 
industry's  collaborations  with 
biotech  companies  have  been 
only  marginally  successful. 
The  deals  have  been  struc- 
tured so  that  the  biotech  com- 
pany has  been  hired  to  do  a 
specific  job  for  a  limited  time, 
not  collaborate  fully  with  its 
big  partner.  And  often,  the 
smaller  company's  contribu- 
tions have  ended  up  mired  in 
the  bureaucracy  of  its  would- 
be  benefactor. 

Although  Genentech  is  now 
part  of  Roche,  Raab  argues 
that  it  still  has  "the  scientific 
sympathy  and  understanding" 
to  make  collaborations  with 
small  companies  work.  In- 
deed, one  reason  past  deals 
have  foundered  is  that  drug- 
company  chemists  have  been 
skeptical  about  biotech.  But 
Peter  Johnson,  president  of 
startup  Agouron  Pharmaceu- 
ticals Inc.,  observes  that  Gen- 
entech's respected  scientists 
"will  be  the  most  sophisticat- 
ed audience  imaginable  for  these  comple- 
mentary technologies." 

It  will  take  years  to  tell  how  the  new 
deals  will  work.  But  Raab  is  so  commit- 
ted to  this  approach  that  he  may  set  up 
an  in-house  venture  capital  fund  to  seed 
startups.  Genentech's  founder  and  cur- 
rent chairman,  Robert  A.  Swanson, 
might  lead  that  project.  So  more  and 
more,  if  a  company  ain't  Genentech,  it 
could  very  well  be  its  partner. 
By  Joan  O'C.  Hamilton  in  San  Francisco 
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>evelopments  to  Watc 


EDITED  BY  EMILY  T  SMITH 

RUBBER  THAT'S  SO  TOUGH, 
IT  GOES  THE  EXTRA  MILE 


w; 


hen  Joseph  Silverman  learned 
that  the  Army  was  spending 
some  SlOO  million  a  year  to  replace 
the  rubber  pads  on  tank  treads,  he 
decided  to  develop  a  more  dura- 
ble material.  Rubber  molecules 
in  standard  types  of  rubber  are 
much  like  strands  of  spaghetti 
loosely  held  together  by  links 
between  sulfur  atoms,  explains 
Silverman,  a  professor  of  ma- 
terial and  nuclear  engineering 
at  the  University  of  Maryland. 
Silverman,  however,  wanted  to 
skip  the  norma!  method  of  cur- 
ing rubber  with  sulfur  and  cre- 
ate a  stronger  link  between  the 
strands  by  bombarding  the  material  with  electrons. 

The  result  surpassed  even  his  expectations.  In  Army  tests, 
the  new  rubber  lasted  far  longer  than  the  old  material.  "We 
had  more  rubber  on  our  pads  at  2,000  miles  than  the  standard 
pad  had  at  500  miles."  says  Silverman,  who  received  funding 
from  the  Army.  The  material  also  resisted  damage  from  rub- 
ber enemy  No.  1:  ozone.  It  did  this  so  well  that  Army  techni- 
cians thought  their  testing  device  had  broken.  General  Dynam- 
ics Corp.,  a  maker  of  tanks  and  submarines,  has  an  exclusive 
option  with  the  university  to  explore  uses  for  the  rubber. 


A  SAFE  SHORTCUT  AROUHD 
THE  TOXIC  ROAD  TO  RAYOH 


Rayon  has  found  its  way  into  everything  from  high-fashion 
dresses  to  tire  cord  and  military  aircraft.  It  has  one  major 
limitation,  however:  It's  expensive  to  manufacture.  Rayon  fi- 
bers must  be  extracted  from  high-quality  wood  pulp  in  a  time- 
consuming  process  that  uses  toxic  chemicals. 

Now,  Li  Fu  Chen,  an  associate  professor  of  food  science  at 
Purdue  University  in  West  Lafayette.  Ind..  has  developed  a 
safer  process  to  make  rayon  much  less  expensively.  Chen  uses 
zinc  chloride,  a  relatively  harmless  chemical,  to  make  rayon 
fibers  from  cheap  sources  such  as  com  and  wheat  stalks, 
straw,  recycled  paper,  and  even  old  cotton  or  rayon  clothes. 
The  new  process  allows  almost  instantaneous  production  of 
fiber.  He  says  a  textile  company  in  Tennessee  is  now  testing 
the  process.  Eventually.  Chen  foresees  using  rayon  to  make 
biodegradable  and  nontoxic  food  packaging. 


WHEH  IT  COMES  TO  R&D, 

THE  CEO  SEES  OHLY  THE  PRICE  TAG 


vision  in  the  executive  suite.  In  a  separate  analysis,  manage 
ment  professor  Joseph  Morone  of  Rensselaer  Polytechnic  In 
strtute  found  that  successful  high-tech  companies  tj^picall^ 
begin  with  a  strategic  business  goal — such  as  being  a  worlt 
leader  in  communications — and  push  the  technology-  towarc 
the  goal.  But  the  new  study  reinforces  the  suspicion  that  t0( 
many  U.  S.  companies  simply  manage  R&D  by  the  numbers 
says  Roland  W.  Schmitt,  president  of  Rensselaer  and  chairmai 
of  the  National  Science  Board  committee  overseeing  the  sur 
vey.  "The  survey  points  to  some  real  problems  in  Americai 
management,"  he  says.  What  it  doesn't  do  is  point  a  finger  a 
the  federal  government,  which  some  pundits  blame  for  no 
doing  enough  to  nurture  high-tech  industries.  The  R&D  direc, 
tors  ranked  federal  technology-  policy  dead  last  out  of  fiv 
choices  as  the  cause  of  U.  S.  industrial  decline. 


WILL  DIAMOHD  TRAHSISTORS 
LEAVE  SILICOH  IH  THE  DUST? 


Why  is  the  U.  S.  slipping  from  its  once  unchallenged 
position  as  the  world's  leader  in  technology?  The  Na- 
tional Science  Board  and  the  Industrial  Research  Institute  put 
the  question  to  the  research  and  development  directors  of  U.  S. 
companies.  Their  answers  were  distressingly  familiar.  The 
chief  culprit,  they  said,  is  corporate  management.  Top  execu- 
tives have  "no  understanding  of  the  R&D  process,"  said  one  of 
the  139  directors  who  responded  to  the  surv-ey.  "Today's  earn- 
ings drive  a  CEO's  decisions,  not  tomorrow's  promises." 
The  researchers  also  bemoaned  the  lack  of  overall  strategic 


Diamonds  may  soon  become  a  chipmaker's  best  friend.  Fo 
years,  researchers  have  wanted  to  make  semiconductor 
from  diamond  films.  Theory  predicts  that  these  would  ru 
twice  as  fast  as  silicon  chips,  tolerate  much  higher  tempers 
tures,  and  be  almost  immune  to  radiation  damage.  Diamon 
chips  would  thus  be  ideal  for  communications  satellites,  ser 
sors  inside  car  engines,  and  electronic  warfare  equipment. 

But  because  the  atoms  in  diamond  crystals  are  packed  s 
closely  together,  the  conventional  wisdom  held  that  diamon 
materials  could  not  be  treated  with  the  impurities  that  woul 
transform  them  from  an  insulator  into  a  semiconductor.  Nov 
in  fabricating  the  first  diamond  transistor.  Varian  Associate 
Inc.  proved  that  view  to  be  invalid.  The  Palo  Alto  (Calif 
supplier  of  chipmaking  gear  used  its  own  equipment  to  dop 
boron  atoms  into  the  surface  of  a  1-millimeter-square  diamon( 
Varian's  next  goal  is  to  deposit  a  diamond  film  on  a  diamon 
crystal.  This  would  show  that  diamond-based  integrated  ci 
cuits  are  technicallv  feasible. 


A  LAWH  MOWER  THAT  GETS 
ITS  POWER  FROM  THE  SUH 


Solar-powered  mowers  are  about  to 
get  their  day  in  the  sun.  Inven- 
tor Anthony  Paytas  says  his  Solar  I 
prototype  can  cut  a  21-inch  swath 
through  foot-high  grass  and  would 
cost  about  S600.  That's  more  expen- 
sive than  the  average  gasoline  mod- 
el. But  ^A^th  no  need  for  fuel,  tune- 
ups,  and  oil  changes,  operating 
costs  are  lower.  It  takes  up  to 
■  three  days  for  the  mower's  3.4 
square  feet  of  solar  panels  to 
charge  the  battery  for  two 
hours  of  cutting.  But  the 
mower  can  be  charged  from 
a  wall  socket. 

The  Solar  I  uses  the  chassis 
of  a  conventional  mower  and  a  d.c.  motor  designed  to  spin  th 
blade  at  3.300  rpm.  a  third  faster  than  a  gas  mower.  Like  i' 
gas  brethren.  Solar  I  has  important  safety  features.  For  or, 
the  blade  stops  when  the  operator  releases  the  handle.  B 
perhaps  best  of  all.  neighbors  will  love  the  Solar  I's  whispt- 
quiet  operation.  Paytas,  who  runs  a  lawn-mower  repair  bu 
ness  in  Warren,  Mich.,  says  he  is  talking  v.ith  uvo  possi" 
manufacturers  and  hopes  to  market  the  mower  in  1992. 
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AWARDS 


Business  Week  is  proud  to  announce  its  sponsor- 
ship of  the  Industrial  Design  Excellence  Awards 
program,  the  most  prestigious  U.S.  award  in  this 
arena  of  global  competition. 

'The  IDEA  program  honors  those  who  have  used  iyidustrial  design  as  an  effective 
Investment  to  satisfy  their  customers.  Through  our  sponsorship^  we  are  sending 
'he  message  that  'Design  Equals  Quality'  to  our  6.7  fnillion  readers  in  coty orate 
America." — Stephen  B.  Shepard,  Editor-in-Chief 

I  Che  IDEA  program  celebrates  excellence  in  the  design  of  consumer  and  office 
oroducts;  instruments;  industrial,  commercial,  and  agricultural  equipment;  automo- 
biles; furniture;  exhibits  and  environments;  and  graphics.  Its  jury  consists  of 
lighly  respected  designers,  representing  all 
-hese  categories.  Business  Week  will  announce 
;he  winners  in  a  June  issue.  IDSA  will  present 
-he  awards  in  ceremonies  and  an  exhibit  at  its 
August  national  conference  in  Boston. 


?he  deadline  for  entries  is  February  25,  1991.  For  infor- 
Jmation  or  to  order  an  entry  kit,  call  IDSA  at  703-759-0100. 


ponsored  by 

BusinessWeek 


Conducted  by 


Industrial  Designers 
Society  of  America 


nformation  Processiri 


TELECOMMUNICATIONS  I 


AT&T  SIOWLY  GETS 

ITS  GIOBAL  WIRES  UNCROSSED 


From  Spain  to  Indonesia,  the  phone  giant  is  learning  to  go  international.  But  it's  not  easy 


Joe  Hart  was  up 
afj:ainst  the  best  street 
fighters  in  telecom- 
munications two  years  ago 
when  he  was  trying  to 
break  Japan's  grip  on  Thai- 
land's phone-equipment 
market.  Hart,  then  AT&T's 
man  in  Bangkok,  was  vy- 
ing with  Germans,  Swedes, 
and  Australians,  as  well  as 
the  Japanese.  But  AT&T 
didn't  get  to  first  base:  Its 
lawyers  back  in  the  U.  S. 
wrote  up  a  five-year  war- 
ranty. Thailand  had  speci- 
fied "lO. 

Snafus  such  as  that  have 
dogged  American  Tele- 
phone &  Telegraph  Co. 
ever  since  1980,  when  it  re- 
entered international  mar- 
kets after  a  55-year  ab- 
sence. In  early  1989,  for 
instance,  when  it  opened  a 
New  Delhi  office,  it 
couldn't  figure  out  how  to 
get  its  own  computer  past 
Indian  customs.  When  a 
group  of  its  U.  S.-based  in- 
ternational executives  was 
invited  to  Italy,  it  turned 
out  that  some  of  them 
didn't  have  passports.  Bal- 
lyhooed  partnerships  with 
Philips  and  Olivetti,  which 
were  aimed  at  penetrating 
European  markets  for 
phone  equipment  and  com- 
puters, disintegrated  with- 
in years. 

KEY  STRATEGY.  Well,  AT&T 

still  isn't  knocking  them 
dead.  But  after  a  decade, 
the  company  has  learned  a  lot  and  is 
making  undeniable  progress.  Victories 
range  from  switch  sales  in  Spain,  Indo- 
nesia, and  South  Korea  to  turning  a 
profit  abroad  on  computers — a  perennial 
loser  back  home.  By  last  year,  AT&T  was 
getting  157'  of  its  revenue — or  more 
than  $5  billion  annually — from  interna- 
tional calling  and  foreign  sales  of  equip- 


ment and  services.  That's  up  from  just 
8.2/f  in  1984.  Foreign  sales  of  equipment 
alone  topped  $1  billion  in  1989  and  rose 
by  in  1990,  the  company  says.  Em- 
ployment abroad  has  leaped  from  50  in 
1983  to  21,000  in  more  than  40  countries. 

AT&T's  push  overseas  is  a  key  strategy 
for  this  decade  and  beyond.  As  its  big 
customers  cast  their  businesses  more 


globally,  the  telephone  g 
ant  needs  to  operate  a( 
vanced  voice  and  data  ne 
works  around  the  world 
it  can't,  customers  wi 
turn  to  such  rivals  as  IB 
and  Japan's  NEC  Corp 
which  would  like  to  be  th 
information-technology 
tans  of  the  next  century 
NEW  TARGET.  By  pushin 
phone  gear  and  services 
multinationals,  as  well 
switching  equipment 
phone  companies,  AT<S 
should  easily  reach  Chai 
man  Robert  E.  Allen's  goi 
of  getting  257('  of  corp 
rate  revenue  from  ove 
seas  calling  and  forei 
sales  by  1995,  says  Sam 
Willcoxon,  president  of  tl 
AT&T  International  Grou 
He  adds  that  he  alrea( 
has  a  new  target:  50% 
the  coming  century.  Cou 
that  goal  be  reached 
soon  as  the  year  2000? 
wouldn't  rule  that  out 
says  Willcoxon.  "Intern 
tional  is  not  just  an  appe 
dage  to  our  business 
has  become  a  very  integr 
part  of  it." 

Indeed,  part  of  the  mo 
vation  behind  AT&T's  he 
tile  $6.1  billion  bid  for  N( 
Corp.  is  the  computer  ma 
er's  international  busines 
Some  60%  of  NCR's  re\^ 
nue  is  from  outside  ti 
U.  S.  AT&T  already  has  ih 
vested  in  overseas  expa^ 
sion  by  buying  Istel  Ltd..i 
British  data-services  company,  and  la 
ing  fiber-optic  cables  beneath  the  Atla- 
tic  and  Pacific. 

The  overseas  move  is  impressive,  g- 
en  .\T&t's  history.  It  sold  off  its  forei;i 
holdings  to  ITT  Corp.  in  1925,  partly  ) 
stave  off  an  antitrust  suit.  Except  t" 
overseas  calling,  it  remained  mainly  i 
domestic  monopoly  until  it  set  up  its  - 
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ternational  arm  in  1980.  So  it  had 
little  feel  for  observing  foreign 
customs,  dealing  with  local  part- 
ners, or  lobbying  foreign  govern- 
ments. Overseas,  "AT&T  is  learn- 
ing how  to  negotiate  and  not 
simply  dictate  what  the  market  is 
and  what  the  market  wants," 
says  Kenneth  Zita,  an  indepen- 
dent analyst  and  former  .AT&T  em- 
aloyee.  It's  also  learning  to  adapt 
products  to  local  markets.  .AT&T's 
line  has  largely  consisted  of  re- 
kvorked  U.  S.  models.  So,  even  af- 
:er  spending  more  than  $100  mil- 
ion  adapting  the  powerful  5ESS 
jwitch  for  sale  in  Europe,  AT&T 
las  had  limited  success,  apparent- 
y  because  phone  companies  there 
jrefer  smaller  switches. 

In  most  of  the  world,  AT&T  is 
itil!  considered  the  new  kid  on  the 
)lock.  "They  want  to  see  refer- 
;nce  sales  and  say,  'Don't  tell  us 
ibout  Chicago.  What  have  you 
lone  in  Jakarta?'  "  says  Michael 
'asquale,  regional  vice-president 
or  AT&T  Computer  Systems  in 
iong  Kong.  Now,  at  least,  AT&T 
las  an  answer  to  that  question: 
^fter  pulling  out  all  the  stops  in 
ndonesia — even  offering  to  help 
luild  a  "mini  Bell  Labs" — in  No- 
•ember,  it  snagged  half  of  what 
nay  be  a  $1  billion  project  to  re- 
mild  the  country's  phone  system. 
•ROGNOSIS  UNCLEAR.  Working 
nth  local  partners,  often  the  key 

0  success  in  overseas  markets, 
emains  a  challenge  for  AT&T.  Af- 
ar five  years,  it  ended  its  frus- 
rated  relationship  with  Italian 
omputer  maker  Olivetti  in  1989. 
'he  same  year,  it  entered  a  venture  with 
taltel,  hoping  that  the  state-owned 
'hone-equipment  maker  would  help  it 
rack  the  rest  of  Europe.  But  the  prog- 
nosis is  unclear.  Jack  A.  Heck,  president 
f  AT&T  Network  Systems  International 

1  Hilversum,  the  Netherlands,  says  the 
wo  companies  are  still  working  out  how 

0  cooperate  on  development.  "If  people 
bought  business  would  boom  for  AT&T 

1  Italy  or  Europe  as  a  result  of 
his  agreement,  it  certainly  has  not 
appened,"  says  Claudio  Carrelli,  head 
f  research  and  develop- 
lent  for  SIP,  a  sister 
hone  company  to  Italtel. 

In  China,  AT&T  fell  be- 
ind  when  it  failed  to 
ransfer  technology  to  its 
)ca]  partner.  After  sell- 
ig  10  big  switches,  it 
)st  the  business  to  sup- 
liers  that  were  willing  to 
how  China  how  to  make 
itegrated  circuits.  Heck 
limits  that  the  company 
'as  slow  to  realize  the 


A  SOUR  PHILIPS  DEAL  DIDN'T  STOP  DUTCH  SALES 


SUCCESSES 


SPAIN  A  1985  chipmaking  joint  venture  helped  it  win 
contracts  for  network  equipment 

SOUTH  KOREA  Joint  venture  with  Lucky-Goldstar 
group  makes  switches  and  sells  AT&T  gear  in  Korea 

INDONESIA  Recently  split  a  major  equipment  order 
with  Japan's  NEC 


SETBACKS 


fRANCE  Outmaneuvered  in  1987  bid  to  acquire  a  gov- 
ernment-owned equipment  maker 

BRITAIN  Early  switch  sales,  but  few  follow-on  orders 

LATIN  AMERICA  Little  headway  outside  Mexico 


UNDECIDED 


ITALY  Alliance  witli  Olivetti  fizzled.  So  far,  sales  are 
scant  from  joint  venture  with  equipment  maker  Italtel 

CHINA  AT&T  braved  bad  publicity  to  seU  switches  af- 
ter Tiananmen  Squai'e  crackdown.  Few  sales  smce 

JAPAN  AT&T  is  trying  to  crack  one  of  the  world's 
toughest  markets  through  partnersliips 


ORMATION  PROCESSING 


AT&T  REACHES 
OUT  OVERSEAS 


'84   '85  '86   '87   '88   '89   '90  '91 
A  PERCENT  PROJEOED 
-FROM  INTERNATIONAL  CALLING  AND  FOREIGN 
ULES  OF  EQUIPMENT  AND  SERVICES 
DATA:  COMPANY  REPORTS 


importance  of  sharing  knowhow.  But 
that  may  change,  he  says,  because  of 
the  company's  success  in  Spain.  AT&T 
transferred  chip-making  technology  to  a 
joint  venture  with  Coinpahia  Telefonica 
Nacional  de  Espaha.  Three  years  later, 
Telefonica  helped  AT&T  team  up  with 
Amper,  a  local  switchmaker.  This  year, 
AT&T  expects  to  get  more  than  15%  of 
Telefonica's  switch  business  and  20%  of 
the  orders  for  transmission  gear. 

Another  smart  partnership  could  give 
AT&T  a  chance  to  recover  in  'Thailand.  Its 
partner,  Shinawatra  Com- 
puter Co.,  is  run  by  a 
family  that  has  been  a 
major  commercial  and  po- 
litical force  in  northern 
Thailand  for  20  years. 
They're  bidding  on  equip- 
ment orders  that  could 
reach  $1  billion  or  more. 

AT&T  also  needs  part- 
ners to  sell  phone  ser- 
vices, which  Willcoxon 
says  account  for  65%'  of 
AT&T's  international  reve- 


nue. The  company  faces  competi- 
tion carrying  voice  traffic  into 
and  out  of  the  U.  S.  from  .MCI 
Communications  Corp.,  U.  S. 
Sprint  Communications  Co.,  and 
other  carriers.  They're  also  vying 
with  AT&T  to  rig  international  net- 
works for  voice,  data,  and  video. 
AT&T's  goal  is  to  offer  one-stop 
shopping  to  multinationals  by 
signing  up  local  partners.  Part- 
nerships are  particularly  impor- 
tant for  selling  new  offerings, 
such  as  Western  Union  Co.'s 
EasyLink  electronic  mail  service, 
which  it  recently  acquired. 

One  problem:  Local  phone  oper- 
ators are  keen  to  grab  such  high- 
growth,  high-margin  services  for 
themselves.  And  even  if  they 
wind  up  in  a  partnership,  they 
don't  necessarily  want  AT&T.  On 
Jan.  29,  MCI  announced  its  own 
one-stop-shopping  plan:  a  deal 
with  17  national  phone  companies. 
Unlike  giant  AT&T,  MCI  is  regard- 
ed as  less  of  a  threat  by  foreign 
phone  companies.  British  Telecom 
and  IBM  are  discussing  a  joint 
venture  that  might  include  sever- 
al European  phone  companies. 
JOINT  VENTURES.  Another  obsta- 
cle is  competing  on  political  as 
well  as  business  fronts.  Competi- 
tors routinely  get  financial  help 
from  their  governments  and  from 
countries  where  they  locate  fac- 
tories. Commerce  Secretary  Rob- 
ert A.  Mosbacher  says  Washing- 
ton remains  opposed  to  tying  aid 
to  purchases  of  U.  S.  products, 
but  he's  willing  to  draw  on  a  $300 
million  fund  for  specific  cases. 
One  under  consideration  is  a  $50  million 
loan  to  Poland  to  help  buy  switches  from 
a  proposed  AT&T  joint  venture.  The  U.  S. 
government  already  has  financed  AT&T 
sales  in  Mexico  and  Indonesia. 

The  phone  giant  also  is  working  with 
foreign  governments.  AT&T  got  the  Span- 
ish and  Dutch  governments  to  provide 
low-interest  loans  for  its  recent  victory 
in  Indonesia.  It  hopes  to  tap  the  Italian 
government  for  help  financing  equip- 
ment sales  to  the  Soviet  Union  through 
an  AT&T-Italte!  joint  marketing  venture. 

None  of  these  moves  would  be  big 
deals  for  an  experienced  multinational. 
But  they  indicate  how  far  AT&T  Interna- 
tional has  come.  "It  means  that  in  the 
minds  back  in  New  Jersey,  we're  no 
longer  just  those  guys  out  there  in  Inter- 
national," says  Dwight  Jasmann,  presi- 
dent of  AT&T  International  Communica- 
tions Services,  Pacific.  It  also  means 
that  AT&T's  biggest  hurdle — its  own  in- 
experience— is  finally  disappearing. 

By  Dinah  Lee  in  Hong  Kong  and  Jona- 
than Levine  in  Paris,  with  Peter  Coy  in 
New  Yor/x  and  bureau  reports 
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NOW  SOFTWARE  ISN'T 
SAFE  FROM  JAPAN 

It's  turning  programming  into  a  factory  job 


lidden  inside  the  fax  machines, 
video  cameras,  and  auto  engines 
I  that  arrive  in  the  U.  S.  daily  are 
some  of  the  slickest  products  ever  to 
leave  a  Japanese  factory:  software  pro- 
grams. They  bear  no  brand  names  and 
add  virtually  nothing  to  Japan's  trade 
surplus.  But  these  high-quality  pro- 
grams are  helping  lay  to  rest  the  last 
great  myth  about  what  Japanese  indus- 
try supposedly  can't  do. 

It's  not  yet  time  to  say  sayonara  to 
America's  dominance  in  computer  soft- 
ware: No  Japanese  supplier  has  fielded 
anything  to  compete  with  the  Lotus  1-2-3 
spreadsheet.  And  U.  S.  suppliers  still 
hold  more  than  60'/'  of 
the  world  market  for 
such  packaged  software. 
But  Japan's  success  with 
"embedded"  software  in 
electronics  and  its  skill 
at  writing  huge  custom 
programs  for  banks  and 
other  businesses  is  caus- 
ing alarm  among  some 
American  experts.  "The 
Japanese  are  extremely 
well  positioned,"  says 
Michael  A.  Cusumano, 
assistiint  professor  of  management  at 
Massachusetts  Institute  of  Technology's 
Sloan  School  of  Management.  In  a  new 
book,  Japan's  Software  Factories,  he 
notes  that  Japan's  computer  giants  are 
applying  to  software  the  same  principles 
of  quality  control  and  project  manage- 
ment that  enabled  Japan  to  dominate 
manufacturing  businesses. 


OAJA 


LINES  OF.  DEBUGGED 
SOURCE  CODE  DELIVERED 
PER  MAN-YEAR  OF  WORK 


US. 
JAPAN 


DATA  MASSACHUSETTS  INSTIIUT!  Of  IfCHtlOlOG* 


A  group  of  55  busi 
ness  leaders  and  aca- 
demics,  brought  to- 
gether by  the  U.  S. 
Air    Force's  High 
Technology  Leverage 
Office,   reached  a 
similar  conclusion.  It  found 
that  the  Japanese  are  making  headway 
in  turning  programming  into  a  manage- 
able and  measurable  process — instead  of 
the  freewheeling  creative  endeavor  it 
symbolizes  to  most  Americans.  "I'm 
scared  to  death  by  what  I  see  happen- 
ing," says  Brad  J.  Cox,  chief  technical 
officer  of  Stepstone  Corp.,  a  Sandy  Hook 
_______       (Conn.)  maker  of  the 

advanced  programming 
software  that's  included 
with  every  NeXT  Inc. 
workstation. 

There  isn't  much  data 
yet    to    support  wild 
fears,  but  there  are  pos- 
sible   warning  signs. 
Comparing  a  few  dozen 
projects  at  top  compa- 
nies in  both  countries, 
j       MIT's  Cusumano  found 
that  Japanese  software 
writers  j)roduce  about  70%  more  lines  of 
source  code — the  detailed  instructions 
that  programmers  write — than  their 
American  counterparts.  At  the  same 
time,  Japanese  programs  had  fewer  than 
half  as  many  defects  (charts). 

Japanese  software  developers  have 
excelled,  Cusumano  concludes,  through 
superior  planning  and  teamwork.  They 


4.44 


U.S. 


l96 


7,290 
12,447 


have  also  capitalized  on  the  American 
concept  of  reusable  code,  which  involves 
saving  chunks  of  commonly  used  code 
instead  of  programming  from  scratch 
every  time.  Kawasaki  Steel  Corp.,  foi 
example,  asked  Fujitsu  Ltd.  to  provide 
its  engineers  with  a  new  programming 
regimen  in  1987.  "What  we  broughl 
them  was  standardization,  reusability 
and  a  whole  production  approach,"  says 
Hiroshi  Narafu,  section  manager  at  Fu 
jitsu's  Software  Factory  Dept.  The  re 
suit:  software  productivity  2.5  times 
greater  than  Kawasaki's  engineers  ha( 
beforehand. 

Japan's  software  factories  are,  as  th( 
name  implies,  facilities  crammed  witl 
hundreds  of  heavily  monitored  program 
mers.  While  the  U.  S.  industry  has  en 
couraged  independence  by  letting  iti 
programmers  work  when,  where,  an( 
how  they  want,  Japan's  software  writer 
must  work  as  rigidly  as  its  auto  assenr 
biers.  The  system  was  bor 
in   the   late  1960s 
when  a  shortage 
•  college-trained  pn 
grammers  drove  th 
electronics  giants  to  d 
their    own  training 
which  emphasized  star 
dardized  practices  an 
systematic  review.  Afte 
tracking  productivity  an 
defect  rates  for  25  yean 
Hitachi  has  a  massive  dat 
base  that  helps  determiri 
how  many  people,  workin 
how  many  hours,  will  be  needed  to  con 
plete  a  given  task. 
'MORE  PRIMITIVE.'  The  success  of  thes 
tactics  is  starting  to  spark  interest  in  tl 
U.  S.  Software  makers,  as  well  as  bus 
nesses  that  do  their  own  programmin 
are  just  beginning  to  adopt  such 
proaches,  says  Victor  Basili  of  the  Ur 
versity  of  Maryland's  Institute  for  A 
vanced  Computer  Studies.  "But  we're 
a  more  primitive  stage." 

Even  so,  the  U.  S.  software  industry 
in  no  immediate  danger  of  falling  behir 
Japanese  rivals.  Kazuhiko  Nishi,  prei 
dent  of  Japan's  top  microcomputer  sol 
ware  company,  ASCII  Corp.,  says  th 
Japanese  software  still  lags  behind  tl 
U.  S.  by  five  years.  But  ignoring  JaprT 
nese  progress  would  be  perilous:  Histo- 
cally,  a  Japanese  obsession  with  a  man- 
facturing  process  has  been  the  precurs,' 
to  an  export  drive.  "We've  seen  t| 
same  thing  in  every  other  industry? 
.says  Cusumano.  Luckily,  U.  S.  softwaJ 
experts  have  been  monitoring  develc,^ 
ments  in  Japan  for  years  and  still  ha* 
time  to  learn  some  Japanese  tricks  l*- 
fore  it's  too  late. 

By  Neil  Gross  in  Tokyo  with  biinr 
reports 
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The  youngest,  most  modern  fleet  across  5  continents. 


'  Every  fem^  years,  a"^  ffwh  a  point  o  f  replacwg  our  aircraft  wit/i  the  latest  the  industr  y  has  to  offer  In  fact,  our  fleet  is  kno  wn  to 
be  the  youngest  and  most  modern  of  any  major  airline  in  the  world.  But  perhaps  that's  not  what  you  II  best  remember  us  for 
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1-800-424-3090 
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BUSINESSWEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL6061  I 
FAX:  (312)  337-5633 


Franchising 


Franchise 

your  business! 


A  Seminar  for  business  owners  and  C.E.O.s 

Topics  include 

Fraxhise  criteria  •  Earnings  poiemial 
MarVenng  methods  •  Growth  potential 
Legal  requirements  •  Development  costs 

Tuition  $145 
Group  rates  available 
Call  for  reservations 


More  and  more  bi^sinesses,  large  and 
small,  are  expanding  through  fran- 
chising. It  your  sucx«ssful  business 
syste-n  can  t)e  taught  to  others,  you 
snojid  consider  the  franchise  alter- 
native. Attend  thiis  all-day  seminar 
conducted  by  the  only  management 
consulting  firm  that  has  helped  500 
businesses  become  franchisors 

'  Seminar  Locations 


Atlanta  Feb  19 

Boston  Feb  22 

Charlotte  Feb  20 

Chicago  Mar  21 


□  alias  Mar.  20 

Houston  Mar.  19 
Los  Angeles  April  1 1 


Miami  Feb.  18 

New  York  Feb.  2t 

San  FrarKisco  April  10 

Seattle  Apni  9 


Can't  attend?  CaJI  orwnte  ior  information  on  francheing  your  business 


■800-877-1 103 

FrancofP' 


NewYork  237  Park  Avenue  •  New  York.  NY  1001 7  •  (21 2)  922-36O0 
Chicago:  20200  Governors  Dnve  •  Olympia  Fields,  IL  60461  •  (708)  481-2900 
Los  Angeles  6033  W  Century  Blvd  •  Los  Angeles  CA  90045  •  (213)  338-0600 


Menswear/Fashlon 


men's  WIDE  SHOES 


EE-EEEEEE,  SIZES  5-13 

Extra  v/idth  for  men  v/ho  need  it. 
Excellent  vanety  styling 
andsual't,  5--:         .  ) 
fo^FREE 
CATALOG 


Ttie  Widest  Se'ec- 0" :' 


Health/Fitness 


HITCHCOCK  SHOES,  INC 


Executive  BackChair 


MENS  Hard  to  fit? 


Call  for  our  catalog  full  of 
great  looking  brand  name 
clothes  guaranteed  to  fit' 

•  Tall  to  4XL 

•  Big  to  8XL 

•  Shoes 
12-16 
AM-EEE 

CaliToll-Free 
800-456-4334 


nng-.neereG  lor 
customized  orthopedic 
support  to  prevent 
and  relieve  back  pai: 


•  Built-in  adjustabli 
lumbar  support 

•  Adjustable 
neck  rest 

■  Forward-tilt 
feature 
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EXERCISE 

NEVER  LOOKED  SO  GOOD! 


FItNESS 


Rnancial  Services 

BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Perfor-Tiance  j 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable  ^ 
stocks  (rated  8  or  9) 
—  including  some  very  | 
famous  names- 
which  I  believe  could 
■  take  a  bath.-  I  ll  rush  u.dtin  7WFin 
you  the  Performance  "^^KUN^wtH. 
Ratings  (S39 value)  asa  bonus  with 
your  subscription  to  The  Zweig Fore- 
cast. Time  IS  crucial. 

Three-Month  Trial  S50.  One  Year 
S245.  Visa  or  MC  1-800-633-2252 
Ext,  9024 

THE  ZWEIG  FORECAST 

P.O.  Box  360,  Bellmore,  N  Y.  11710 


$5,000  CASH  AVAILABLE 


to  start  or  expand  your 
business.  Guaranteed. 
FREE  revealing  details. 
Write:  AMERICANBUSINESS 
CLUB,  301-BB  Plymouth 
Drive,  Dalton,  GA 30721  -9983 


Invesfrnent  Opportunities 


IW  EST.ME.NT  GEMSTONES! 
GUARANTEED  UQUIDrmn 

bu\  &  sell  Diamonds  and  ail  Precious  Getn- 
siones  Free  wholesale  catalog  since  1%"' 
Member  Je^^elers  Board  of  Trade  &  Ctumber  of 
Commerce 

HOISEOFONYX 

One  .Main  Street 
Greenville  Kcntuck\  423-15 
TOUFltni-800-626-8352 


Marketing/Consulting 

'Marketing  &  Team  Building  • 
I     To  Beat  The  Recession' 


.    1^  Shelton.  frrn.-  VT-Mi--^--:^  Ox,:^  ^ 

■ 4  Pele  Silver  s„->:e;;t.-  Ec.;o:  ■ 
The  M2Tie*.m2  Comrn'jrjcaLons  Repor  ■ 

^m)  MR  SPE-VKER  <800  677.732^ 

Language  Translations 


FOREIGN  LANGUAGES 
TRANSLATED  INTO  ENGLISH 

72  Languaces— S  rce  1959—5  certs  a  wore 
DAVID  GRANT  STEWART 
&  COMPANY 

1324AvaRoac  Se,;-  V;-yiand  21 144 
(301)551-2745 


Computers/Office  Equipment 


■TmnRYmnc 


INDUSTRIES  INC 


-  y  '  i:''  ,ea'  ot  DiSCOu.S  i  S 
Tandy-  Computers 
Radio  Shack^  Products 
Toll  Free  800-231 -3680 
225'  1  Kafy  Fwy  Katy  (Houston)  TX  77450 
1-71 3-392-0747  Fax  (713)  574-4567 


Software/Directories 


A  NEW  DIRECTORY  CONCEPT! 

FIND  needed  references  to  IBM  PC 
(DOS)  software  reviews  in  trade  anc 
business  publications  when  buying 

>»  Contact  «< 
THAT  Review  List!  Publishing  Groci 
1 153  N  Dearborn  Street  -  Suite  31 
Chicago,  IL  60610  -  312-988-907«< 


Business  Services 


OUR  LAWYERS 
CAN  COLLECT  FOR  YOU 

FASTER  THAN  A 
COLLECTION  AGENCY. 

We  are  a  unique 
managemeni  firm  with  a 

Network  of  Collection 
Attorneys  specializing  in 
collecllon  law. 


INNOVATIVE  NETWORK 
1-800-336-DEBT 


RESEARCH  REPORTS 

19,278  topics  avoiloble!  Send  S2.0C 
for  the  306-page  catolog.  Custom 
written  report,  also  ovoiloble.  Re- 
search Assistoncc.  11322  Idaho  Ave.. 
S206BF.  Los  Angeles.  CA.  90025.  Toll 
Free  Hotline:  80C-351-D222  iColifor- 
n,a:  213-477-3226. 


Export/Import 


EXPORT  IMPORT  DIRECTORIE 

GUIDES  6  PUBLICATIONS 


EAST  &  WEST  EUROPE J 
U.S.S.R.,  CANADA  &  U.S. 


800-359-6031.  fax:  (41 5i  495-43a 
ISTERNATIONAL  TRADE  PRESS 
2  Towsena  St..  *  2-304.  San  Francisco,  CA  34iorVi 


IT  PAYS  TO  ADVERTISE  IN  THE  BUSINESS  WEEK 
MARKET-PLACE 

The  Business  Week  Market-Place  Section  is  a  special  advertising  feature 
appearing  m  the  first  issue  of  each  month.  The  Market-Place  provides  an 
ideal  Showcase  for  advertisers  who  have  products  or  services  that  app>eal 
to  Business  Week  s  more  than  6.2  million  responsive  readers. 

For  rates  and  information  write: 
BUSINESS  WEEK  MARKET-PLACE 
100  East  Ohio  St.,  Suite  632 
Chicago,  IL  60611 
or  call  (31 2)  337-3090  or  FAX  (31 2)  337-5633. 


I 


AND  INFORMATION 
PHONE: 
1-800-424-3090 
(312)  337-3090 
OR  WRITE: 


MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  60611 
FAX:  (312)  337-5633 


Business  Opportunities 


Peak  Profits. 


Launch  an  independent 
business  with  Lindal 
Cedar  Homes,  the 
world's  most  popular 
premium  custom  house:> 

•  High  profit  margins. 

•  No  franchise  fees, 

•  World-class  sales 
support. 

•  Powerful  marketing. 
For  the  whole  story, 
please  call 

1-800-221-6063. 


1  A  Lindal  Cedar  Homes  » 

f  P.O.  Box  24426,  Dept.  FW2,  Seattle,  WA  98124  (206)725-0900.  f 


Exhibit/Attend  INPEX"" 

America's  largest  invention 
trade  show.  Over  500  exhibits 
from  around  the  world.  New 
products  for  sale  or  license. 
Information— 412-288-2  523. 


MAKE  592%  PROFIT! 


MIRACLE  POLISHING  CLOTH 

Cieans-'potishes  ANY  surface  like  magic 
Insiantlyi  Terrific  10  second  demonstration!  Fast 
i3  49  seller  pays  $2  90  profit'  Big  volume  Cham 
Store  item  Exclusive  territory 

FREE  SAMPLE 

nOC  1312-  WASHINGTON  AVENUE 
nolo    ST  LOUIS,  MO  63103-1989  U  S  A 

Phone  or  write:  314-241-8464 


Autos  For  Sale 


GOVERNMENT  SEIZED 
Vehicles  from  $100. 
Fords.  Mercedes.  Cor- 
vettes. Cfievys.  Surplus. 
Buyers  Guide  (1)  805- 
687-6000  Ext.  S-30030 


Cable  TV 


CABLE  TV  DESCRAMBLERS 

CONVERTERS,  ACCESSORIES 

I  Name  Brands.  Lowest  Prices.  Best  Service. 
I     For  FREE  16-page  color  catalog  call 

'  "c^o^M^^Air (800)  234-1006 


Art/Collectibles 


Remington  Bronzes 

Now  available  to  collectors... 
FqII  size,  museum  quality. 
Lost-wax,  hot-cast,  brotizc 
reprodoclions  of  2J  works 
by  Frederic  Rcmiof^on 
FREE  COLOR  CATALOG 
MminWnMan   HT:»'  $695 

MUNYON  &  SONS 

IllSWaveity  Hta  Dr ,  Thousand  Oaks,  CA  91360 
FAX  1  805  496-7842, 
VISA/MC/AM  EX  1  800  289-2850 
■R£E  SHIPPING-SATISFACTION  GUARANTEED 


FRANCHISE  OPPORTUNITY  HAND- 
BOOK. Information  on  over  1,000 
selected  franchisors.  Including  what 
you  should  know  before  you  Invest. 
$59.95  including  postage  (overseas 
add  $15).  Money  back  guarantee. 
Mailomatic  Shops,  Inc.  PC  Box  1495, 
Port  Washington,  N.Y  1 1 050. 


Inventories  Purchased 


FREE  FOR  THE  ASKING! 

Turn  your  excess  inventory  into  a  cash 
cow  This  free  book  covers  a  wide  range 
ol  money  making  options,  lax  benetits  and 
pitfalls  Call  or  write  Gary  Lawrence  Learn 
how  to  skim  the  cream  from  your  excess 
electronic  and  electromechanical 
inventories 

American 
^Design 
kCofp. 

Depi  30M20 
315  Fairvlew  Ave,,  PC  Box  520 
Fairvlew,  NJ  07022 
1-800-776-3eOO 


Wine  Cellars 


WiNECELLA  RS-  USA 

IS  Models  -  We  won't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Your  to!.i 


ViS3/MC/AmEx/Discover 


296  Bottle  Credenza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models  - 

Nol  Hiindmaile 

40  Bottle  Glass  Door 

$  .S99 

$  499 

60  Bottle  Glass  Door 

749 

659 

l  urVault  holds  about  8  Furs  $3495       $  1895  I 


Only 

$2,8.S 
per 
bollk- 
Model 
700 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131ST  St.  Los  Angeles  •  800/777/VlNO  (777-8466)  or  in  CA  213/719^500 


Corporate  Gifts 


BEAUTIFUL  ART  GLASS 


(KATE  your  wiirk  plaa' 
i  ir  home  with  unique,  hard 
craftai  pieces  from  world 
famous  Califomia 
:u1isans.  Send  $  >.(X) 
Inday  for  our  full  color 
catalog  of  exceptional 
glass  creations,  pnced 
from  $7S  to  $250  The 
price  of  the  catalog 
will  be  refunded  on 
vour  first  order 


Gerard  House 


Sy?  COLLEGE  AVE,.  STE  308,  OAiOANIl,  CA9461S 


VIRGINIA  BADER  FINE  ARTS  \ 

Specializing  in  Limited  Edition  Color 
Lithographs,  Color  Catalog  $5  (over- 
seas $10).  Call  Toll  Free  CA  1-800- 
328-5826  or  VA  1 -800-233-0345 


FINALLY.  A  UNIQUE  LAMP 
IMPRESSIVE  ENOUGH  TO 
PUT  ON  YOUR  DESK! 

^^^^  — 1  Halogen  Desk  Lamp 
'  I   .  >^         by  Machina. 


Slylish  Contempofdrv    ^  ^ 
Sophisiicaied  A  symbol  ol  how^>r^  „30-0fly 
you  thmk  and  work  Gives  you  com^  gONff  fiflr^  ^ 
  Illumination  ol  your  J*^^liANT£^f  \ 


lonlrol  ovei 
mpulei 


I  ollicc' 

Exclusive  edge  iii  shade  design  piovides  choi 
ol  Ihreemleithangeablecolot  accent  nngs  |in 
rludedl  10  cieate  dramatic  halool  light  in 

tail  when  (ully^eiiended  Sdidly  consuuc 

Dual  miensiiy  swilcfi  controls  ellicient 
watt  halogen  bulb  (includedl  One  year  m; 
ulactuier  s  warranty  Available  in  black  Oi 
giey  ISpecilyl 

Quantities  are  limned  so  don  t  delay' 

•  $10  96  Shipping  &  Insurance 
CHARGE  BY  PHONE  -  24  HOURS 

800-654-0368 


^=   C  O  D  DELIVERY  AVAILABLE 

OR  sino  Rcaucsi  HI  In  i  mi «  vorto  oroir  to 


Executive  Privilege,  Inc. 
4988  N.  Univeisily  Drive.  Suite  133 
Fort  Lauderdale.  FL  33321 


Corporate 
Ties 

(150  PC  minimum) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request 


Barnard  Maine  ltd. 

33  Mead  Ave.  •  Cos  Cob 
CT  06807 .  l  .S.A. 
Dept.  BW  (203)  «69  3006 


IMAGE 
BUILDERS 


WINTER  SAVINGS! 


CUSTOM 
EMBROIDERED 
CAPS  AS  LOW 
AS  $3.99 

CUSTOM 
IMPRINTED 
CAPS  AS 
LOW  AS 
$2.69 


The  Corporate  Choice 

Telephone  415-786-1100 
Fax  415-786-1111 
3952  Point  Eden  Way 
Hayward,  Califomia  94545 
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EDITED  BY  AMY  DUNKIN 


Real  Estate 


WHEN  IIMITED  PARTNERSHIPS 
GET  LUMPED  TOGETHER 


Y 


ears  ago,  you  bought 
into  a  real  estate  limit- 
ed partnership  (RELP), 
and  you've  been  wondering 
how  the  properties  are  faring. 
Suddenly,  the  mail  brings  a 
300-page  document  filled  with 
100-word  sentences.  It's  from 
your  RELP's  friendly  general 
partner,  proposing  what's  for- 
mally known  as  an  exchange 
offer  and  colloquially  known 
as  a  roll-up:  the  combination 
of  your  RELP  and  others  into  a 
single  entity  that  will  trade 
publicly.  The  general  partner 
needs  your  approval. 

Should  you  vote  yes?  The 
roll-up  does  have  its  points. 
Merging  several  helps  into 
one  promises  economies  of 
scale  and  more  efficient  man- 
agement. Depending  on  the 
new  company's  tax  structure, 
it  could  simplify  the  paper- 
work on  your  1040.  More  im- 
portant, it  offers  liquidity. 
You  can  sell  your  shares  on 
an  open  exchange,  vs.  the  no- 
toriously small  and  discounted 
private  market  for  RELPs. 
OIL'S  WELL.  But  all  these  pros 
pale  in  the  face  of  one  con:  a 
lousy  track  record.  "Every 
single  real  estate  roll-up  has 
gone  down,"  says  Barry  Vino- 
cur,  editor  for  Stanger's  In- 
vestjnent  Advisor,  a  monthly. 
Specifically,  the 
nine  major  roll-ups 
that  have  occurred 
to  date — most  of 
them  in  the  past 
three  years — have 
declined  an  aver- 
age of  557'  from 
their  original  of- 
fering prices,  los- 
ing more  than  $1 
billion  in  investors' 
funds.  Small  won- 
der that  investors 
and  industry 
groups  are  calling 
for  roll-up  reform, 
prompting  con- 


gressional hearings  last  Octo- 
ber, with  more  planned  for 
this  spring. 

Theoretically,  there's  noth- 
ing wrong  with  roll-ups:  A 
few  with  oil-and-gas  partner- 
ships have  actually  appreciat- 
ed in  value.  Part  of  the  prob- 


THE  MARKDOWNS  IN  ROLL-UPS 


Company 

Original 
share  price 

Price  as  of 
Jan.  28 

AMERICAN  REAL  ESTATE  PARTNERS  LP 

$20.00 

$8.00 

CENTENNIAL  GROUP 

10.00 

.25 

CRI  INSURED  MORTGAGE  ASSN. 

15.00 

7.13 

CRI  LIQUIDATING  REIT 

15.00 

12.38 

HALLWOOD  REALTY  PARTNERS  LP 

30.00 

4.88 

LANDSING  PACIFIC  FUND 

16.95 

6.88 

NATIONAL  REALTY  LP 

50.00 

7.50 

RPS  REALTY  TRUST 

10.00 

5.25 

SOUTHWEST  REALTY 

20.00 

1.38 

DATA:  UQUIDITY  FUND.  BW 


lem  with  RELP  roll-ups  is  lack 
of  interest  in  real  estate  in- 
vestments in  general— and  for 
many  of  these  RELPs'  hold- 
ings in  particular.  Typically,  a 
roll-up  consists  of  a  few  part- 
nerships that  are  doing  well 
and  several  that  are  doing  not 
so  well.  By  merg- 
ing them,  the  hope 
is  "the  good  will 
prop  up  the  bad," 
says  Richard  Wol- 
lack,  chairman  of 
Liquidity  Fund  in 
Emeryville,  Calif., 
which  trades  part- 
nerships. In  reali- 
ty, the  bad  per- 
formers drain  the 
good,  leaving  the 
new  shares  with  a 
yield  as  low  as  3%. 
Since  other  real  es- 
tate stocks  are 
yielding  around 


10'/^  now,  the  market  driv5 
the  roll-up  down  until  t 
achieves  a  comparable  retui., 
says  Wollack. 

The  market's  disdain  is  ao 
due  to  the  way  many  of  ts 
deals  are  structured.  Ofb., 
there  are  large  transactm 
fees  and  ongoing  manaj- 
ment  fees  that  drain  what  ;- 
tie  cash  is  flowing.  Freque;- 
ly,  the  general  partner  sets  p 
a  "super-majority"  \'i>i\'{ 
clause,  which  says  mana;- 
ment  can't  be  removed  wii- 
out  two-thirds  of  the  sto:- 
holders'  vote.  And  whe 
RELPS  usually  liquidate  in  Hn) 
12  years,  the  roll-up  is  give  a 
long  life  span.  Says  Glen  i- 
gelow  of  Bigelow  Mana^ 
ment  in  New  York,  whh 
trades  partnerships  on  'e 
secondary  market:  "Invest"s 
sign  on  for  an  eight-ycr 
cruise,  discover  it's  becom^a 
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0-year  cruise,  and  they  can't 
hange  the  skipper." 
At  least  519'  of  the  hmited 
artners  must  approve  for  the 
oll-up  to  occur.  If  it  does, 
our  help's  units  get  ex- 
hanged  for  stock  in  the  new 
ntity.  But  it's  not  a  one-to- 
ne swap.  The  general  part- 
er  sets  an  exchange  value  on 
le  shares,  estimates  your  eq- 
ity's  worth,  and  divides  that 
y  the  exchange  value.  If  it 
■as  $15  per  share,  and  your 
ake  was  valued  at  $4,500, 
ou'd  receive  300  shares. 
Consider  all  these  factors 
hen  perusing  the  proposal, 
id  take  any  accompanying 
rokerage  recommendations 
ith  a  grain  of  salt;  brokers 
ay  be  compensated  by  the 
imber  of  "yes"  votes  they 
■ing  in.  Particular  red  flags: 


transaction  fees  that  total 
more  than  3%  of  assets  and 
management  fees  that  come 
off  the  top — instead  of  being 
subordinated,  or  delayed,  un- 
til the  shareholders  receive 
their  payout.  Absence  of  such 
factors,  and  a  short  life  span, 
enhance  the  outlook  for  roll- 
ups.  For  example,  CRI  Liqui- 
dating REIT  has  maintained  an 
approximate  $12-per-share 
value  since  its  debut  in  No- 
vember, 1989,  because  it  in^ 
tends  to  terminate  and  repay 
investors  in  1997. 
'IT  HURTS.'  It  may  also  bode 
well  if  the  new  entity  is  struc- 
tured as  a  real  estate  invest- 
ment trust,  as  is  the  trend, 
instead  of  as  the  traditional 
master  limited  partnership. 
Institutional  investors  prefer 
REITs  to  MLPs,  which  generate 


taxable  income  even  when 
held  in  tax-deferred  accounts, 
says  Jon  Fosheim,  a  principal 
in  Green  Street  Advisors,  a 
real  estate  research  firm  in 
Newport  Beach,  Calif.  If  the 
institutions  aren't  buying,  "it 


Beware:  These 
Voll-ups'  have  a 
lousy  track  record 


hurts  in  terms  of  liquidity." 

Unfortunately,  investors 
who  don't  like  the  looks  of  a 
deal  have  few  options.  Sim- 
plest move:  Vote  no.  And 
write  your  general  partner 
and  your  broker,  explaining 
why.  In  the  current  antiroll- 


up  climate,  protests  can  have 
an  effect.  One  pending  roll- 
up,  sponsored  by  Krupp  Co. 
in  Boston,  has  been  postponed 
twice,  as  the  company  revised 
its  proposal  to  meet  demands 
from  investors  and  brokers. 

And  if  the  roll-up  goes 
through?  Try  to  sell  on  the 
day  trading  starts — a  grim 
option,  since  the  average  roll- 
up  immediately  declines  al- 
most 407'  from  its  stated  ex- 
change value.  "Still,  I'd  rather 
be  out  on  the  first  day  with  a 
397'  loss  than  in  the  third 
year  with  an  837f  loss,"  notes 
Mark  Sletten,  president  of  the 
Real  Estate  Investment 
Assn.,  a  trade  group.  Until 
the  structure  of  these  deals 
improves,  taking  a  loss  seems 
the  best  way  to  play  the  roll- 
up  game.  Troy  Segal 


Employment 

low  TO  TEMP 
OUR  WAY 
0  THE  TOP 


In  this  recession,  a  white 
collar  is  no  insurance 
against  a  pink  slip, 
ownsizing  has  thinned 
e  management  ranks  at 
mpanies  in  nearly  every 
dustry.  Now,  some  dis- 
aced  executives  are  tak- 
%  an  unusual  route  to 
w  jobs:  temping. 
Temporary  assignments 
in't  just  help  pay  the  bills 
'tween  jobs.  More  than  half 
e  time,  they  lead  to  perma- 
^nt  positions.  A  company 
ly  look  for  an  interim  man- 
:er  in  a  crisis,  only  to  find  it 
n't  do  without  the  executive 
ce  the  crunch  has  passed. 
iNDS  ON.  Unlike  consultants, 

10  analyze  and  advise  but 
ive  the  implementation  to 
Mrs,  temporary  executives 

11  up  their  sleeves  and  do 
s  work  themselves.  "Our 
ndidates  do  very  specific 
5ks,  such  as  launching  a 
itual  fund  or  revamping  a 

jiia|  mp^ter  system,"  says  Ka- 
wl 
in 


itf 


1  Cook  of  Alterna-Track,  a 
;w  York  company  that  ca- 
•s  mostly  to  women  in  the 
.ancial  field. 

^  A  growing  number  of  firms 


specialize  in  short-term  execu- 
tive assignments.  Executive 
Recruiter  News  lists  nearly 
three  dozen;  you  can  get  the 
directory  for  $5  by  calling  603 
585-6544.  Some  are  industry- 
specific.  Lawsmiths  in  San 
Francisco  matches  attorneys 
with  temporary  openings  in 
law  firms.  Kron  Medical  in 
Chapel  Hill,  N.  C,  finds  spots 
for  doctors.  Others,  such  as 
Corporate  Staff,  San  Francis- 
co, emphasize  "transferable" 
skills  such  as  finance,  human 
resources,  and  marketing. 

To  join  an  executive-temp 
firm's  data  base,  you  fill  out  a 


detailed  application  describing 
your  talents  and  availability. 
Then  the  screening  starts. 
New  York-based  Interim 
Management  doesn't  accept 
candidates  with  fewer  than  15 
years'  experience  in  their 
fields.  Some  firms  interview 
everyone  who  makes  it  into 
the  data  base;  others  wait  un- 
til a  position  comes  up. 

Normally,  the  temp  firm  ne- 
gotiates compensation  and 
length  of  assignment,  which 
can  range  from  a  month  to  a 
couple  of  years.  In  some 
cases,  the  client  company 
pays  the  executive's  salary 


and  gives  the  temp  firm  a  per- 
centage. In  others,  the  temp 
company  subcontracts.  A  few 
firms,  such  as  Interim,  pro- 
vide free  health  insurance — 
but  only  when  people  are  ac- 
tually working. 
BEEFIER  RESUMES.  Salaries 
for  temp  executives  vary 
widely.  Klivans,  Becker  & 
Smith,  a  Cleveland  company 
that  places  senior  managers 
in  manufacturing,  says  its 
people  earn  1.5  times  the  per- 
manent-job rate.  But  one  cli- 
ent of  Alterna-Track  says  can- 
didates are  willing  to  work 
for  half  what  they're  used  to. 

Not  all  temporary  execu- 
tives are  hoping  for  a  perma- 
nent spot.  Many  professional 
women  with  families  see  in- 
terim assignments  as  a  way 
to  keep  working  without  com- 
mitting themselves  to  an  in- 
flexible schedule.  Ambitious 
young  managers  use  temp 
work  to  beef  up  resumes  and 
add  depth  to  their  experience. 

Executive  temping  also  of- 
fers hope  for  the  disgruntled. 
Kevin  Moriarty,  a  former 
Burger  King  executive  vice- 
president,  felt  he  lost  autono- 
my when  Grand  Metropolitan 
took  over  the  chain  in  1989. 
He  meant  to  take  it  easy  for  a 
while,  but  Interim  called  him 
to  help  out  at  Del  Taco  when 
its  president  resigned.  Mor- 
iarty got  his  energy  back — 
and  last  year,  Del  Taco  named 
him  CEO.  Joaii  Warner 
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PICK  THE 
RIGHT  COLLEGE 
—WITH  A  PC 


aniel  Bernstein's  moth- 
|er  was  dumbfounded 
when  he  decided  to  at- 
tend Carleton  College.  "She'd 
never  heard  of  it,  and  frankly, 
neither  had  I."  says  the  native 
New  Yorker,  now  ensconced 
in  Northfield.  Minn.  He  chose 
the  small  private  college  with 
help  from  a  82.500  computer 
program  used  by  a  Manhat- 
tan community  center.  The 
program  screens  schools  ac- 
cording to  a  student's  aca- 
demic profile  and  preferences. 

For  825  to  8250,  parents 
and  their  collegebound  chil- 
dren can  now  get  similar  soft- 
ware for  home  computers.  In- 
stead of  spending  hours 
leafing  through  phonebook- 
size  directories  to  compare 
schools,  students  create  an 
on-screen  personal  profile. 
Then  they  input  qualifications 


for  their  ideal  col- 
lege, listing  parame- 
ters for  student- 
body  size,  financial 
aid,  tuition  costs, 
and  courses  of 
study.  In  seconds,  a 
keystroke  calls  up 
the  names  of  suit- 
able schools. 

Among  various 
programs  you'll  find 
easy  to  use: 

■  College  Probe 
(825).  Developed  by 
Bruce  Egan  of  the 
University'  of  North 
Carolina,  it  describes 
1,500  colleges  ac- 
cording to  S.\T 
scores,  size,  cost, 
and  location.  "The 
goal  is  to  pique  a  student's 
interest  about  colleges  he  or 
she  might  never  have  consid- 
ered." savs  Egan.  who  sells 
the  software  by  mail  (919  929- 
1485).  The  program  (IBM  PCs 
only)  also  prints  out  a  letter 
to  request  more  information 
from  chosen  schools. 

■  College  Explorer  (The  Col- 
lege Board:  860).  With  this 
more  complex  software  (IBM 
or  Apple),  a  student  can  list 


up  to  600  criteria  to  help 
choose  from  2,900  two-  and 
four-year  institutions.  It's 
available  in  bookstores  or  bv 
mail  (800  32:3-71.55). 
■  College  Selection  (Peter- 
son's; 8159).  The  program 
(IB.M  or  Apple)  generates  a  let- 
ter that  can  be  sent  to  admis- 
sions directors  at  up  to  1,777 
four-year  schools.  The  letter 
can  include  the  student's  Sat 
scores,  class  rank,  extracur- 


ricular activities,  anc 
other  factors.  On 
screen  writtei 
"snapshots"  of  spe 
cific  schools  summ^ 
rize  information  sinr 
ilar  to  that  offeree 
by  Peterson's  2,40( 
page  college  guide. 
■  College  Majors 
Search  i  Custom  T)i 
tabanks:  8250).  Th 
IBM  software,  aval 
able  by  calling  30 
990-40i0,  zeroes  i 
on  7.000  major  d< 
partments  at  800  co 
leges.  So  a  studer 
can  determine  whic 
business  program 
pro\ide  work  exper 
ence  or  which  phy: 
ics  departments  may  accej 
students  with  low  sat  score: 
As  part  of  the  selection  pn 
cess,  students  can  turn  froi 
the  computer  screen  to  the  T 
screen.  Search  By  Video  (8( 
248-7177)  markets  videoca 
settes  that  pro\ide  a  close-i 
look  at  more  than  100  collegt 
for  S4  per  school.  Tell  tl 
company  which  schools  yc 
want,  and  it  will  send  you 
customized  tape.     Don  Dm. 


Rather  than  plead  their 
case  to  bankers,  would- 
be  borrowers  can  tap  anoth- 
er loan  source:  their  retire 
ment  plan.  Many  401(k) 
programs  allow  employees  to 
borrow  from  their  tax-de 
ferred  sa\ings  and  pay  inter- 
est into  their  own  account. 
But  while  the  rates  are  at- 
tractive, there  are  caveats. 

By  law,  the  loan  rate  can- 
not be  bargain-basement. 
Still,  it  can  be  a  point  lower 
than  the  rate  banks  charge 
on  secured  personal  loans, 
which  now  averages  12.85%. 
But  the  interest  rate  doesn't 
really  matter  since  you  are 
paying  it  back  to  yourself. 
What  matters  is  the  hidden 
cost- — the  earnings  you 
might  have  gained  on  your 
tax-deferred  sa\ings.  Since 
money  bon-owed  from  your 
401(k)  is  not  collecting  inter- 
est, "you  2'e  not  creating  any 
W'ealth,  you're  just  ti'ansfer- 
ring  money  from  one  pocket 
to  another,''  says  Steven 
Weinstein,  an  Arthur  Ander- 


Smart  Monev 


DIPPIHG  INTO  YOUR  PENSION? 
WATCH  YOUR  FINGERS 


sen   partner   in  Chicago. 

Say  you  need  850,000.  You 
would  be  better  off  taking 
that  amount  out  of  a  money 
market  fund  with  a  b^^c  after- 
tax return.  If  you  leave  it  in 
your  401(k)  earning  9%  tax- 
defeiTed,  for  example,  you 
are  getting  the  equivalent  of 
about  a  13%  taxable  yield. 
After  a  year  you'd  have  a 
net  gain  of  $4,500,  more  than 
offsetting  the  82,500  after- 
tax earnings  you'd  forgo  by 
draining  the  money  fund. 

How  much  you  can  borrow 
depends,  of  course,  on  how- 
much  you  have  in  the  plan. 
You  can  count  half  of  your 
vested  balance  as  loan  secu- 
rity, with  a  cap  of  850,000. 
The  loan  must  be  repaid  at 
least  quarterly  and  within 


five  years,  unless  you're  us- 
ing it  to  buy  a  principal  resi- 
dence. Then,  you  may  have 
up  to  30  years  to  repay, 
through  pa\Toll  deductions. 

Companies  wTite  their  own 
rules,  with  some  allowing 


Tapping  into  a 
401(k)  is  easy — but 
it  can  be  expensive 


loans  only  for  hardships, 
such  as  uninsured  medical 
costs.  Your  credit  ratings  is 
not  an  issue  in  qualifying. 

If  you  leave  your  company 
with  a  loan  outstanding,  the 
balance  will  be  subtracted 


before  you  receive  you: 
401(k)  funds.  But  the  Inter 
nal  Revenue  Service  require; 
you  to  roll  over  your  entiri 
401(k)  into  another  qualifie( 
plan  within  60  days.  If  yoi 
can't  return  the  loan  balanc 
in  time,  the  IRS  will  peg  it  a 
an  early  withdrawal  and  hi 
you  with  a  10%  penalty  a 
well  as  income  tax,  says  Ke 
ren  Frost,  a  benefits  consu 
tant  with  Hewitt  Associates 
GRACE  PERIOD.  If  you  take 
leave  of  absence,  companie 
can  grant  up  to  a  year' 
grace  period  from  loan  paj 
ments.  But  the  five-yea 
schedule  still  holds — so  one 
you're  back  at  work,  yoi 
payments  will  be  stepped  u] 
While  waiting  for  guidanc 
from  the  IRS,  some  comp; 
nies  are  applying  the  leav 
rule  to  military  reservists. 

The  convenience  of  401(1 
loans  is  a  big  part  of  the 
appeal.  "But  bottom  line 
Weinstein  says,  "they  ai 
a  very  expensive  way 
borrow'."      Suzanne  Wooik 
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BEING  SINGLE 


Tilli 


resenting  A  Car  WeU  PreparedToTake  Onlbur  FUlowDrivtt 


TA7_11_^l___.  _  X  ■  '     .  r  ■ 


vveu.  ai  leasi  some  peopie  give  you  lair  warning . 
Most  bad  drivers  don't.  They're  often  extremely 
spontaneous,  to  put  it  mildly. 

An  excellent  way  to  cope  with  some  of  their  worst 
■lapses  is  the  Subaru  Legacy,™ 

It  has  an  advanced  full  time  four  wheel  drive  sys- 
tem that  helps  it  handle  sudden  turns  and  maneuvers 
with  remarkable  assurance .  Exactly  ■    ■  y 

what  you'd  expect  from  the  car  ^3wJE 


maKer  mat  s  onerea  more  iracuon  lo  more  peopie 
for  more  years  than  any  other.  ' 

And  fpr  some  obstacles  that  even  the  agility  of ^ 
four  wheel  drive  can't  sidestep,  the  Subaru  Legacy: 
also  offers  the  controlled  stopping  power  of  SophiMti: 
cated  anti-lock  brakes.  '       '  '     ^  ■ 

Look  at  it  this  way.  Since  the  next  guy  is  capabli'- ',, 
k  I      of  almost  anything,,  shoulcin't  the"';'- 

I^M^t^^J®    same  be,  true  of  your  .hext.car,?  . 


We  built  our  reputation  by  building  a  better  car 


Foi  more  information  and  your  nearest  Subaru  dealer  call  1 800-284  -8584. 


1; 


ersonal  Business 


The  bicycle  has  changed 
dramatically  from  the 
trusty  one-gear  clunker 
or  sleek  10-speed  racer  of  yes- 
teryear. Toda> ,  more  than 
half  the  bikes  sold  by  dealers 
are  fat-tired  mountain  bikes — 
the  sturdy,  21-gear  vehicles 
designed  for  rugged  terrain. 

Mountain  bikes  can  be  load- 
ed with  so  much  newfangled 
equipment,  such  as  indexed 
shifting  levers  that  smoothly 
lock  in  gears,  that  uninformed 
buyers  often  get  an  earful  of 
technobabble.  "Most  salespeo- 
ple are  tech-heads  who  sali- 


Outdoors 


THE  RIGHT  BIKE 
FOR  A  RUGGED  RIDE 


Read  decals  and  brochures  to 
make  sure  that  at  least  the 
main  triangle  of  the  frame — 
not  just  the  seat  tube — is 
chrome-molybdenum. 

You'll  need  to  spend  at 
least  $500  if  you  want  to  hit 
the  dirt  trails  regularly.  A 
midrange  bike  ($500  to  $700) 


with  the  lightness  of  a  racer. 
Pedaling  is  easier  than  on  a 
mountiiin  bike  because  the 
wheel  diameter  is  greater  and 
the  tires  are  thinner.  Yet  it 
has  the  comfortable,  wide 
saddle,  and  upright  handle- 
bars of  a  mountain  bike  as 
well  as  the  low  gearing  need- 


BEFORE  HEADING  OUT,  BECOME  FAMILIAR  WITH  LOCAL  RULES  MEANT  TO  PROTECT  VEGETATION  AND  WILDLIFE 


vate  over  the  latest  triple- 
butted  tubing,"  says  Charles 
Tyler,  owner  of  four  bike 
shops  in  Northern  California. 

All  you  really  have  to  do  is 
answer  two  questions:  What 
kind  of  riding  will  you  do,  and 
how  much  do  you  want  to 
spend?  That  will  determine 
the  quality  you'll  need  and 
can  afford.  An  entrv-level 
model  at  $300  to  $500  will  suf- 
fice if  you  plan  to  ride  mostly 
on  paved  roads  with  some 
light  trail-riding.  For  $300, 
you  would  probably  get  Shi- 
mano  200GS  or  Suntour  XCE 
or  XCT  brakes  and  gears  from 
Japan.  Such  components  are 
adequate,  though  shifting  can 
be  jerky.  Look  for  a  frame 
made  of  strong,  lightweight 
chrome  and  molybdenum, 
with  as  little  steel  as  possible. 


lets  you  conquer  rugged  ter- 
rain without  battering  the 
tubes,  bearings,  pedals,  and 
other  parts. 

A  true  aficionado  who's  go- 
ing to  hop  rocks  and  attempt 
other  feats  needs  a  high-end 
"performance"  bike  that  sells 
for  $700  and  up.  Look  for  pre- 
mium gears  and  brakes,  such 
as  Shimano's  Deore  series. 
Braking  will  be  sharper  and 
gear-shifting  smoother  and 
more  accurate.  High-end 
bikes  also  have  lighter  frames 
and  more  efficient  parts  that 
make  it  easier  to  pedal  uphill 
and  maintain  control  when  go- 
ing downhill. 

HYBRIDS.  Then  there's  the 
new  "cross"  bike  for  those 
who  plan  to  simply  putter 
across  town.  It  combines  the 
sturdiness  of  a  mountain  bike 


ed  for  steep  inclines.  Cross 
bikes  start  at  about  $250  and 
run  to  $500. 

Since  differences  among 
the  more  than  100  mountain- 
bike  brands  can  be  subtle,  be 
sure  to  test-ride  several  mod- 
els   before    making  your 


Worth  Noting 

■  MOVIES  BY  MAIL.  Film  buffs 
who  prefer  Bunuel  to  block- 
busters can  order  from  Home 
Film  Festival's  catalog  of 
1,400  classic  titles  and  get  the 
videos  delivered  anywhere  in 
the  U.  S.  Annual  membership 
is  $25.  A  three-night  rental  is 
$5  plus  round-trip  shipping 
(800  258-3456). 

■  FUR  TRAP.  The  new  luxury 
tax  takes  IOa  of  a  fur  coat's 


choice.   Giant,   Raleigh,  an' 
Schwinn    cover    all  prici 
ranges.  Trek  and  Specialize; 
are  trendy  brands  with  fairl! 
wide  selections.  Among  u]i 
scale  mountain  bikes,  thi 
best-known   labels  includ:| 
Fisher,  Klein,  and  Ritchey.  j 
Once    you    choose  yoijj 
equipment,  become  familit| 
with  the  rules  of  the  trail, 
growing  chorus  of  hiker 
equestrians,  and  environme 
talists  have  complained  th; 
cyclists  are  crowding  the  n 
tion's  trails  and  destroyir 
the  vegetation.  Their  p 
peeve  is  the  kamikaze  biki 
who  blazes  recklessly  throu 
the  woods,  tearing  up  soil  ai 
causing  collisions. 
BIKER  GO  HOME.  As  a  resu 
many  paths  have  been  closi 
to  cyclists  in  recent  year 
Federal  wilderness  areas  a: 
most  national  parks  have  loi 
barred  bikes  from  their  trai 
Now,  state  rules  are  gettii 
tougher.  In  California,  for 
stance,  bikes  are  allowed 
dirt  roads  but  not  on  sta 
park  trails.  On  Marin  Coi 
ty's  Mount  Tamalpais,  whe 
mountain  biking  began  in  ts 
mid-1970s,  radar-toting  rai 
ers  fine  cyclists  up  to  $200  1 
exceeding  a   15  mph  li 
Washington  and  Colorado 
low  extensive  access  to  std 
parks,  while  Vermont  is  v^ 
restrictive  about  back-coun 
biking. 

Cyclists  should  check  loi>l 
rules  before  riding.  In  genfe 
al,  the  International  Mount 
Bicycling  Assn.  in  Bish( 
Calif.  (619  387-2757),  advi; 
bikers  to  stay  on  open  tra 
leave  no  trace,  control 
bike,  yield  to  others,  ne> 
spook  animals,  and  pi 
ahead.  Maria  SI 


price  above  $10,000.  But 
der  proposed  IRS  rules,  yo 
trigger  the  tax  by  restyl: 
an  old  coat.  If  it's  wo 
$15,000  restyled,  you'd  pa; 
$500  tax.  The  furrier  wo 
figure  the  value  and  coll 
the  tax. 

■  INSURANCE  WATCH. 

check  on  an  insurer's  hea 
dial  900  420-0400  ($2..50  a  n 
ute)  to  tap  into  A.  M.  Best 
ings.  You'll  need  the  com 
ny's  ID  number,  so  ch 
Best's  in  your  library. 
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I  ^ndex  to  Companies 

lis  index  gives  the  starting  page  for  a  story  or  feo- 
'  ire  with  a  significant  reference  to  a  company.  Most 
ibsldiaries  are  indexed  under  their  own  names, 
ompanies  listed  only  in  tables  are  not  included. 
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cant  read. 
And  guess 

the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


Coinc 


il  Coalition  for  Literacy 
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U.S.  Savings  Bonds  Are  Now  Tax  Free  For  College. 
Good  News  Today.  Better  News  In  18  Years. 


If  the  cost  of  a  college  education  seems  expensive  now,  imagine  what  it  will  be  in 
18  years.  That's  why  when  it  comes  to  college  Bonds  are  better  than  ever  before  For 
years,  they've  been  exempt  from  state  and  local  income  tax.  Now,  Bonds  bought  for  your 
children's  education  can  also  be  free  from  federal  income  tax.  Which  means  miost  people 
can  keep  every  penny  of  the  interest  they  earn. 

Start  your  tax  free  tuition  fund  today  Buy  Bonds  at  your  local  bank,  or  ask  about  the 
Payroll  Savings  Plan  at  work. 


U.S.  Savings  Bonds 

'Ms 


The  Great  American  Investment 


A  public  service  ol  Ihis  publication 


Investment  Figures  of  the  Wee 


COMMENTARY 

>e  rally  rolled  on,  with  the  Dow 
dustrials  adding  on  additional 
t  points,  to  reach  2713,  its  high- 
t  level  since  August.  Investors 
)pear  to  be  anticipating  an  eco- 
imic  recovery.  Basic  industry, 
nsumer  cyclical,  and  technology 
>cks,  all  sensitive  to  changes  in 
?  economy,  surged  past  reces- 
)n-resistant  groups  such  as  food 
d  utilities.  The  rally  was  wide- 
read.  Small  company  stocks 
-ged,  too,  with  the  Russell  2000 
inifig  up  a  7%  gain,  twice  that 
the  blue-chips. 


STOCKS 

Jan.         July  Jon 


BONDS 


THE  DOLLAR 


52-week  change 


52  week  change 
,  1.9% 


Jan.  24-30  Jon,        July       Jan.     Jan.  24-30 
  1370  no 


1310  90 


J.  P.  Morgan 
Index 


1 -week  change  52  week  change 

-0.2%  -8.3% 


1  -week  chan 
0.0% 


ARKET  ANALYSIS 


S.  STOCKS 

latest 

%  change 
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0.45 
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-20.3 

-13.5 
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-10.7 

-15.6 
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-7.4 

9% 
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-8.8 

16.9 
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-1 1.4 
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a  Average  fund 
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■.  ROWE  PRICE  SCIENCE  8.  TECHNOLOGY  15.5 

)BERWEIS  EMERGING  GROWTH  12  0 

IDELITY  SELECT  TECHNOLOGY  111 

week  total  return  % 


STRATEGIC  GOLD/MINERALS  -12.4 

BENHAM  GOLD  EQUITIES  INDEX  -11.4 

RUSHMORE  PRECIOUS  METALS  INDEX  PLUS  -11.3 

52-week  total  return  % 


IDELITY  SELECT  BIOTECHNOLOGY  61  4 

INANCIAL  STRATEGIC  HEALTH  SCIENCES  40.9 
IDELITY  SELECT  HEALTH  CARE  39  & 


STRATEGIC  INVESTMENTS 

STRATEGIC  SILVER 

UNITED  SERVICES  GOLD  SHARES 
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-46.9 
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or  amounts 
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sntages  indicate 
day  totol  returns 


nil 


Treasury  bonds 
$11,154 

-f  0.39% 


Money  market  fund 
$10,668 

+  0.14% 


U.  S.  stocks 
$10,497 

+  2.29% 


Gold 
$9,014 

-1.10% 


DATA  RESOURCES  INC. 


m 

Foreign  stocks 
$8,417 

+  1.43% 


ito  on  ttiis  page  are  as  of  market  close  Wednesdoy,  Jan,  30,  1991,  unless  otherwis 
ry  groups  include  S&P  500  companies  only,-  performance  and  stiore  prices  are  as  of  i 


Jon.  29,  Mutual  fund  returns  ore  OS  of  Jon.  25.  Relative  portfolios  ore  valued  as  of  Jan.  29.  A  i 
detailed  explonation  of  this  poge  is  available  on  request. 
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HOW  THE  WEST  SHOULD 
HANDIE  GORBACHEV 


DO  ARMS  MAKERS 
HEED  A  HANDOUT? 

Talk  about  a  paradox  in  the  midst  of  war.  Some  of  the 
biggest  Defense  Dept.  contractors  may  not  survive 
without  government  help.  Although  the  cost  of  Opera- 
tion Desert  Storm  is  staggering,  the  long-term  outlook  for 
U.  S.  defense  contractors  remains  grim.  The  Warsaw  Pact  is 
moribund,  and  despite  growing  troubles  in  the  Soviet  Union, 


the  U.  S.  doesn't  plan  to  maintain  its  vastly  expensive  mil 
tary  presence  in  Europe. 

At  least  two  major  contractors,  McDonnell  Douglas  an 
Northrop,  could  be  heading  for  serious  trouble.  McDonnell' 
A-12  attack  plane  has  been  canceled,  while  Northrop's  B- 
Stealth  bomber  could  be  eliminated. 

If  one  of  these  contractors  begs  Washington  for  a  bailou' 
as  seems  likely,  there  is  a  problem  in  deciding  the  merits  c 
their  case.  The  General  Accounting  Office  has  found  th£ 
the  government  simply  doesn't  have  the  information  to  acci 
rately  assess  the  financial  health  of  contractors. 

The  problem  is  especially  serious  in  the  case  of  McDor 
nell,  where  the  G.-^o  says  the  difficulties  of  its  military  pro 
ects  are  almost  impossible  to  separate  from  the  woes  of  it 
civilian  business  (page  49).  There  may  be  good  reason  dow 
the  road  for  bailing  out  an  important  defense  contracto 
there  are  few  for  rescuing  a  manufacturer  of  airliners. 

Congress  bailed  out  Lockheed  in  1971.  Before  the  nei 
contractor  shows  up  at  the  Treasury  hat  in  hand,  the  go 
ernment  must  develop  accounting  systems  that  accurate' 
determine  costs  and  profits  by  contract.  Only  then  can  ti 
Pentagon  be  sure  that  any  taxpayer  money  used  to  shore  i 
a  defense  contractor  has  a  chance  of  being  well  spent. 


MORE  MISSILES, 

LESS  PIE  IN  THE  SKY   

As  Patriot  missiles  continue  to  blast  Iraqi  Scuds  fro 
the  Persian  Gulf  skies,  momentum  is  building 
Washington  to  revive  the  flagging  Strategic  Defen 
Initiative.  If  U.  S.  technology  can  defend  Saudi  Arabia  ai 
Israel  against  Iraqi  rockets,  the  argument  goes,  we  shou 
be  able  to  build  systems  to  knock  down  any  intercontinent 
ballistic  missiles  lobbed  our  way  by  someone.  In  his  State 
the  Union  speech.  President  Bush  recommended  a  "rel" 
cused"  Star  Wars  program  that  would  provide  "protectin 
from  limited  ballistic  missile  strikes." 

But  this  rush  to  revitalize  SDI  neglects  a  dirty  little  seen: 
The  Patriot  missile  has  scant  connection  with  Star  Wai 
And  its  success  doesn't  sweep  away  the  enormous  technic! 
difficulties  still  in  the  way  of  an  effective  icbm  shield  for  ti 
U.  S.  Patriots  are  good  at  vanquishing  relatively  slow,  lo- 
flying  rockets.  A  more  sophisticated  ICBM,  armed  with  J 
nuclear  warhead,  has  to  be  spotted  and  destroyed  long  I- 
fore  it  appears  in  the  radar  sights  of  antimissile  crw. 
That's  why  many  skeptics  doubt  whether  it's  worth  trying : 
design  and  build  a  system.  The  Patriot,  for  example,  li; 
cost  $5  billion  over  25  years,  while  SDI  has  eaten  up 
billion  since  1985 — with  few  concrete  results. 

That's  why  we  should  move  on  two  tracks  to  protect  1 
U.  S.  We  should  build  more  and  better  Patriots  and  p( 
them  around  U.  S.  military  bases  and  even  a  few  key  U. 
cities.  And  as  President  Bush  recommends,  we  should  we 
SDI  away  from  its  original  grandiose  scheme  of  laser  spj 
weapons  and  focus  on  more  powerful  antiballistic  missi 
that  eventually  stand  a  chance  of  working.  That  may  requ 
a  revison  of  the  1972  Antiballistic  Missile  Treaty.  But  1 
added  peace  of  mind  would  be  worth  it. 


It's  sobering  to  think  that  only  a  year  ago  the  West  was 
euphoric  about  Mikhail  Gorbachev  and  the  new  world 
order  he  seemed  to  be  helping  to  create.  On  Feb.  10, 
1990,  the  Soviet  leader  assured  Helmut  Kohl  in  Moscow  that 
the  Germans  could  live  together  in  one  state.  In  the  Soviet 
Union,  the  adoption  of  a  free-market  economic  system  and 
Western-style  democratic  reforms  appeared  possible,  as  did 
continued,  rapid  improvement  of  Soviet  relations  with  the 
outside  world.  Huge  business  opportunities  beckoned. 

Today,  the  West's  love  affair  with  Gorbachev  is  a  dream 
deferred,  if  not  dashed.  Like  many  a  lover,  we  believed  what 
we  wanted  to  believe.  Now  we  know  that  Gorbachev  is  not 
the  visionary  we  thought  he  was,  or  at  least  lacks  the  power 
to  execute  whatever  vision  he  had  (page  38).  The  crackdown 
in  the  Baltics  is  only  the  tip  of  the  apparatchik  iceberg. 
Sending  troops  into  the  streets  throughout  the  Soviet  Union, 
seizing  one-third  of  the  rubles  in  circulation,  and  authorizing 
KGB  surprise  searches  of  thousands  of  entrepreneurial  busi- 
ness cooperatives  are  part  of  a  thorough  and  shocking  con- 
servative crackdown.  Chillingly,  we  must  take  seriously  the 
possibility  that  an  emboldened  Soviet  Army  will  renege  on 
arms  control  or  fudge  on  the  timetable  for  pulling  its  troops 
out  of  Germany  and  Poland. 

All  this  could  represent  just  as  serious  a  challenge  to  the 
West  as  the  gulf  war.  We  must  not  allow  the  wave  of 
Gorbymania  to  turn  into  Gorbyphobia.  The  U.  S.,  Europe, 
and  Japan  have  no  choice  but  to  continue  trying  to  create  a 
climate  in  which  the  Soviet  Union  sees  its  best  course  as  one 
of  involvement,  not  isolation.  This  is  not  the  time  to  pound 
the  table  and  demand  changes  that  Gorbachev  doesn't  want 
to  deliver,  or  cannot. 

Still,  the  West  needs  to  formulate  a  carefully  calibrated 
response.  The  outrages  in  the  Baltic  republics  have  taken 
lives.  For  that,  the  Soviets  must  pay  a  price.  That's  why 
suspending  some  aid  and  credit  and  deferring  admission  of 
the  Soviet  Union  into  the  International  Monetary  Fund  are 
important.  President  Bush's  postponement  of  his  mid-Febru- 
ary trip  to  Moscow  is  another  worthy  signal.  But  mere 
symbolism  won't  be  enough.  Just  as  history  will  judge 
George  Bush  by  his  handling  of  the  gulf  war,  it  will  weigh 
whether  he  helped  the  West  advance  the  cause  of  world 
stability  in  the  face  of  turbulence  in  the  Soviet  Union. 
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Diamonds  are 
forever, 
and  Mercedes-Benz 
is  working  on  it. 


In  this  age  of  throwaway  cameras 
and  disposable  wristwatches,  the 
Mercedes-Benz  obsession  with 
mechanical  endurance  may  seem 
almost  quaint. 

But  Mercedes-Benz  recognizes 
that  an  automobile  is  the  second 
most  important  purchase  most 
people  will  ever  make.  And  that 
designing  cars  to  run  as  reliably 
and  last  as  long  as  possible  is  more 
than  a  challenge  to  the  engineers. 
It's  an  obligation  to  the  customer. 

Which  may  explain  why  the 
makers  of  the  1.2  million-mile 
sedan  that  has  been  called  "the 
world's  most  durable  car"  continue 


to  probe  the  frontiers  of  automo- 
tive longevity. 

By  placing  a  finished  car  body 
in  a  chamber  filled  with  moist  salt 
air  heated  to  212°F — duplicating 
years  of  real-world  corrosion  in 
hours.  By  lavishing  as  much  as 
6.6  pounds  of  plasticized  sealant 
on  the  car's  body  seams  alone. 
By  adding  an  extra  coat  of  elas- 
ticized  paint  below  the  belt  line 


ENGINEERED  LIKE  NO  OTHER 
CAR  IN  THE  WORLD 


of  every  car,  to  help  protect  the 
steel  beneath  from  stone  chips 
and  gravel. 

From  the  first  design  sketch, 
through  years  of  development,  to 
the  final  turn  of  the  last  screw  on 
the  production  line — the  driving 
idea  behind  every  Mercedes  is  to 
keep  rewarding  its  owner,  long 
after  the  new-car  glow  is  gone. 

So  while  almost  any  car  can 
excite  you  about  the  idea  of  buying 
it,  a  Mercedes-Benz  can  also  excite 
you  about  the  idea  of  keeping  it. 

For  more  information  on  the 
durable  cars  of  Mercedes-Benz, 
call  1-800-336-8282  toll  free. 
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The  production  index  rose  during  the  week  ended  Jan.  26.  On  a  seasonally 
adjusted  basis,  electric  power  output  rose.  Auto,  truck,  steel,  rail-freight  traffic, 
lumber,  and  cool  production  declined.  Crude-oil  refining  was  unchanged  from  the 
previous  week,  and  data  for  paper  and  poperboord  were  unavailable.  Before 
calculation  of  the  four-week  moving  overage,  the  index  fell  to  174.6,  from  176.5. 
The  decline  portly  reflected  plant  closings  because  of  the  Martin  Luther  King  Holiday. 
BW  production  index  copyright  1991  by  McGrow.Hill  Inc 


LEADING 

Change  from  last  week:  -0.3% 
Change  from  last  year:  -0.6% 

220 


205 


May 
1990 

The  leading  index  fell  for  the  week  ended  Jan.  26,  However,  the  recent  jump  m 
the  index  is  overstating  the  economy's  health.  Commercial  banks'  purchases  of  the 
assets  of  failed  thrifts  are  boosting  growth  in  real  estate  loans.  In  the  latest  week, 
declining  material  prices  and  slower  growth  in  real  estate  loons  offset  higher  stock 
prices,  lower  bond  yields,  fewer  busmess  failures,  and  faster  M2  growth.  Before 
calculation  of  the  four-week  moving  average,  the  index  fell  to  213.1,  from  215.2. 

Leading  index  copyright  1991  by  Center  for  International  Business  Cycle  Research  I 


PRODUCTION  INDICATORS 


LEADING  INDICATORS 


Latest 
week 

Week    %  Change 
ago     yeor  ago 

latest 
week 

Week 
ago 

%  Chonr 
year  ac 

STEEL  (2/2)  thous.  of  net  tons 

1,440 

1,615# 

-20.2 

STOCK  PRICES  (2/1)  S&P  500 

339.95 

336.09 

AUTOS  (2/2)  units 

117,868 

94,175r# 

9.7 

CORPORATE  BOND  YIELD,  Aaa  (2/1) 

9.00% 

9.05% 

TRUCKS  (2/2)  units 

55,836 

52,349r# 

-20.4 

INDUSTRIAL  MATERIALS  PRICES  (2/1) 

97.1 

98.3 

ELECTRIC  POWER  (2/2)  millions  of  kilowolt-hours 

57,604 

59,687  # 

5.8 

BUSINESS  FAILURES  (1/25) 

333 

364 

20 

CRUDE-OIL  REFINING  (2/2)  thous  of  bbl./doy 

12,756 

1 2,658  # 

-7.5 

REAL  ESTATE  LOANS  (1/23)  billions 

$400.7 

$400.9r 

10 

COAL  ( 1  /26)  thous.  of  net  tons 

1 9,859 

20,360 

-3.8 

MONEY  SUPPLY,  M2  (i/2i)  billions 

$3,341.9 

$3,332. 6r 

3. 

PAPERBOARD  (1/26)  thous.  of  tons 

798.8  # 

779.  Ir 

5.7 

INITIAL  CUIMS,  UNEMPLOYMENT  (1/19)  thous. 

485 

463 

33 

PAPER  (1/26)  thous.  of  tons 


782.0  #  782.0r 


LUMBER  (1/26)  millions  of  ft. 


481.8#  499.4 


-11.0 


RAIL  FREIGHT  (l/26)  billions  of  ton-miles 


19.0# 


20.0 


-5.5 


Sources:  American  Iron  &  Steel  Inst,,  V/ard'i  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst  ,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA^,  Association  of 
American  Railroads. 


FOREIGN  EXCHANGE 


latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (2/6) 

128 

132 

145 

GERMAN  MARK  (2/6) 

1.45 

1.50 

1.67 

BRITISH  POUND  (2/6) 

2.00 

1.95 

1.69 

FRENCH  FRANC  (2/6) 

4.94 

5.09 

5.67 

CANADIAN  DOLLAR  (2/6) 

1.16 

1.16 

1.20 

SWISS  FRANC  (2/6) 

1.24 

1.27 

1,49 

MEXICAN  PESO  (2/6)' 

2,948 

2,948 

2,724 

Sources:  Maior  New  York  bonks.  Currencies  e 
British  pound  expressed  in  dollars 

xpressed  in  units  per 

U.  S.  dollar. 

except  for 

PRICES  \ 

latest 

week 

Week 
ago 

%  Change 
year  ago 

GOLD  (2/6)  $/troy  oz. 

360  750 

367.100 

-14.9 

STEEL  SCRAP  (2/5)  #  l  heavy,  $/ton 

104.00 

106.00 

0.5 

FOODSTUFFS  (2/4)  index,  1967=  100 

210.1 

209.7 

-0.8 

COPPER  (2/21  «. /lb. 

1 10.2 

109.9 

6.7 

ALUMINUM  (2/2)  ^./Ib. 

67.5 

68.5 

3.8 

WHEAT  (2/2)  #2  hard,  $/bu. 

2.75 

2.67 

-33.1 

COTTON  (2/2)  strict  low  middling  1-1/16  in.. 

^/Ib.  72.34 

70.34 

15.9 

Sources:  London  Wed.  final  setting,  Chicogo 
Week,  Kansas  City  mkf,,  Memphis  mkt. 

mkt..  Commodity  R 

esearch  Bureau,  Metals 

Sources:  Standord  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun 
Bradstreet  (foilures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasoi 
oily  adjusts  data  on  business  failures  and  reol  estate  loans. 


MONTHLY  ECONOMIC  INDICATORS 


latest 
month 

Month 
ago 

%  Chang 
year  a; 

EMPLOYMENT,  CIVILIAN,  MILLIONS,  (Jon.) 

116.9 

117.6 

-0. 

UNEMPLOYMENT  RATE,  CIVILIAN  (Jon.) 

6.2% 

6. 1  % 

17. 

PURCHASING  MANAGERS'  INDEX  (Jon.) 

37.7% 

40.5  %r 

-17. 

CONSTR.  SPENDING  (Dec.)  annual  rate,  billions 

$415.1 

$417. Ir 

-3. 

Sources:  BLS,  National  Association  of  Purchasing  Monagement,  Ce 

nsus  Bureau 

MONETARY  INDICATORS 

latest 
week 

Week 
ago 

%  Chang 
year  ag 

MONEY  SUPPLY,  Ml  (1/21) 

$823.1 

$820. 1r 

3. 

BANKS'  BUSINESS  LOANS  (1/23) 

318.1 

318.8r 

-1.1 

FREE  RESERVES  (1/23) 

43r 

3,336r 

-92.. 

NONFINANCIAL  COMMERCIAL  PAPER  (1/23) 

145.2 

147.1 

8.: 

Sources:  Federal  Reserve  Board  (in  billions,  except  f 
0  two  week  period  in  millions). 

or  free  reserves. 

which  ore  expressed  fc 

MONEY  MARKET  RATES 

latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (2/5) 

5.49% 

7.16% 

8.22°/ 

PRIME  (2/6) 

9.00-9.50 

9.50 

10.00 

COMMERCIAL  PAPER  3-MONTH  (2/5) 

6.40 

6.96 

8.15 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (2/6) 

6.45 

6.60 

8.22 

EURODOLUR  3-MONTH  (2/2) 

6.98 

7.01 

8.25 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  dato  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  [estimated  and  not  listed)  include  machinery  and  defense  equipmenj 
1  —  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         NA  =  Not  available         r  =  revised         NM  —  Not  meaningful 
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Managing  money 
is  easier  if  you  only 
have  one  account 
to  look  after. 


Introducing  the  1st  Nationwide 
Bank  Money  Manager  Account. 

It's  the  one  account  that  combines 
high,  money  market  yields  with  the 
convenience  of  unlimited  check- 
writing.  You  also  get  full  ATM 
access,  overdraft  protection  and 
automatic  transfers  at  no  extra  cost. 

And  the  Money  Manager  Account 
makes  it  very  easy  to  access  money 
market  rates  -  so  all  your  money  can 
work  harder. 


You  get  it  all  in  just  one  easily 
managed  account,  with  one  simple 
monthly  statement. 

The  Money  Manager  Account. 
Call  us  today  to  find  out  how  it  can 
work  for  you. 


CALL  1  -800-THE-BANK 


1STNAT3NWIDE 

BANK  A  FEDERAL  SAVINGS  BANK 


A  Wholly  Owned  Subsidiary  of  Ford     itor  Company  ( 


©1991  First  Nationwide  Financial  Corporation 


Member  FDIC 
4A-CA 


Widiout  the  right 
to  choose,  your 
dental  plan  may 
offer  no  more 


than  lip  service. 


When  a  dental  plan  doesn't  allow  patients  the  right  to 
choose  their  own  dentist,  all  the  wrong  things  happen. 

Patients  won't  go  to  dentists  they  don't  know  and 
trust.  So  they  don't  get  necessary  preventive  care.  That 
leads  to  complications  and  more  costly  care  down  the 
line.  Your  company  gets  stuck  twice.  Unused  benefits 
.    waste  company  money  and  major  treatment  later 
always  costs  more  than  preventive  care  now. 
In  the  name  of  cost  control,  medical  plans  have 
limited  providers  or  restricted  care.  Or  both. That  may 
work  for  medical  coverage  where  major  illnesses  are 
unpredictable  and  the  associated  costs,  catastrophic. 
But  dental  care  is  predictable  and  preventive.  And  dental  plans  build  in  cost  containment  through  annual 
maximum  benefits  and  co-payments  on  most  treatment.  So  all  the  talk  about  restrictions  to  keep  down  dental 
costs  is  just  idle  chatter. 

Put  your  money  where  your  mouth  is.  Don't  settle  for  a  dental  plan  that  builds  in  unnecessary  benefit 
limitations  or  exclusions.  Find  out  about  dental  plan  alternatives  that  give  employees  the  right  to  choose,  yet 
may  cost  less  than  vou're  paying  now 

Call  1-800-736-7071  ext.  1204  or  write  us  for  a  free  brochure  "Structuring  a  Dental  Plan  So  Everyone 
Benefits!' 

CPA  CALIFORNIA  DENTAL  ASSOCIATION 

We're  the  Dentists  who  Set  the  Standards" 


RO.  Box  13749,  Sacramento,  CA  95853-4749 

c.  CDA  IJWO 


CDA  Members  also  belong  to  the  American  Dental  Association  and  their  local  dental  society 
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A  GLOBAL  SOCIETY  NEEDS 
PEACEFUL  SOLUTIONS 


As  a  German  citizen  in  this  country,  I 
cannot  help  but  feel  deeply  disap- 
pointed by  the  response  of  President 
Bush  to  Iraq's  invasion  of  Kuwait  ("The 
Gulf,"  Cover  Story,  Jan.  28).  Following 
the  postures  of  the  White  House  and 
some  parts  of  American  society  over  the 
past  six  months,  I  must  come  to  the 
conclusion  that  war  is  still  perceived  as  a 
noble  game  pitting  the  good  vs.  the  bad, 
a  game  easy  to  play  when  sitting  in  the 
sheltered  environment  of  the  White 
House,  the  Penttigon,  or  the  Presidential 
Palace  in  Baghdad. 

Although  at  age  28  I  have  never  seen 
a  war,  my  parents'  recollections  of 
bombings  and  postwar  hardships  during 
and  after  World  War  H  in  Germany  fill 
me  with  pain  and  disgust  at  the  sheer 
thought  of  it.  Europeans,  with  the  usual 
and  deplorable  exception  of  the  British, 
have  learned  their  lessons  and  know 
what  it  is  like  to  be  at  the  receiving  end 
in  a  conflict.  How  many  more  Vietnams, 
Civil  Wars,  M.  L.  Kings,  and  Gandhis 
does  this  country  need  to  realize  that 
war  and  violence  are  not,  and  never 
again  will  be,  the  solution  to  the  prob- 
lems of  a  global  society? 

Michael  Burkhart 
Naisbitt  Group/ICF 
Washington 

SETTING  THE  RECORD  STRAIGHT 

AT  GE  AIRCRAFT  ENGINES  

Your  article  "Will  GE's  new  jet  en- 
gine ever  get  off  the  ground?"  (The 
Corporation,  Feb.  4)  is  filled  with  signifi- 
cant errors. 

Error:  GE  Aircraft  Engines  has  invest- 
ed 10  years  of  research  and  $2  billion  in 
the  GE90. 

Fact:  It's  more  than  two  years  and 
less  than  $100  million.  We  only  began  to 
discuss  the  engine  concept  with  Boeing 
and  selected  airlines  in  1988,  and  the 
engine  program  was  announced  to  the 
world  at  a  press  conference,  which  was 
attended  by  your  reporter  in  January, 
1990.  At  that  time  we  announced  that  a 
new  engine  program,  such  as  the  GE90, 
could  require  anywhere  from  $1.2  billion 


to  $2  billion  to  develop;  less  than  $100 
million  has  been  spent  to  date. 

Error:  "Ever  since  the  market  for 
widebody-twins  began  to  take  shape  in 
the  mid-1980s,  the  company  has  been  at 
a  disadvantage." 

Fact:  The  c,E  engine  for  the  new  wide- 
body-twins,  such  as  the  Airbus  Industrie 
A30b-600  and  A310-300  and  Boeing  767, 
has  outsold  the  nearest  competition  by 
more  than  60'X  since  1985. 

Error:  The  article  implies  that  GE  Air- 
craft Engines  is  alone  in  facing  many  of 
the  technical  issues  being  encountered 
by  all  aircraft-engine  manufacturers. 

Fact:  No  engine  manufacturer  will  be 
able  to  power  the  Boeing  777  family  of 
aircraft  without  making  major  changes 
to  its  engines.  All  engine  manufacturers 
will  face  many  of  the  same  design  and 
certification  challenges  as  the  GE90. 

The  GE90  engine  offers  significant  ad- 
vantages on  large  widebody-twins,  and 
its  leading-edge  technology  will  eventu- 
ally be  incorporated  into  a  new  family  of 
engines. 

I  feel  confident  of  the  GE90's  success 
on  the  Boeing  777  and  other  future  ap- 
plications. It  is  unfortunate  that  your 
article  presented  such  an  unbalanced 
and  inaccurate  view  of  the  competitive 
outlook  for  the  1990s. 

Brian  H.  Rowe 
Senior  Vice-President 
(iE  Aircraft  Engines 
Cincinnati 

Editor's  note:  Our  story  was  incorrect 
about  GE's  expenditures  on  the  engine, 
and  we  apologize  for  the  error.  On 
point  two,  we  were  referring  to  the 
market  for  the  newer-  widebody-twins, 
such  as  the  Boeing  777,  but  we  should 
have  been  more  explicit.  On  point 
three,  we  said  it  is  harder  to  design  an 
all-new  engine  such  as  the  GE90  than 
to  upgrade  an  existing  engine.  We 
agree  that  the  GE.90  offers  potentially 
sign ifica  n  t  ad va  u tages. 

DON'T  MAKE  BANKRUPTCY 
MORE  PUNITIVE  THAN  IT  IS 


Your  article  "If  personal  bankruptcy 
is  your  only  out"  (Personal  Busi- 
ness, Jan.  21)  was  misleading  with  re- 
gard to  two  important  aspects.  First, 
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Van  Kampen  Menitt 


VAX  KAMPEX  MERRITT  PRIME  RATE  IXCOME  TRUST 


9.63 
10.06 


C 

Distribution 


Compounded 
Distribution  Rate 


A  PRIME  OPPORTUNITY 


•  The  Van  Kampen  Merritt  Prime  Rate 
Income  Trust  invests  primarily  in  a 
portfolio  of  floating  or  variable  rate 
senior  collateralized  loans  originated 
by  major  banks  across  the  country. 

•  Dividends  are  declared  daily  and  paid 
monthly  and  vnll  vary  with  changes  in 
base  lending  rates. 


•  The  Fund  seeks  to  provide,  over  time, 
an  effective  yield  which  approximates 
the  average  published  prime  rate  of 
these  banks. 


•  Professional  credit  anah'sis  and  research 
is  provided  h\  McCarthv.  Crisanti 
&MafFei. 


If  you're  seeking  a  high  level  of  current  income  and  capital  preservation,  now  you  can 
participate  in  a  market  normally  reserved  for  only  top  financial  institutions  with 
substantial  investment  resoiirces.  This  is  not  a  money  market  fund  or  a  CD,  however, 
it  may  be  a  prudent  complement  to  your  shorter-term  income  investments. 

Ask  your  investment  representative  about  this  prime  opportunity.  Or  call  us  direct. 
You'll  receive  a  prospectus,  which  contains  more  information,  including  all  charges  and 
expenses.  Please  read  it  carefullv  before  vou  invest  or  send  money. 
Call  1-800-DIAL-VKM  ext.  1102. 

'Monthly  annualized  distributjon  rate  based  on  the  offering  pnce  as  of  1  '25/91 . 

"Compounded  monthly  annualized  distribution  rate  based  on  the  offering  price  as  of  1'25'91,  assuimng  reinvestment  of  all  diBtribntions. 
Distribution  rates  and  net  asset  value  may  fluctuate  with  market  conditions.  See  prospectus  for  more  complete  information, 
denotes  registered  trademark  ofVac  Ksrrjpr"'.  Merrnt  !rj^ 

Van  Kampen  Merritt  Incl 

InvesUrug  with  a  sercse  of  directwnf 


.ny  employer  thinking  of  discriminating 
.gainst  an  individual  who  has  filed  bank- 
uptcy  should  know  that  Section  525  of 
he  Bankru{)tcy  Code  prohibits  such  dis- 
rimination  and  is  vigorously  enforced 
ly  bankruptcy  judges. 

Second,  while  your  article  is  correct 
hat  a  credit  bureau  can  keep  a  bank- 
uptcy  on  its  records  for  up  to  10  years, 
nany  lenders  will  extend  credit  long  be- 
bre  that  deadline  has  passed. 

While  no  one  should  think  lightly  of 
iiing  bankruptcy,  misconceptions  may 
irevent  people  with  financial  difficulties 
rem  seeking  sound  advice. 

David  Rankine 
Law  Offices  of  William  L.  McNall 
Anchorage,  Alaska 

jONG  JOHN  SILVER'S 

MLS  ARE  BILLOWING  

rou  reported  in  the  article  "Restau- 
rants: Doing  well  by  being  big"  (In- 
lustry  Outlook,  Services,  Jan.  14)  that 
»ur  largest  unsecured  creditor  had  writ- 
en  off  a  $235  million  loan  to  Long  John 
?ilver's  Holdings  and  suggested  that  our 
'uture  was  in  doubt. 

The  loan  in  question, is  only  $190  mil- 
ion,  not  $235  million.  We  have  made  all 


required  payments  on  that  loan,  and  we 
have  no  doubt  that  we  will  continue  to 
do  so.  We  at  Long  John  Silver's  Seafood 
Shoppes  intend  to  repay  all  of  our  credi- 
tors in  full,  and  we  look  to  the  future 
with  confidence.  The  company  has  just 
completed  a  strong  December  quarter, 
with  average  sales  per  company-operat- 
ed store  up  57'  vs.  the  same  quarter  of 
the  prior  year,  and  with  operating  cash 
flow  on  plan. 

Clinton  A.  Clark 
President  and  CEO 
Long  John  Silver's  Inc. 
Lexington,  Ky. 

Editor's  note:  First  Bostoji  Corp.  has 
established  a  reserve  against  its  loan 
to  Long  John  Silver's  but  has  not  tak- 
en a  write-doivn  as  stated  in  our  story. 

WHEN  BANKS  WANDER  FAR  AFIELD, 
THEY  TEND  TO  GET  LOST  

If  the  Federal  Deposit  Insurance  Corp. 
is  going  to  act  like  an  insurance  com- 
pany, it  should  apply  the  practices  uti- 
lized by  the  insurance  industry.  That  is, 
establish  a  risk  profile  for  each  bank  and 
charge  each  bank  rates  for  depositor  in- 
surance commensurate  with  the  risk  pro- 


file ("This  overhaul  could  undermine  the 
banking  system,"  Economic  Viewpoint, 
Jan.  14).  And  the  limits  of  coverage 
should  be  specifically  'defined  and  ad- 
hered to  for  each  institution  covered. 
The  FDIC  should  also  be  able  to  offer 
varying  degrees  of  coverage  based  on 
the  condition  of  the  bank  and  the  rate 
charged  for  coverage. 

Why  is  the  taxpayer  charged  with  the 
responsibility  of  protecting  the  funds  of 
the  individual,  who  is  out  chasing  the 
highest  rate  being  paid  anywhere  in  the 
country  with  no  regard  or  concern  over 
the  foundation  of  the  institution  he  is 
dealing  with?  Maybe  we  would  all  be 
better  off  if  some  of  the  effort  put  into 
finding  the  highest  rate  were  directed 
toward  questioning  institutions  as  to 
their  soundness  and  safety,  disregarding 
the  role  of  the  FUIC. 

With  regard  to  prompting  Congress  to 
allow  banks  to  enter  "more  profitable 
businesses,  such  as  insurance,"  why 
should  we  allow  those  who  have  dis- 
played such  poor  management  in  their 
home  field  to  enter  a  field  that,  so  far  at 
least,  still  reflects  a  degree  of  financial 
security?  It  is  precisely  their  eye  toward 
"more  profitable"  activities  outside 
their  own  business  that  has  led  them 


At  CanoiijWeVe  built 
a  reputation  solving  your 

small  copying  problems. 


Predicting 
potential 
energy 
savings  and 
guaranteeing 
results  in 
writing. 


Johnson  Controls  imjji^ , ,  lui  u  o 
new  energy  management 
strategies  for  35  Houston 
Public  Library  buildings  and 
guarantees  31%  cut  in  utility 
bills.  Library  pays  for  project 
from  savings  ($2.5  million 
over  five  years)  and  realizes 
net  positive  casfi  flew 
each  year 


Anyone  can  promise  to  save  you 
money.  Alliance  Energy  Services 
from  Johnson  Controls  can  tell  you 
how  much  and  guarantee  the 
results  in  writing. 

If  your  building  is  10  years  old  or 
more,  your  savings  could  be  signifi- 
cant. That's  because  your  aging 
energy-consuming  environmental 
systems  —  lighting,  heating,  venti- 
lating and  cooling  —  are  probably 
losing  their  efficiency  and  costing 
you  more  to  maintain. 

The  increased  efficiency  of  new 
state-of-the-art  systems  from 
Johnson  Controls  can  slash  your 
costs  dramatically. 

The  short  paybacks  and  excellent 
rates  of  return  on  these  projects  are 
often  attractive  enough  to  compete 
favorably  with  your  other  capital 
budgeting  projects. 


If  internal  funds  are  not  available, 
our  Alliance-Energy  Services  can 
provide  financing  tailored  to  your 
needs.  Johnson  Controls  offers  the 
widest  variety  of  lease/purchase 
agreements,  payment  options  and 
guarantees  of  anyone  in  the  business. 

Call  Johnson  Controls  today  at 
1-800-972-8040,  or  write,  Johnson 
Controls,  Systems  and  Services 
Division,  C19,  Milwaui<ee,  Wl 
53201-0423.  You  may  find  you  can 
save  more  than  you  expected. 


D1991  Johnson  Controls.  Inc. 
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3  where  they  now  find  themselves. 
I  cannot  see  where  past  deregulation 
f  banking  has  had  any  benefit  for  the 
ixpayer  or,  based  on  the  present  situa- 
ion,  the  banking  industry.  Isn't  it  just 
ossible  that  if  they  paid  more  attention 
J  their  own  business  rather  than  com- 
iCting  with  every  other  business,  they 
'ould  be  better  off  today? 

J.  C.  Stadler 
Millville,  N.  J. 

HE  HEAVY  BORROWINGS 

IF  REAGANOMICS  

In  reference  to  the  article  "Voodoo  sta- 
tistics can't  erase  the  triumph  of  Rea- 
anomics"  (Economic  Viewpoint,  Jan. 
1):  Paul  Craig  Roberts  fails  to  note  that 
0  million  new  jobs  in  the  '80s  were  cre- 
ted  at  the  expense  of  heavy  debts  and 
orrowings.  That  was  easy;  anyone 
ould  have  achieved  it! 

Nanda  Senathi 
Los  Angeles 

[Roberts  could  more  correctly  attrib- 
rim  bute  some  of  the  real  economic 
rowth  of  the  1980s  to  President  Car- 
er's foresight.  Carter  acknowledged 
lat  inflation  was  destroying  the  Ameri- 


CORRECTIONS  &  CLARIFICATIOHS 

In  "The  world  is  Hollywood's  oyster" 
(Industry  Outlook,  Services,  Jan.  14), 
we  misstated  the  Television  Bureau  of 
Advertising's  1991  advertising  sales  es- 
timate for  the  Big  Three  networks.  The 
correct  number  is  $10.2  billion. 

In  "Cellular  phones:  The  static  is  get- 
ting louder"  (Information  Processing, 
Jan.  28),  BUSINESS  week  incorrectly 
stated  that  cellular  phone  subscribers 
will  be  asked  to  replace  their  phones  as 
the  industry  switches  from  the  current 
analog  transmission  system  to  a  digital 
one.  In  fact,  existing  phones  will  re- 
main usable. 

In  "The  Fed  may  be  seeing  things" 
(Top  of  the  News,  Feb.  4),  departing 
Federal  Reserve  Governor  Martha 
Seger's  name  was  misspelled. 


can  economic  psyche  and  concurred  with 
Paul  Volcker  that  inflation  could  only  be 
hindered  by  strong  measures. 

Carter  accepted  his  political  suicide 
for  the  benefit  of  the  national  economy 
and  watched  as  Volcker  raised  interest 


rates  during  the  election  year  of  1980. 
The  short-term  result  was  the  recession 
of  1981-82,  but  the  long-term  result  was 
a  victory  over  inflation  and  a  stable  base 
for  the  real  economic  growth  of  the 
1980s. 

Scott  Plante 
Greenbelt,  Md. 

RHODE  ISLAND'S  GOVERNOR: 
HEROIC— OR  STUBBORN?  

Your  recent  article  on  the  Rhode  Is- 
land banking  crisis  ("Talk  about 
baptism  by  fire,"  Top  of  the  News,  Jan. 
21)  portrayed  Governor  Bruce  Sundlun's 
decision-making  as  heroic.  From  the 
point  of  view  of  many  of  the  depositors, 
we  find  it  troubling  that  he  seemingly 
ignores  the  advice,  opinions,  and  alterna- 
tives of  many  experts  in  the  field  while 
pushing  his  own  rescue  plan  through. 
That's  stubborn,  not  heroic. 

Russell  P.  Marsella 
Cumberland,  R.  I. 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  N.  Y.  10020.  Fax:  (212)  512-4464, 
Telex:  12-7960,  Intl.  4998204  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 


>fow  we  want  your  big  ones. 


America's  most  popular  copier  is  taking 
a  newciirection.TheNP98()0.  A  high-volume 
copying  system  with  walk-up  convenience. 

Consider  its  credentials.  83  copies  per  min- 
ute combined  with  a  5,100-sheet  paper  capacity, 
tlie  largest  in  the  industry  As  well  as  fast 
document  handling,  finishing,  and  advanced 


All.  in  an  innovative  design  : 
makes  the  NP9800  remarkably  easy  to  use. 

If  your  copy  problems  are  big,  the  NP9800 
is  vour  solution. To  find  out  more,  call  us  at 
1-800-OK-CANON. 
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When  Equitable  policyholders  were  surveyed  by  a  national  research 
organization  recently,  a  full  95  percent  proclaimed  themselves  satisfied  with 
their  policies. 

Behind  this  extremely  high  level  of  satisfaction  is  the  extremely  high  level 
of  professionalism  displayed  by  our  agents.  We're  number  one  in  the  industry 
in  agents  who  are  CLUs  (Chartered  Life  Underwriters)  and  ChFCs  (Chartered 
Financial  Consultants). 

Over  60  billion  dollars  of  assets  and  258  billion  dollai-s  in  coverage  make 
The  Equitable  the  thh-d-largest  insurance  company  in  America.  It's  a  result  of 
the  trust  we've  continued  to  build  for  over  130  years. 

To  learn  more  about  the  strength  of  our  numbers,  please  write  to  Richard 
H.  Jenrette,  Chairman  and  CEO,  or  Joseph  J.  Melone,  President  and  COO,  at 
The  Equitable,  787  Seventh  Avenue,  Dept.  A,  New  York,  NY  10019. 
THE 

EQUITABLE 

STRENGTH  IN  NUMBERS 


3122090  ©  1990  The  Equitable  Life  Assurance  Society  of  the  U  S  ,  NY,  NY 
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CHILDHOOD'S  FUTURE 

By  Richard  Louv 

Houghton  Mifflin  Co.  •  420pp  •  $21.95 

PUTTING  KIDS  WHERE  THEY 
BELONG:  FRONT  AND  CENTER 

Such  statements  tend  toward  tl; 
melodramatic.  And  Louv  exaggerates  i 
depicting  today's  society  as  a  bleak  Ian- 
scape  of  understaffed  day  care  cente, 
and  empty  houses  where  children  cni 
mune  with  PCs — in  contrast  with  an  k 
alized,  lost  world  of  dreamy  walks  in  l  ■ 
woods,  fishing  trips  with  dad,  a  suppni, 
ive  community  of  homebound  moms. 

Still,  there's  no  question  childhood  h. 
changed.  Many  more  mothers  are  wor 
ing,  so  more  children  than  ever  are  ; 
day  care.  Work  hours  are  longer,  leisu 
is  constricted,  and  family  logistics  a 
more  complicated.  Extended  families  a 
scattered,  and  community  ties  ha^ 
weakened.  Divorce  and  economic  inst 
bility  leave  nuclear  families  less  able 
deal  with  such  pressures.  Parent  is  c 
off  from  parent,  and  family  from  famil 

Louv  expresses  his  concern  with  tl 
help  of  comments  by  children,  both  po( 
and  wealthy.  "On  my  block,  they  g 
cocaine  capsules  all  around  the  ground 
says  a  Philadelphia  third-grader  wl 
then  describes  how  a  nine-year-old  frier 
died  after  swallowing  one.  At  times,  tl 
voices  are  a  reminder  of  children's  res 
ience  and  a  source  of  optimism.  "I  % 
home,  come  in,  put  my  books  down,  loc 
around  the  house,  see  what  needs  to  \ 

■  t  started  as  a  whisper  some  years 

■  a^o  and  became  a  national  worry: 
H  America  isn't  taking  care  of  its  kids. 
From  the  education  crisis  to  the  short- 
age of  good,  affordable  child  care,  from 
the  rising  number  of  poor  children  to 
declining  neighborhood  safety,  the  warn- 
ings that  surfaced  in  the  1980s  are  ur- 
gent. To  ignore  the  welfare,  competence, 
and  happiness  of  our  children  is  perilous. 

How  badly  are  kids  doing,  and  what 
should  be  done?  In  contemplating  those 
questions,  San  Diego  Union  columnist 
Richard  Louv  spent  three  years  talking 
with  educators,  advocacy  groups,  par- 
ents, and  kids.  His  Childliood's  Future 
is  part  impression  and  anecdote,  part 
analysis,  and  part  prescription.  It  rightly 
connects  subjects  usually  considered  in 
isolation,  such  as  child  care,  school  re- 
form, work  schedules,  even  the  relation- 

ship of  humans  to  the  natural  world. 

Louv  respects  the  way  many  families 
and  institutions  are  coping  amidst  the 
peculiar  stresses  of  contemporary  life. 
But  overall,  he  worries,  busy  families 
and  withering  communities  seem  to  have 
no  time  or  place  for  children's  needs. 
Kids  are  forced  to  grow  up  too  fast. 
They  are  isolated  from  adults,  lack  firm 
moral  direction,  and  have  too  many 
choices  but  too  little  real  freedom. 

Louv  responds  with  assorted  propos- 
als as  well  as  a  manifesto  for  a  "family 
liberation  movement":  "Decrease  the  iso- 
lation of  parents  .  .  .  deprogram  our 
overscheduled  children  .  .  .  [create]  a  pro- 
family  workplace."  Such  a  movement,  he 
proclaims,  can  cross  ideological  and  class 
lines.  And  for  the  baby-boom  generation: 
"Here  is  a  challenge  to  which  our  ideal- 
ism can  once  again  rise." 

Let's  get  it  together... buckle  up. 
■  IW  CM  Corp.  All  rights  reserved. 
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leaned  up,  clean  up,  do 
ly  homework.  .  .  .  It's 
ist  like  a  routine,  clock- 
wise," says  a  San  Diego 
ienager  whose  sinj^ie 
lom  goes  to  school. 

As  analysis,  Child- 
ooci's  Future  lets  in  a 
it  of  fresh  air.  Louv  nei- 
ler  blames  working 
(Others  for  the  problems 
f  today's  kids  nor  argues 
)r  exclusively  institution- 
I  or  political  solutions, 
ather,  he  pictures  soci- 
:y  as  an  intricate  web  of 
iverse  and  interdepen- 
ent  strands,  many  of 
hich  are  stretched  to  the 
reaking  point.  Restoring 
le  web's  integrity  requires  multidimen- 
onal  adjustments  and  repairs. 

Louv  pleads  for  a  shift  in  family  prior- 
ies— specifically,  less  emphasis  on 
ork,  materialism,  and  success — so  par- 
tits  can  spend  more  time  involved  in 
leir  communities  and  their  children's 
ves.  He  admires  those  who  put  careers 
ti  hold,  slow  their  advancement,  figure 
ut  ways  to  work  fewer  hours,  or  man- 
ge  to  have  their  families  get  by  on  less. 

Since  few  people  have  such  flexibility, 
ouv  also  argues  hard  for  changes  at 


ouv  pleads  for  less 
emphasis  on  careers 
so  parents  can  get 
more  involved  in 
their  children's  lives 


Richard  Louv 

CHILDHOOD'S 


work.  His  "family-friendly"  workplace 
would  offer  long  maternity  leaves,  flexi- 
ble schedules,  and  work-at-home  options. 
Men  and  women  would  be  paid  equita- 
bly, so  if  there's  a  parent  at  home,  it 
isn't  necessarily  the  lesser-paid  mom. 

Institutions  have  an  enlarged  role  in 
Louv's  vision.  Libraries  and  schools 
could  be  community  centers,  offering  su- 
pervised programs  for  latchkey  children 
but  also  providing  a  place  for  parental 
involvement.  Social  policy  and  social 
spending  have  their  place,  too:  Day  care 


providers  must  be  paid 
niore,  and  larger  tax  de- 
ductions for  those  with 
dependents  would  help. 

Louv  cites  an  encourag- 
ing array  of  efforts  to  re- 
weave  the  net.  Southland 
Corp.'s  "Family  Ties"  pro- 
gram allows  employees  to 
take  off  up  to  four  hours 
a  month  at  half  pay  to 
visit  or  volunteer  in  a 
day  care  or  elder  care 
center  or  school.  In  New 
Haven's  inner  city,  Yale 
University  child  psychia- 
trist James  Comer  has 
developed  a  school  or- 
ganization that  depends 
on  parental  and  commun- 
ity participation. 

But  Louv  fears  that  the  forces  tearing 
at  the  net  are  more  powerful  than  ef- 
forts to  strengthen  it.  The  need  for  more 
family  time  conflicts  with  business' 
struggle  to  make  the  economy  more  pro- 
ductive. Corporate  benefits  are  eroding. 
And  the  current  fiscal  environment 
works  against  social  spending. 

"In  the  long  run,"  writes  Louv,  "the 
nation  that  develops  a  balanced  and  hu- 
mane system  of  cooperation  between 
work  and  family  is  the  nation  that  will 


The  all-new  1991  Oldsmobile '  Ninety  Eight  is  a  car  that  truly  delivers 
on  the  words  "new  and  improved"  in  a  very  big  way 

Inside  and  out,  the  Ninety  Eight '  has  totally  changed.  So  much 
in  fact,  that  it  redefines  the  contemporary  luxury  car 

The  Ninety  Eight  is  larger  now,  with  nine  inches  of  added  length, 
bringing  you  more  of  what  you  want  from  a  luxury  car.  There's 
more  back  seat  legroom  and  over  20  cubic  feet  of  trunk  space. 

Ninety  Eight  also  features  a  more  responsive  3800  V6  with  tuned 
port  injection,  and  standard  anti-lock  brakes.  You'll  be  amazed  by  the 
newly  available  Computer  Command  Ride  System.  An  innovation 
that  automatically  adjusts  the  ride  to  match  changing  road  conditions. 
And  the  air  bag  on  the  driver's  side  is  now  standard,  too. 

And  nowhere  else  will  you  find  the  Oldsmobile  Edge,  the 
exclusive  comprehensive  owner  satisfaction  program  that  can't  be 
touched  by  any  other  luxury  automobile  you  can  buy  regardless  of  cost. 

To  find  out  more,  stop  by  your  Olds  dealer  or  call  toll-free 
1-800-242-OLDS,  Mon.-Fri.,  9  a.m.-7  p.m.  EST 

In  highway  mileage,  we  do  a  number  on  the  competition. 


NINEVY 
tlGHT 


LINCUI.N 
lOWNtAK 


MAZDA 
02Q 


EPA  Estimated  MPG  Highway  27 . 

Highway  Range  (miles|  486 . 


.23. 
414. 


.23 
.426 


Highway  range  eslimates  are  obtained  by  multrplying  Fl'A  highway  estimates  by  tJie  fuel  tank  capacity  in  gaOons, 

INinetyEight 

The  New  Generation  of  Oldsmobile. 


E-om  the  pioneer  in  mutual  fund  indexing 

WHY  INFORMED 
INVESTORS  "INDEX 


Informed  investors  prefer  di- 
versified, relatively  predictable,  low- 
cost  investment  strategies.  And  index 
funds  (which  have  outperformed 
most  actively  managed  funds  over  the 
long  term*),  enjoy  all  three  benefits. 

Vanguard  Index  Trust  offers 
investors  two  portfolios: 

The  500 Portfolio,  which  tracks 
the  performance  of  the  S&P  500. 

The  Extended  Market  Portfolio, 
which  captures  the  performance  of 
medium  and  small  sized  companies  as 
tracked  by  the  Wilshire  4500  Index. 

Minimum  investment  in  this  no- 
load  fund  is  $3,000;  $500  for  IRAs. 

For  an  informative  booklet  on  the 
benefits  of  indexing,  call  or  write  for  a 
Vanguard  Kit  today 

*SEI  Funds  Evaluation  Services. 
Vanguard  Index  Trust  is  neither  sponsored 
by  nor  affiliated  with  Standard  &  Poor's 
Corporation  or  Wilshire  Associates. 
S&P  500  and  Wilshire  4500  are  unmanaged 
indices. 


Call  1-800-662'SHIP 

Any  Hour,  Any  Day  For  A  Free 
Indexing  Information  Kit 


Please  send  me  a  free 
booklet  plus  a  Vanguard 
Index  Trust  prospectus 
containing  complete 
information  on  expenses 
and  distribution  charges. 
I  will  read  it  carefully 
before  I  invest  or  send 
money. 
Also  send  information  on: 
□  IRA  (71)  □Keogh(70). 

Vanguard  Index  Trust 
RO.  Box  2800 

Valley  Forge,  Pennsylvania  19482 

Name  


Address  _ 
City  


-  State - 


Zic 


- Phone  - 


THi^^^ardGROUP 

INVESTMENT  COMn\NIES 


Came^e  Hall  Salutes 
lis  Corporate  Donors 

When  Andrew  Carnegie  huilt  the  "Music  Hall  on 
57th  Street"  one  hundred  years  ago,  he  under- 
stood the  importance  of  a  great  hall  not  only  to 
the  cultural  life  of  a  great  city  and  nation,  but  to 
Its  economic  growth,  as  well.  We  sincerely  thank 
the  ItKal,  national,  and  international  corpora- 
tions whose  generosity  to  Carnegie  Hall  reflects 
their  commitment  to  this  principle,  and  to  the 
excellence  Carnegie  Hall  represents. 

To  contribute  to  the  Carnegie  Hall  Corporate 
Fund,  or  tor  further  information  and  a  complete 
description  of  donor  benefits,  please  contact 
Susan  Shine,  Director,  Corporate  Fund,  Carnegie 
Hall,  881  Seventh  Avenue,  New  York,  New  York 
10019  (212)  903-9650. 


CARNEGIE  HALL 


Isaac  Stern 
President 


James  D.  Wolfensohn 
Chtiirman  ot  the  Board 


1990-91  CORPORATE 
FUND  CO-CHAIRMEN 

William  T  Knowles 

Chairtnan  and  CEO 

National  Westminster  Bancorp  Inc. 

.^rthur  Levitt.  Jr. 
Chairman 

Levitt  Media  Company 

Mmoru  Makihara 
Chairman 

Mitsubishi  International  Corp. 

Felix  Rohatyn 
Partner 

La:ard  Freres  and  Co. 
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LeCs  gait  together...  buckle  up. 
■  ITOGMOxv-AUriglionseTved. 


Dorit  juirp  iit)  a  new  vehicle  without  t 


Jump  into  just  any  new  car  or  truck  and  who  knows 
where  you'll  land.  Jump  into  a  new  01dsmobile  "'and  you'll 
land  with  the  most  comprehensive  owner  satisfaction 
program  in  the  industry  the  Oldsmobile  Edge.  No  other 
automaker  gives  you  the  protection  of  Guaranteed  Satisfaction, 
Bumper-to-Bumper  Plus  Warranty  and  24-hour  Roadside 
Assistance,  as  standard  equipment  on  all  retail  sales. 

We're  so  confident  you'll  love  your  new  Oldsmobile,  we'll 
give  you  up  to  30  days  or  1,500  miles,  whichever  comes  first, 
to  return  it  for  any  reason.*  You'll  be  given  credit  toward  the 
purchase  of  another  new  1991  Oldsmobile. 

Our  Bumper-to-Bumper  Plus  Warranty  covers  your  new 
Olds  for  3  years  or  50,000  miles,  whichever  comes  first.** 


And  with  24-hour  Roadside  Assistance,  you  can  get  help 
anywhere  in  North  America,  any  time  of  day  or  night.  So,  for 
instance,  if  you  ever  find  yourself  with  a  flat  tire  or  out  of  gas, 
you  won't  be  out  of  luck.  Just  call  our  toll-free  hotline  and 
we'll  send  someone  out  at  no  extra  charge.t 

So  before  you  jump  into  that  new  car  or  truck,  Oldsmobile 
suggests  that  you  look  before  you  leap.  For  more  information, 
call  1-800-242-OLDS,  Mon.-Fri.,  9  a.m.-7  p.m.  EST 

ITheQldsmoMeEdgg 

A  New  Generation  of  Owner  Satisfaction. 


"Must  return  to  seOing  dealer  See  your  dealer  lor  details  and  restrictions-  "Tires  covered  by  their  manufacturer  A  deductible  will  apply  after  12  months/12.000  miles.  See  your  Oldsmobile  dealer  for  terms  of  this  limited  warranty 
tRoadside  Assistance  applies  during  term  of  warranty  Services  provided  by  Cross  Country  Motor  Club,  Inc.  Bostoa  MA.  and  in  Caiifomia.  by  Cross  Country  Motor  Club  of  California.  Inc..  Boston,  MA.  See  your  participating  dealer  for  details. 


Introducing  ATST  EasyLink  Services. 
A  new  AIST  business. 


In  business,  our  need  to  communicate  in 
tiie  most  efficient  way  never  changes.  Yet, 
how  we  communicate— how  we  see,  hear 
and  say  things— is  changing  continually. 
That's  why  AT&T  created  AT&T  EasyLink 
Senices,  a  new  business  that  integrates  the 
AT&T  Global  Messaging  Unit  and  Western 
Unions  Business  Services  Division. 

By  combining  the  strengths  of  these  two 
enterprises,  AT&T  EasyLink  Services  can 
help  you  take  advantage  of  the  rapidly  evolv- 
ing business  communications  environment. 
Electronic  Mail,  Electronic  Data  Interchange 
and  Enhanced  EAX  from  AT&T  can  help 
improve  how  your  business  communicates 
today  And  AT&T  EasyLink  Services  is 
working  to  bring  you  truly  integrated  voice, 
data,  text  and  video  messages. 


How  to  see,  hear  and  say  things  you  never  coi\\ 


So  regardles.s  of  your  company s  size, 
scope  or  field,  if  you  want  to  find  out  how 
you  can  send  and  receive  messages  better, 
AT&T  EasyLink  Services  would  like  to  talk 
with  you. 

AT&T  EasyLink  Services.  It  does  more 
than  just  improve  how  your  business  com- 
municates, it  helps  to  transform  the  way 
you  do  business  by  allowing  you  to  see, 
hear  miS  say  things  you  never  could  before. 

For  more  information,  call  your  account 
representative  or  AT&T  Eas\Link  Services 
at  1 800  321-6747  Ext.  200. 


AT&T 

EasyLink  Services 


conomic  ViewDoint 


RESCUING  REAL  ESTATE  WILL  SAVE 
BANKS  AND  THE  ECONOMY,  TOO 


BY  PAUL  CRAIG  ROBERTS 


\ 

Cutting  the 
capital-gains  tax  rate, 
shortening  the 
capital-recover>^ 
period,  and  ditching 
'passive  investor' 
rules  would  breathe 
life  into  the  market 
and  save  billions 
in  bailout  costs 


PAUL  CRAIG  ROBERTS  IS  CHAIRMAN 
OF  THE  INSTITUTE  FOR  POLITICAL 
ECONOMY  IN  WASHINGTON 


It  was  only  yesterday  that  we  were  being 
assured  that  a  budget  deal  trading  higher 
taxes  for  lower  interest  rates  would  save 
the  economy.  Now,  with  the  deal  in  hand,  the 
economy  is  sinking,  and  the  red  ink  is  rising. 
And  it  appears  that  the  short-lived  recession 
that  President  Bush's  economic  advisers  fore- 
cast in  January  may  be  with  us  a  lot  longer. 

As  improbable  as  it  may  seem,  government 
policymakers  aren't  confronting  the  core  prob- 
lem we  need  to  solve  if  we  are  to  fight  our 
way  out  of  this  particular  recession.  The  sober 
reality  is  that  real  estate  makes  up  a  sizable 
chunk  of  the  collateral  of  the  financial  system, 
and  real  estate  prices  have  been  dropping  di- 
sastrously. The  ability  of  the  Federal  Reserve 
Board  to  fight  the  recession  with  a  credit  ex- 
pansion may  first  require  a  stabilization  of 
real  estate  prices.  As  the  value  of  collateral 
shrinks,  capital  is  impaired,  and  the  ability  to 
create  new  loans  is  restricted.  Depressed  real 
estate  prices  are  not  only  an  important  reason 
why  we  are  in  recession  but  they  are  likely  to 
make  it  all  but  impossible  for  us  to  spend  our 
way  out  of  it. 

Before  real  estate  can  be  stabilized,  policy- 
makers will  have  to  come  to  grips  with  the 
role  that  the  1986  tax  reform  played  in  pulling 
the  rug  out  from  under  real  estate  prices.  That 
reform  lengthened  the  depreciation  period  for 
structures  from  19  years  to  31,  thus  collapsing 
the  present  values  of  real  estate  investments. 
Not  content  with  this  blow,  the  reformers  de- 
prived "passive  investors"  of  normal  tax  de- 
ductions (mortgage  interest,  taxes,  deprecia- 
tion), thus  hiking  the  costs  of  the  investments. 
In  case  any  profit  was  left,  the  reform  raised 
the  capital-gains  tax  rate  from  209c  to  287^ — an 
increase  of  407f. 

WRONG  RESULT?  Overnight,  real  estate  invest- 
ments became  uneconomic.  Investors  were 
forced  to  dump  their  stakes,  and  the  sinking 
market  hurt  the  lenders  that  had  financed  the 
deals.  As  the  financial  system's  weakest  link, 
savings  and  loans  were  the  first  big  casualty. 
It's  ironic  that  Treasury  Dept.  officials  expect- 
ed the  real  estate  provisions  of  the  1986  Tax 
Reform  Act  to  raise  revenues  for  the  govern- 
ment. Instead,  we  got  a  $500  billion  S&L  bail- 
out, caused  in  large  part  by  the  collapse  of 
real  estate  values. 

And  it  isn't  over  yet.  Commercial-property 
values  will  continue  to  fall  until  price  declines 
make  the  ventures  profitable  under  the  new 
law.  In  the  meantime,  original  investors  and 
creditors  will  experience  losses.  Due  to  federal 
deposit  insurance,  this  contraction  in  the  value 
of  thrifts'  and  banks'  real  estate  portfolios 
also  increases  tax  burdens  or  inflates  the  defi- 
cit. The  sooner  the  downward  spiral  in  prices 


can  be  stopped,  the  less  red  ink  will  result  an- 
the  more  effective  the  Fed's  efforts  to  eas 
credit  will  be. 

A  reduction  in  the  capital-gains  tax  rate, 
shorter  capital-recovery  period,  and  the  elim 
nation  of  the  "passive  investor"  rules  woul 
breathe  life  back  into  real  estate  values,  sav 
many  financial  institutions  from  failure,  an 
save  the  government — or  taxpayers — billion 
of  dollars  in  bailout  costs.  Those  who  advocat 
a  lower  capital-gains  tax  rate  because  it  wouL 
raise  revenues  are  using  only  half  the  argi 
ment.  The  impairment  of  financial  capital  tha 
is  frustrating  monetary  policy  and  prolonginj 
the  recession  would  be  reversed  by  a  lowe 
capital-gains  tax. 
NO  HANDOUT.  A  capital-gains  tax  cut  that  re 
duces  the  cost  of  the  S&L  bailout  and  prevent 
its  spread  into  the  banking  and  insurance  sec 
tors  of  the  financial  system  would  not  be 
handout  to  the  rich.  Moreover,  by  permitting  ; 
credit  expansion  to  get  in  gear,  it  would  sav( 
many  Americans  from  the  hardships  of  unem 
ployment.  Doctrinaires  who  oppose  a  reductioi 
as  "a  tax  break  for  the  rich"  are  attacking  thi 
jobs  of  Americans  and  the  health  of  our  finan 
cial  system. 

The  "debt  excesses"  that  plague  the  finan 
cial  sector  are  not  the  handiwork  of  "S&l 
crooks"  but  are  the  direct  consequence  of  th( 
real  estate  provisions  of  1986  tax  reform  ant 
other  ill-considered  legislation,  such  as  thi 
1989  S&L  Act,  which  increased  thrifts'  capita  | 
requirements  while  closing  off  many  avenue;! 
of  revenue  generation.  Debt  becomes  exces' 
sive  when  recession,  taxation,  and  regulatioi 
reduce  asset  values.  j 

That  is  now  happening  on  a  grand  scale.  Thq 
nonchalance  with  which  policymakers  viev 
their  handiwork  does  not  signal  a  rebirth  fi 
laissez-faire  but  rather  a  miscalculation  witl 
potentially  high  costs.  The  downward  spira 
will  have  a  long  way  to  go  if  regulators  sue 
ceed  in  forcing  financial  institutions  to  "mark 
to-market,"  or  value  at  current  market  prices! 
their  long-term  investments. 

It  is  astonishing  that  Federal  regulatory  of 
ficials  who  extol  the  long  view  toward  busi 
ness  investment  seem  determined  to  force  fi 
nancial  institutions  to  carry  their  long-tern 
investments  at  current  market  prices.  No  om 
can  afford  to  have  his  capital  destroyed  b\ 
temporary  declines  in  asset  values  that  wil 
recover  in  the  long  haul. 

If  President  Bush  can  make  a  case  for  ex 
pending  American  lives  and  treasure  on  Arat 
disputes  in  the  Middle  East,  he  can  easily  pul 
the  straightforward  argument  to  the  American 
people  for  stabilizing  real  estate  values  with  a 
cut  in  the  capital-gains  tax  rate.  i 


18  BUSINESS  WEEK/FEBRUARY  18,  1991 


ECONOMIC  VIEWPOII 


The  #1  Business  Magazine 
Introduces  the  #t  Business 
Book  Club      I  BusinessWeek 


BOOK  CLUB 


Reading  Business  Week  is  the  one  sure  way  to  find  out  everything  you  want  to 
know  about  the  world  of  business.  And  now  the  nnagazine  you  depend  on  to  keep 
abreast  of  the  latest  business  developments  takes  you  one  step  further. 


J-  1 

s 

-«: 

Pi 

i  P 

I 

"We're  proud  to  bring  our 
readers  a  new  way  to  keep 
pace  with  today's  rapidly 
changing  business  climate" 
—John  W.  Patten,  Publisher 
Business  Week 


How  to  Write  a  Successful  Marketing  Plan 

by  Roman  Hiebling.  Jr.  and  Scott  Cooper 
(4004)  $59.95* 

How  to  Find  Hidden  Real  Estate  Bargains 

by  Robert  Irwin  (3913)  $21.50 

Strategic  Choices 

by  E  Primozic,  K.  Primozic,  and  J.  Leben 

(4012)   24,95 

The  100  Best  Stocks  to  Own  in  America 

by  Gene  Walden  (4022)  $19,95 

Let's  Talk  Quality 

by  Phillip  B.  Crosby  (4001)  $22,95 

The  Do's  and  Taboos  of 
International  Trade 

by  Roger  E,  Axtell  (4002)  $19,95 

Successful  Business  Forecasting 

by  Joan  C,  Cornpton  and  Stephen  B,  Compton 

(30059)  $21.95 

Lotus  1-2-3  Simplified,  Release  2.2 

by  David  Bolocan  (3440)  Soft         $17  95 


The  Executive  Resume  Book 

by  Loretta  Foxman 

(4019)  $19.95 

The  McGraw-Hill  36-Hour 
Management  Course 

by  Lester  R,  Bittel  (15043)  $39,95* 

Maximarketing 

by  Stan  Rapp  and  T,L,  Collins 

(4007)  $24.95 

How  to  Leave  Your  Job  and  Buy 
a  Business  of  Your  Own 

by  C,  D,  Peterson 

(10028)    $21.95 

Winning  Numbers 

by  Michael  G  Thomsett  (4006)  $21,95 
The  Vest  Pocket  MBA 

by  J,K  Shim,  J,G  Siegel,  and  A  Simon 
(3928)  Soft  $24,95 

'Counts  as  2  Selectioris 


fake  any 
3  books  for 

$2  each 


(Values  to 
$84.90) 


when  you  join  the 


BusinessWeek 


;  Robot  nOUbteath 

SAVE 


BOOK  CLUB 


You'll  save  time  and  money  by  having  your 
selections  delivered  right  to  your  door.  And 
the  satisfaction  of  knowing  that  every  book 
was  carefully  selected  to  meet  your  special 
needs.  In  today's  competitive  business 
environment,  information  is  power.  So  make 
the  right  business  decision.  Join  the  Business 
Week  Book  Club  for  the  books  you  need  to 
get  ahead  .  .  .  and  stay  there. 


to  Ach!.-v. 

of  Change 


4008  $29.90^ 
Book/Audio  Set 


RIGHT 
ON  , 

n  time! 

4009  $24.95 


Starting 
Your()>\n 

Business 


3911  $22.95 


AlRies& 
JackTnxK 


I  iildlil 
lloree 


4010  $29.90- 
Book/Audio  Set 


B.  CMS  Anes 
Ami  I  ffiavrt 


4011  $29.95' 


JOB 


10025  $19.95 


15008    $24.95  Soft 


Quality  Booics,  Dependable  Service 

As  a  Business  Week  Book  Club  member,  you'll  save  up  to  50% 
off  the  publisfiers'  prices  on  a  wide  selection  of  quality  books  carefully 
chosen  to  meet  your  needs. 

Every  3  or  4  weeks,  members  receive  the  Club  Bulletin,  together 
with  a  dated  Reply  Card,  If  you  want  the  Mam  Selection,  do 
nothing— it  will  be  shipped  to  you  automatically.  If  you  want  another 
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BY  KAREN  PENNAR 


COULD  REFORMING 
DEPOSIT  INSURANCE 
TORPEDO  U.S.  BANKS? 


As  i)art  of  its  plan  to  reform  the  U.  S. 
financial  system,  the  Treasury 
Dept.  is  considering  new  restrictions  on 
deposit  insurance,  now  at  $100,000  per 
account.  It  was  that  generous  coverage, 
in  part,  that  enabled  the  thrift  industry 
to  take  huge  risks  with  depositors'  mon- 
ey, and  most  analysts  believe  reform  is 
needed  to  reintroduce  market  discipline 
among  banks  and  thrifts.  Treasury  pro- 
poses first  to  limit  each  individual's  in- 
surance coverage  to  $200,000  in  each 
bank — $100,000  in  general  accounts  plus 
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$100,000  in  retirement  accounts — by  ag- 
gregating all  of  an  individual's  accounts 
in  that  bank  under  one  cap.  Treasury 
would  like  to  go  further,  limiting  an  indi- 
vidual's total  coverage  at  all  banks  to 
$200,000,  but  has  put  that  idea  off  for 
further  study.  Finally,  the  government 
hopes  to  curb  sharply  the  "too  big  to 
fail"  doctrine,  under  which  federal  regu- 
lators have  implicitly  guaranteed  virtual- 
ly all  deposits  in  the  largest  banks. 

Is  this  the  best  way  to  make  the  bank- 
ing system  sounder  and  safer  over  the 
long  run?  No,  says  economist  Albert  M. 
Wojnilower,  consultant  to  First  Boston 
Corp.:  "To  limit  access  to  deposit  insur- 
ance in  a  world  in  which  Treasury  secu- 
rities exist  and  are  readily  available  is  an 
action  which  in  the  longer  run  virtually 
guarantees  that  the  government  will  be- 
come the  major  financial  institution  in 
the  U.  S."  Foreign  holders  of  dollars,  es- 
pecially those  with  jumbo  deposits  that 
will  no  longer  implicitly  be  insured,  are 
apt  to  switch  their  holdings  into  Treasur- 
ies, predicts  Wojnilower. 


And  any  eventual  cut  in  insurance  cov- 
erage will  be  a  virtual  death  sentence 
for  many  banks,  says  the  First  Boston 
economist,  since  they  will  be  unable  to 
compete  with  both  the  U.  S.  government 
and  foreign  banks.  While  private  and 
public  deposit  insurance  schemes  over- 
seas appear  to  offer  less  coverage  than 
the  U.  S.  (chart),  in  practice,  argues  Woj- 
nilower, foreign  governments  stand  be- 
hind deposits  nearly  100%.  To  make  sure 
that  U.  S.  banks  aren't  at  a  disadvantage 
over  time,  there  should  be  some  interna- 
tional accord  to  make  deposit  insurance 
and  policies  for  handling  bank  failures 
more  consistent. 

Reaching  such  agreement  won't  be 
easy,  economists  argue.  Still,  says  Brian 
C.  Gendreau,  vice-president  at  J.  P.  Mor- 
gan &  Co.,  that  doesn't  have  to  mean 
that  forcing  U.  S.  banks  to  shoulder 
more  market  risk  would  make  them  un- 
competitive. U.  S.  banks  would  still  have 
access  to  emergency  liquidity  assistance 
from  the  Federal  Reserve  Board,  and 
well-capitalized  banks  should  face  only  a 
modest  increase,  if  any,  in  funding  costs. 
Gendreau  says  the  Treasury  proposal  is 
a  good  step  toward  reintroducing  mar- 
ket discipline  on  banks. 


LAST  QUARTER,  JAPAN'S 

ENGINE  MAY 

HAVE  RUN  IN  REVERSE 


The  economic  slowdown  is  intensify- 
ing overseas,  say  economists  at  Salo- 
mon Brothers  Inc.  Especially  notewor- 
thy is  their  prognosis  for  the  Japanese 
economy.  They  expect  real  gross  nation- 
al product  for  Japan  for  the  fourth  quar- 
ter of  1990,  due  to  be  released  in  early 
March,  to  show  a  stagnant  economy  or 
even  a  modest  decline  from  the  third 
quarter.  Consumption,  accounting  for 
57%  of  GNP,  was  probably  off  1%  at  an 
annualized  rate  in  the  period,  say  Salo- 
mon economists,  while  housing  starts 
fell  about  4.57"  from  the  third  quarter. 


WHAT  IMMIGRANTS 
BRING  TO  THE 
ECONOMIC  PARTY 


Congress  late  last  year  passed  legisla- 
tion allowing  the  flow  of  immigrants 
into  the  U.S.  to  rise  from  600,000  to 
about  750,000  a  year.  But  that's  not 
nearly  as  many  people  as  could — or 
should — be  permitted  to  enter,  argues 
economist  Julian  L.  Simon  of  the  Univer- 
sity of  Maryland  in  an  article  in  the  cur- 
rent issue  of  The  Public  Interest.  Simon 
says  that  opening  the  gates  wider  would 


provide  a  "safe  and  sure  path"  to  achie' 
ing  may  benefits — from  spurring  techn( 
logical  advancement  by  welcorriing  sciei 
tific  talent  to  satisfying  busines 
demand  for  skilled  labor. 

The  recent  inflow,  including  illegal  in 
migrants,  is  well  below  the  peak  annu; 
rate  of  900,000,  in  1910.  And  as  a  propo 
tion  of  the  total  U.  S.  population,  th 
recent  flow  of  immigrants  is  only  on( 
quarter  what  it  was  during  its  peak  per 
od  early  in  the  century,  according  t 
Simon. 

The  charge  that  immigrants  pose  a 
unwieldy  burden  for  the  welfare  syster 
is  insupportable,  says  Simon.  In  a  stud 
of  Census  Bureau  data,  he  found  tha' 
aside  from  Social  Security  and  medican 
about  as  much  money  is  spent  on  we 
fare  services  and  schooling  for  imm 
grant  families  as  for  native-born  Amer 
cans.  And  when  programs  for  th 
elderly  are  included,  immigrant  familie 
receive  far  less  in  public  assistance  tha' 
natives,  says  Simon.  Other  economist 
have  demonstrated  that  immigrants  pa; 
their  fair  share  of  taxes  and  don't  wors 
en  unemployment. 

What's  more,  says  Simon,  the  near 
term  costs  of  accommodating  new  immi 
grants  will  be  outweighed  by  the  long 
term  economic  benefits.  Simon's  analysi; 
shows  immigrants  help  raise  U.  S.  pro 
ductivity  and  the  standard  of  living.  S( 
Simon  recommends  increasing  the  num 
ber  of  visas  by  500,000  per  year  foi 
three  years,  and  if  no  major  problems 
arise,  boosting  the  number  by  anothei 
half  million  per  year. 


RECESSION  IS 
LOWERING 

THE  BOOM  ON  WAGES 


These  days,  there's  good  inflation 
news  on  many  fronts:  The  price  oi 
oil  has  fallen  since  the  war  in  the  Per- 
sian Gulf  began,  and  commodity  prices 
generally  are  at  their  lowest  level  since 
1987.  It's  customary,  of  course,  for  price 
pressures  to  ease  during  a  recession, 
and  now  there  is  evidence  of  easing  on 
still  another  front — wages.  In  the  fourth 
quarter  of  1990,  hourly  compensation 
grew  at  a  47'  rate,  a  full  percentage 
point  below  the  12-month  growth  rates 
reported  before  the  recession.  And  that 
slowdown  has  come  in  spite  of  continued 
sharp  rises  in  health  care  costs.  Modest 
compensation  increases  and  good  pro- 
ductivity gains  should  bring  overall  con- 
sumer price  inflation  down  close  to  2% 
for  1991  when  the  fourth  quarter  is  mea- 
sured against  a  year  earlier,  predicts 
economist  Maury  N.  Harris  of  Paine- 
Webber  Inc. 


22  BUSINESS  WEEK/FEBRUARY  18,  1991 


ECONOMIC  TREND 


WHITE  WHALE 


,  did- 


^4 


1  I 


I 
I 


MEAD 


SC 


Wfap^Uould  comes  co^ 


MAZD/ 
929 
$23,500 


^11 


ore  than  the  originaJ? 

Since  the  copies  cost  more,  shouldn't  they  give  you  more? 


ACCORD 
EX 
$17,745 


Manufacturers' 
Suggested 
Retail  Priee* 


GLPhJst  $16,373 


Engine 


Electronic 
4-speed  Air 
Automatic  Conditionin 


Anti-Lock 
Brakes 


Infiniti 
G20 


18,550 


Accord  EX  17,745 


Mazda  929  23,500 


Maxima 
GXE 

Lexus 
ES250 


19,375 


22,050 


We  never  stop  trying  to  make  Taurus  better.  Since  its  introduction,  over  300  refinements 
have  been  made  -  as  part  of  Ford's  commitment  to  continuous  quality  improvement. 

*MSRP  excludes  title,  taxes  and  destination. 
tPrice  includes  optional  cast  aluminum  wheels  and  clearcoat  paint. 

Available  to  residents  of  CA  and  selected  counties  of  AZ,  NV  and  OR. 


INFINITI 
G20 
$18,550 


Ford  Taurus 


FREE  INFORMATION 
FOR  READERS  OF 

Busines^eek 


Want  more  information  about  advertisers  in  this  issue? 
If  so... 

1  •  Review  the  list  of  advertisers  below. 

2.  Circle  the  corresponding  number  on  the  postage-paid 
reader  service  card,  complete  the  necessary  information 
and  drop  in  the  mail. 

3.  Or,  call  toll-free  Monday— Friday  SAM— 5PM  MST: 

1-800-345-3550 

When  prompted,  use  keypad  to  enter  this  control  number  8299600':>r 


ANNUAL  REPORTS 

1.  Southwestern  Bell 
Corporation 

FINANCIAL  PRODUCTS 
AND  SERVICES 

2.  CIGNA  Corporation 

3.  Delta  Dental  Plans 

4.  Van  Kampen  Merritt 
PRODUCTS/SERVICES 

5.  A.T.  Cross  Company 

6.  American  Gas 
Association 

7.  Amoco  Chemical 
Company 

8.  Anritsu  Corporation 

9.  Canon  Copiers 

10.  Compaq 

11.  Eastman  Kodak  Printer 
Products 


12.  Exide  Electronics 

13.  Ford  Corporate 

14.  Ford  Truck  Operations 

15.  Fujitsu  Imaging 
Systems  of  America, 
Inc. 

16.  IBERIA  -  Lineas  Aereas 
de  Espana 

17.  Intel  Corporation 

18.  Jaguar  Cars,  Inc. 

19.  Johnson  Controls 

20.  Muenchner  Messe-und 
Ausstellungsgesellschaft 

21.  Oldsmobile '91 

22.  Primavera  Systems  of 
Incorporated 

23.  Residence  Inn  by 
Marriott 

24.  Ryder  Transportation 
Resources 


25.  Schott  Corporation 

26.  Subaru  of  America 

27.  Toyota  Motor 
Corporate  Service  of 
North  America 

28.  Universal  Data  Systems 
(UDS) 

29.  Volvo  Cars  of  North 
America 

30.  W.  W.  Grainger,  Inc. 

31.  Zenith  Data  Systems 
AREA  DEVELOPMENT 

32.  Capital  Region 
Economic  Development 
Corporation 

33.  China  External  Trade 
Development  Council 

34.  Iowa  Department  of 
Economic  Development 

35.  Missouri  Department  of 
Economic  Development 


usiness  Outloo 


=BRUARY  18,  1991 


BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


OH  RECESSIOH'S  BATTLEFIELD, 
THE  ECOHOMY  IS  LOSIHG  GROUHD 


^PRIVATE  INDUSTRIES 
SUSH  PAYROUS 


In  war,  nothing  ever  goes  as  planned — whether  the 
enemy  is  Saddam  Hussein  or  the  U.  S.  recession. 
Indeed,  the  economic  fight  here  at  home  has  taken  a 
turn  for  the  worse.  Economists  and  policymakers  had 
been  optimistic  that  the  New  Year  would  bring  better 
news.  Instead,  the  latest  reports  from  consumers,  fac- 
tories, builders,  and  employers  show  just  the  opposite. 

The  employment  report  for 
January  was  the  real  shocker. 
The  losses  in  jobs  and  work 
time  for  the  month  far  exceeded 
expectations  (chart).  The  weak- 
ness has  downbeat  implications 
for  the  January  data  on  every- 
thing from  industrial  production 
to  personal  income.  And  it  sug- 
gests that  the  recession,  much 
like  the  war  in  the  gulf,  is  not 
going  to  be  quick  and  painless. 


JAN  '90 
f  A  MIUIONS  Of  WORKERS 
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Economists  are  scrambling  to  revise  downward  their 
forecasts  for  first-quarter  gross  national  product.  Many 
now  believe  that  the  economy  could  fall  at  least  as  fast 
as  the  2.1%  annual  rate  of  decline  posted  in  the  fourth 
quarter.  But  based  on  the  January  employment  report, 
the  economy  may  be  falling  even  faster  than  that. 

In  classic  fashion,  the  recession  is  beginning  to  feed 
upon  itself,  as  falling  demand  results  in  cutbacks  in 
output,  jobs,  and  incomes,  resulting  in  greater  weakness 
in  spending.  A  quick  victory  in  the  gulf  would  drive  oil 
prices  down  further  and  lift  consumers'  spirits,  but  it 
will  take  more  stimulus  than  that  to  break  this  cycle. 

The  problem:  Economic  policy  is  hamstrung.  Tax  hikes 
and  spending  cuts  in  Washington  and  in  many  states 
have  put  fiscal  policy  at  odds  with  recovery.  And  a  credit 
crunch  is  hampering  the  Federal  Reserve  Board's  efforts 
to  spark  the  economy  with  lower  interest  rates. 

FED  EASING  The  Fed  pulled  out  its  heavy  artillery  on 
HASN'T  Feb.  1.  Within  minutes  of  the  release  of 
lOOSENED  the  j-ie^  job  numbers,  the  central  bank 
CREDIT  dropped  its  discount  rate  by  half  a  per- 
centage point,  to  6%.  The  rate  is  highly  symbolic  of 
policy  changes,  and  the  cut  was  the  second  in  six  weeks. 

The  operative  move  was  a  half-percentage-point  drop 
in  the  target  for  the  federal  funds  rate,  the  borrowing 
fee  that  banks  charge  each  other,  to  6y4%.  That's  a  four- 
year  low.  The  Fed  has  pushed  down  the  funds  rate  by 
two  percentage  points  in  the  past  three  months,  but 
prior  cuts  had  been  only  a  quarter  point  each. 
But  will  these  moves  buoy  the  economy?  The  Fed 


WEAK  MONEY  GROWTH 
WORRIES  THE  FED 


gave  three  reasons  for  its  actions:  further  declines  in 
economic  activity,  continued  sluggish  growth  trends  in 
money  and  credit,  and  abating  inflationary  pressures. 
The  recession  is  worry  enough,  but  it  is  the  second  of 
these  that  is  causing  consternation  at  the  central  bank. 
Despite  aggressive  easing,  banks  still  aren't  boosting 
their  lending,  and  few  people  are  borrowing. 

This  credit  crunch  is  proving 
more  intractable  than  the  Fed 
had  expected.  The  recession  and 
heavy  debt  loads  of  consumers 
and  businesses  have  reduced 
the  demand  for  new  credit,  and 
the  supply  of  credit  has  been 
restricted  because  banks  are 
more  interested  in  addressing 
their  balance-sheet  woes  than  in 
making  new  loans.  Moreover, 
there  is  growing  statistical  evi 
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dence  of  less  confidence  in  banks.  Some  depositors  are 
pulling  funds  out  of  accounts,  particularly  large  time 
deposits,  and  putting  them  into  safer  investments. 

All  this  is  making  Fed  easing  less  effective  than  in  the 
past.  And  at  its  policy  meetings  on  Feb.  5-6,  the  central 
bank  undoubtedly  discussed  additional,  perhaps  immi- 
nent, efforts  to  revive  borrowing  and  lending.  To  be 
sure,  the  economy  will  not  turn  around  until  the  broad 
measures  of  money  and  credit  begin  to  pick  up,  but 
through  January,  there  was  no  hint  of  that  (chart). 

After  the  Fed's  most  recent  move,  banks  wasted  no 
time  cutting  the  prime  rate,  from  91/2%  to  97c,  but  in  the 
current  crunch,  even  more  declines  may  be  necessary  to 
stimulate  credit  and  get  the  economy  moving  again. 


EXPORTS 
AREN'T 
SAVING 
JOBS 


A  close  look  at  the  January  job  numbers 
makes  it  clear  that  the  Fed  has  its  work 
cut  out  for  it.  Payrolls  shrank  by  230,000 
workers  last  month,  and  after  revisions, 
the  Labor  Dept.  said  that  in  December,  jobs  declined  by 
148,000 — twice  as  much  as  originally  reported.  Job  losses 
since  July  now  total  more  than  1  million.  That's  on  a  par 
with  the  magnitude  of  declines  in  the  early  months  of 
the  severe  1981-82  recession. 

Other  measures  of  labor  demand  were  weak  as  well. 
The  unemployment  rate  rose  6.2%  last  month,  from  6.1% 
in  December  and  5.3%  a  year  earlier.  Only  45.1%'  of 
industries  surveyed  added  workers,  down  from  55.6% 
last  January.  And  last  month's  average  workweek  fell 
by  a  half  hour  to  34.1  hours,  the  lowest  on  record. 
Jobs  at  goods  producers  have  been  declining  for  two 
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years  in  response  to  sagging  demand.  Manufacturing 
jobs  fell  by  69,000  in  January,  bringing  the  total  losses 
since  January,  1989,  to  907,000. 

Clearly,  export-led  manufacturing  is  not  the  economic 
savior  that  some  had  foretold.  The  accumulating  weak- 
ness in  domestic  demand  is  overwhelming  the  export 
gains,  resulting  in  a  manufacturing  recession  that  is  as 
deep  and  as  broad  as  many  past  downturns. 

The  factory  sector's  troubles  are  also  evident  in  the 
National  Association  of  Purchasing  Management's  index 
of  industrial  activity.  It  dropped  to  37.77'  in  January 
(chart).  That's  close  to  the  lowest  level  dredged  during 
the  1981-82  recession.  Moreover,  the  government  report- 
ed that  factory  orders  in  December  were  unchanged, 
following  a  record  5.87  plunge  in  November.  And  the 
NAPM  said  that  orders  remained  weak  in  January. 

Problems  in  the  auto  industry 
are  acute.  Sales  of  domestically 
made  cars  in  late  January 
crashed  to  an  annual  rate  of  5.4 
million.  Car  sales  for  the  entire 
month  dropped  to  a  5.9  million 
pace  from  6.7  million  in  Decem- 
ber. Detroit  has  already  slashed 
output  and  jobs,  but  at  the  Jan- 
uary pace  of  sales,  more  cuts 
may  be  necessary. 
Construction  payrolls  dropped 
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by  155,000  in  January.  The  problems  in  the  building 
industry  aren't  new.  Construction  spending  fell  0.57  in 
December  to  an  annual  rate  of  $415.1  billion,  down  7.77 
from  a  year  ago.  The  slide  in  building  jobs  means  that 
construction  activity  remained  in  a  slump  in  January. 

Services  are  also  feeling  the  strains  of  this  recession. 
Private  service  jobs  managed  a  51,000  gain  in  January, 
thanks  to  an  85,000  jump  in  retail  jobs.  But  that  was  the 
result  of  weakness  in  December,  not  strength  in  Janu- 
ary. Stores  had  hired  less  help  during  the  Christmas 


season,  so  fewer  workers  had  to  be  let  go  in  January 
Except  for  the  booming  health  care  sector,  the  majo: 
service  industries  cut  payrolls  in  January,  and  they  hav( 
lost  350,000  jobs  since  July.  The  unemployment  rate  ii 
all  services  jumped  to  5.67o  last  month,  from  57^  a  yeai 
ago.  As  the  demand  for  services  weakens  further,  job 
lessness  is  sure  to  climb  higher. 


I LABOR  The  recession  is  also  hammering  produc 

COSTS  tivity  growth.  The  Labor  Dept.  reportec 

START  that  output  per  work  hour  in  nonfarn 

TO  EASE  industries  advanced  at  a  mere  0.17^  annu 
al  rate  in  the  fourth  quarter,  as  both  output  and  hours 
worked  fell  by  about  2.7%'. 

Low  productivity  gains  aren't  unusual  in  the  begin 
ning  of  a  recession  because  demand  and  output  dro^ 
faster  than  companies  can  cut  payrolls  and  work  time 
But  at  this  point,  the  timing  is  unfortunate.  Overal 
productivity  had  already  fallen  0.77  in  1989,  the  result  o; 
a  poor  performance  in  service  industries,  and  the  reces 
sion  contributed  to  a  0.87^  drop  for  all  of  1990.  That's  th( 
first  back-to-back  slide  in  U.  S.  productivity  in  a  decade 
The  negligible  gain  in  worker  efficiency  last  quartei 
did  little  to  offset  the  3.87f  rise  in  hourly  compensation 
But  the  good  news  for  employers  is  that  the  growth  o: 
wages  and  benefits  is  slowing  down.  So  despite  the 
weakness  in  productivity,  unit  labor  costs  are  moderat 
ing.  In  the  fourth  quarter,  unit  labor  costs  in  the  non 
farm  sector  rose  at  a  3.77  annual  rate,  down  from  4.17 
in  the  third  quarter,  and  57  at  the  end  of  1989. 

That  means  less  upward  pressure  on  prices,  but  it': 
cold  comfort  to  consumers.  Wage  growth  continued  tc 
slow  this  quarter,  as  hourly  pay  in  January  fell  0.17> 
The  wage  slowdown,  together  with  the  drops  in  jobs  anc 
the  workweek,  suggests  that  personal  income  declined  in 
January.  Until  the  Fed's  rate-cutting  policy  gets  consum 
ers  back  in  the  fight  against  the  recession,  the  news 
from  the  home  front  can  only  get  worse. 


THE  WEEK  AHEAD 


RETAIL  SALES 


Wed>/esdut/.  Feb.  13,  8:30  a.m. 
Retail  sales  probably  fell  by  a  steep  0.67 
in  January,  according  to  economists  sur- 
veyed by  McGraw-Hill  Inc.'s  MMS  Inter- 
national. The  drop  is  suggested  by  weak 
car  sales  and  would  be  the  third  consec- 
utive decline  in  retail  buying. 


BUSINESS  INVENTORIES 


Thursduij,  Feb.  H,  10  a.m. 
Inventories  held  at  factories,  wholesal- 
ers, and  retailers  likely  dropped  by 
about  0.47  in  December,  following  a 
0.37  gain  in  November.  The  already  re- 
ported 0.87  decline  in  factory  stockpiles 
was  probably  offset  by  a  gain  in  retail 
inventories.  Business  sales  likely  fell  by 


2'  .'  in  December,  after  declining  1.27  in 
November.  That's  indicated  by  weak  fac- 
tory and  retail  sales  in  December. 

PRODUCER  PRICE  INDEX  

Friday,  Feb.  15,  8:30  a.m. 
Producer  prices  of  finished  goods  proba- 
bly rose  a  small  0.27  in  January.  Gas 
prices  fell,  but  food  costs  were  likely 
pushed  up  by  crop  losses  during  the  De- 
cember freeze  in  California.  In  Decem- 
ber, producer  prices  fell  0.67. 

MERCHANDISE  TRADE  DEFICIT  

Friday,  Feb.  15,  8:30  a.  m. 
The  MMS  consensus  is  that  the  trade  defi- 
cit narrowed  to  $8.6  billion  in  December, 
from  $9.7  billion  in  November.  Exports 
are  expected  to  be  little  changed  in  De- 


cember. And  imports  likely  declined  be- 
cause of  falling  prices  for  foreign  oil. 

INDUSTRIAL  PRODUCTION  

Friday,  Feb.  15,  9:15  a.m. 
Output  at  the  nation's  factories,  mines, 
and  utilities  probably  dropped  0.67-  in 
January,  according  to  the  MMS  consen- 
sus. That  is  the  same  sharp  loss  as  in 
December  and  is  suggested  by  the  de- 
clines in  jobs  and  workweek  last  month. 

CAPACITY  UTILIZATION  

Friday,  Feb.  15,  9:15  a.m. 
The  expected  cut  in  output  indicates  that 
capacity  utilization  slipped  to  79.87'  in 
January.  If  so,  that  would  be  the  lowest 
rate  in  four  years.  In  December,  operat- 
ing rates  stood  at  80.4%. 
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FOR  SOME  PE0PU.11US  IS  A  BOLL 


For  those  invested  in  the  Dreyfus 
Capital  Value  Fund,  the  overall  short 
and  long  term  results  have  been  very 
bullish  indeed. 

Which  is  due  largely  to  the 
Fund's  unique  ability  to  deal  with 
volatile  market  conditions. 

Share  price  fluctuates. 


Learn  more  about  the  Fund's       prospectus  with  more  complete  informa- 
spectacular  performance  and  how  bull-  tion  including  sales  charges, 
ishly  it  has  taken  advantage  even  of  Please  read  it  carefully  before  you 

down  markets.Call  your  invest.  While  past  performance 

securities  dealer  or  J^l^ytllS  is  no  guarantee  of  future  results, 
l-800-DREYFUS,  •^t^Tt  J  't  s  Something 

ext  4l45  fora   Capital  Value  rUHQ  to  consider 
The  right  fund  at  the  right  time. 
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LESSONS 

FROM  THE  FRONT 

THE  WAR  AGAINST  IRAQ  WILL  CHANGE  THE  WAY  AMERICA  ARMS  ITSELF 


e 


If  the  Pentagon  had 
to  be  graded  on 
how  it  performed  in 
the  first  weeks  of 
Operation  Desert 
Storm,  you  could 
conclude  that  the 
mighty  American 
war  machine  has  been  an  overachiever. 
The  air  war  has  pounded  Iraq,  while 
U.  S.  aircraft  losses  and  casualties  have 
been  amazingly  low.  But  smoothly  as 
the  campaign  has  gone,  it  has  revealed 
major  gaps  in  the  U.  S.'s  ability  to  deal 
with  the  sort  of  regional  conflicts  that 
are  likely  to  dominate  the  1990s. 

It  took  too  long — over  five  months — to 
get  enough  tanks  and  materiel  to  the 
Persian  Gulf.  Some  of  the  most  sophisti- 
cated and  expensive  weapons  systems  in 
the  U.  S.  arsenal,  from  the  B-1  bomber 
to  the  Trident  submarine,  have  been  ab- 
sent from  the  fray — and  worse,  haven't 
been  missed.  The  workhorses  of  the  war 
are  bombers  and  fighters  based  on  1960s 
technology.  "We're  literally  flying  the 
wings  off"  older  aircraft,  notes  Defense 
Secretary  Dick  Cheney. 

Already,  the  emerging  lessons  of  Des- 
ert Storm  are  reshaping  the  Pentagon's 
fiscal  1992  budget.  The  spending  plan 
submitted  to  Congress  on  Feb.  4  was 
drawn  up  before  hostilities  began.  Key 
Democrats,  as  well  as  some  within  the 
Administration,  think  the  document  has 
been  passed  over  by  events. 

Although  the  ground  combat  that  may 
be  decisive  in  the  gulf  war  is  yet  to 
come,  Desert  Storm  will  dominate  this 
year's  defense  policy  debate.  One  of  the 
clearest  messages  so  far  is  that  the  mili- 
tary establishment  has  been  slow  to  end 
its  obsession  with  the  Soviet  menace. 
Now  that  the  Warsaw  Pact  has  melted 
away,  military  planners  must  pay  more 
attention  to  regional  firefighting  against 
well-equipped  Third  World  armies.  "The 
battles  of  the  future  are  going  to  be  low- 
intensity  conflicts  fought  with  high-tech 
weaponry,"  says  Senator  Charles  E. 
Grassley  (R-Iowa). 


Here's  how  the  falloui  from  De.sert 
Storm  may  change  defense  policy: 

■  Conventional  Wisdom.  Protecting  Tel 
Aviv  from  Iraqi  Scuds  or  a  U.  S.  air  base 
from  terrorist  attack  calls  for  a  different 
kind  of  defense  than  deterring  a  Soviet 
nuclear  strike.  "Conventional  capability 
is  what  counts  in  the  real  world,"  ob- 
serves Senator  Carl  M.  Levin  (D-Mich.). 

Congress  will  likely  speed  the  shift  of 
money  away  from  stra- 
tegic nuclear  systems 
such  as  the  MX  missile 
to  conventional  weap- 
ons. The  liberal  Demo- 
crats who  opposed  de- 
velopment of  the 
Patriot  missile  aren't 
likely  to  vote  against 
new  antimissile  de- 
fenses (page  33).  And 
closer  attention  will  be 
paid  to  the  next  genera- 
tion of  armored  fight- 
ing vehicles.  To  find 
money  for  the  grunt 
weapons,  glamour  jobs 
such  as  Star  Wars  and 
the  $800-million-apiece 
B-2  Stealth  bomber  like- 
ly will  be  slashed. 

■  Leaner  And  Meaner. 
In  his  new  budget.  Che- 
ney concedes  that  the 
bulky  U.  S.  military 
should  become  a  small- 
er, more  mobile  force. 
By  1995,  Cheney  would 
cut  active-duty  person- 
nel by  25%,  to  1.9  mil- 
lion. That  translates 
into  big  savings  in 
tanks,  ships,  and  air- 
planes. For  example, 
the  Army  will  lose  an 
armored  division,  the 
Navy  will  shed  a  carrier 
battle  group,  and  the 
Air  Force  will  shrink 
from  24  active  fighter 
wings  to  15. 


The  new  structure  will  rely  more  on 
reserves  and  the  National  Guard,  which 
have  contributed  67,500  troops  to  Desert 
Storm.  But  some  experts  argue  that  the 
gulf  war  has  revealed  that  many  reserv- 
ists are  ill  prepared.  Says  Lawrence  J. 
Korb,  Pentagon  manpower  chief  in  the 
Reagan  Administration:  "Whipping  re- 
serve units  into  shape  for  active  duty  is 
taking  longer  than  anticipated."  And 


Navy  cargo  and  transport  ships  will 
be  increased  from  96  to  142 
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ciiate  Armed  Services  Com- 
nttee  Chairman  Sam  Nunn  (D- 
isn't  eager  to  trim  active 
.  rsonnei.  "We  can't  bring 
irces  home  and  say,  'You've 

me  a  great  job,  and  now 
I 're  giving  you  a  pini<  sUp.'  " 

I'rior  to  Desert  Storm,  the 

^.  had  more  than  80(),()()() 
■iHips  in  Europe.  Many  liave 

I  11  shifted  to  frontline  duty 

I  I  he  gulf,  and  after  the  war, 

II  y're  unlikely  to  go  back  to 
I'  lr  bases  in  what  used  to  be 
(  St  Germany.  "There's  been  no  formal 
iiiduncement,  but  I  can't  find  anybody 
li'i  says  those  troops  will  be  returning 
)  Kurope,"  says  Gordon  Adams,  direc- 
>]■  of  the  Defense  Budget  Project.  The 
(hninistration  hopes  to  keep  at  least 
H  1,000  troops  in  Europe,  but  many  in 
niigress  will  push  for  a  sharply  lower 
vcl. 

High  Tech  Is  Hot.  Advanced  electronics 
I'l  munitions  are  the  big  winners  of 
t  -ert  Storm  so  far.  "A  lot  of  us  always 


The  MX  is  unsuitable 
for  brushfire  wars 


The  Trident 
used — or  m 


had  confidence  in  these  systems,"  says 
Kent  Black,  co-chief  operating  officer  at 
Rockwell  International  Corp.,  maker  of 
the  Hellfire  antitank  missile.  "But  we 
are  surprised  at  how  tremendously  ef- 
fective they  have  proven." 

In  the  past,  many  on  Capitol  Hill  at- 
tacked high-tech  systems  as  overpriced 
and  too  complicated  to  maintain.  Thanks 
to  the  success  of  weapons  such  as  the 
Tomahawk  cruise  missile  and  the  laser- 
guided  bomb,  critics  will  have  a  difficult 


time  fighting  the  view  that 
smart  weapons  are  lifesavers. 
Says  Senator  John  McCain  (R- 
Ariz.):  "You'll  see  the  disap- 
pearance of  the  so-called  mili- 
tary reformers,  who  wanted  to 
Iniy  cheap  and  low-tech." 
■  Getting  There.  Moving  sol- 
diers, tanks,  and  bombs  by  sea 
or  air  is  the  least  glamorous 
work  of  war.  But  sealift  and 
airlift  have  turned  out  to  be 
the  biggest  weakness  in  U.  S. 
capabilities. 
The  fleet  of  airlifters  and  cargo  ships 
is  overage  and  undersize.  Transport  "is 
going  to  be  one  of  the  highest  priorities 
after  the  war,"  says  Norman  Polmar,  a 
Washington-based  defense  analyst.  The 
Pentagon  seems  to  agree.  The  budget 
increases  Navy  cargo  and  tanker  ships 
from  96  to  142.  The  Air  Force  would  get 
nearly  $3  billion  to  buy  six  C-17  trans- 
ports from  McDonnell  Douglas  Corp. 

Fortunately  for  contractors,  Congress' 
view  of  the  defense  industrv,  once  re- 


wasn  t 
issed 


PfPPP^^^  Conventional  and 
■^■■■■■■l  high-tech  weapons 

►  The  C-17  transport  plane  and  other 
airlift  and  sealift  programs 

►  Super-Patriot  or  some  form  of 
ground-based  missile-defense  system 

►  Missiles  of  all  sorts:  Tomahawk 
cruise  missiles,  HARM  high-speed  an- 
tiradar  missiles,  and  Patriot  surface- 
to-air  missiles 

►  Laser-guided  smart  bombs  and  oth- 
er smart  munitions 

■WlfWi  Mostly  strategic 
HMaiiiJ  weapons  systems 

►  Rail  garrison  MX,  the  multiple  nu- 
clear warhead  missile  mounted  on 
mobile  rail  cars 

►  Trident  ballistic  missile  submarine 

►  At  least  one  of  the  Navy's  13  aii'- 
craft  carrier  groups 

IH'I'i'Ml'i'H  ;;^ostly  tanks  and 
■■■■■■■■■■I  helicopters 

►  Bradley  fighting  vehicle  and  the 
M-lAl  armored  tank  are  on  the  Pen- 
tagon's hit  list 

►  V-22  Osprey,  a  tilt-rotor  helicopter 
not  yet  in  production.  It's  on  the  list 
for  cuts,  but  Congress  rescued  the 
Osprey  once  and  might  again 

►  B-2  stealth  bomber,  an  $800  mil- 
lion-a-copy  plane,  which  could  benefit 
from  the  apparent  success  of  the 
F-117A  stealth  fighter 


en  with  a  war  on,  defense  spending  is  on  a  downward  slope.  President 
sh's  fiscal  1992  budget  would  spend  $295  billion  on  defense — a  $4  bil- '; 
1  decline.  But  lessons  learned  from  Operation  Desert  Storm  may 
mge  priorities  on  which  weapons  systems  get  a  piece  of  the  pie  and 
ich  ones  go  to  the  scrap  heap 
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viled  as  purveyors  of  $600  toilet  seats, 
has  mellowed.  Even  archcritic  Represen- 
tative John  D.  Dingeil  (D-Mich.)  is  post- 
poninj^  a  hearing  into  McDonnell's  woes 
with  the  C-17  and  the  Navy's  canceled 
A-12  attack  plane.  An  aide  says  Dingell 
doesn't  want  to  distract  company  or  Pen- 
tagon officials  from  the  war  effort. 

While  the  Administration  has  accepted 
some  of  the  war's  lessons,  it's  hedging 
bets.  The  Pentagon  won't  abandon  such 
costly  and  controversial  strategic  pro- 
grams as  the  B-2,  the  Strategic  Defense 
Initiative,  and  the  Midgetman  missile.  In 
fact,  Bush  wants  to  boost  spending  for 


space-based  weapons  by  oO'/c,  to  $4.6  bil- 
lion—an amount  Congress  is  unlikely  to 
grant.  Says  Representative  John  R.  Ka- 
sich  (R-Ohio):  "For  the  price  of  one  B-2, 
we  can  purchase  roughly  1,000  Toma- 
hawk missiles  and  keep  our  pilots  from 
having  to  fly  over  hostile  territory." 

House  Armed  Services  Committee 
Chairman  Les  Aspin  (D-Wis.),  a  frequent 
Pentagon  critic,  says  that  Cheney  is  pre- 
senting "a  confusing  vision  of  the  fu- 
ture." But  Pentagon  war  planners  can 
be  forgiven  some  of  their  hesitancy.  The 
assumption  that  the  U.  S.  will  have  to 
focus  on  regional  wars  is  based  on  the 


belief  that  a  distracted,  inward-lookinj. 
Soviet  Union  would  stay  put.  But  witi 
the  Soviet  military's  power  rising,  plan 
ners  are  keeping  one  nervous  eye  oi 
their  old  foe. 

For  the  past  decade,  strategists  plain 
ly  spent  too  much  time  worrying  about 
the  Soviet  threat.  Desert  Storm's  lessons 
will  prove  valuable.  But  war  planners 
should  be  careful  to  avoid  learning  then: 
too  well,  tailoring  a  military  to  the  lasi 
war,  not  the  next  one. 

By  Paula  Dwyer,  with  Amy  Borrus  ant 
Seth  Payne  in  Washington,  and  Eric 
Schine  in  Los  Angeles 


HOW  DO  WE  MEASURE  THE  DEFICIT?  LET  US  COUNT  THE  WAYS 


This  year's  budget  deficit  will  be 
$170  billion.  Or  $285  billion.  Or 
maybe  $378  billion. 
These  wildly  varying  projections — 
for  a  fiscal  year  that's  already  a  third 
over — aren't  the  result  of  differing  as- 
sumptions about  the  economy,  interest 
rates,  or  the  cost  of  the  Persian  Gulf 
war.  In  fact,  these  predictions  all  come 
from  the  same  source,  the  Office  of 
Management  &  Budget. 

The  Congressional  Budget  Office 
has  its  own  set  of  deficit  calculations. 
All  told,  the  two  budget  agencies  will 
produce  a  minimum  of  eight  deficit  es- 
timates for  this  fiscal  year.  There's 
your  baseline  deficit,  your  policy  defi- 
cit, your  on-budget  deficit,  and  your 
deficit  excluding  the  deposit-insurance 
bailout.  There's  the  deficit  that  in- 
cludes the  Social  Security  surplus  and 
the  cost  of  the  deposit-insurance  bail- 
out. Then,  of  course,  you  must  remem- 
ber to  add  the  net  cost  of  Operation 
Desert  Storm,  which  Congress  and  the 
White  House  have  taken  off-budget 
but  probably  should  include  in  any 
honest  reckoning. 

Confused?  You're  supposed  to  be. 
Obfuscation  is  as  much  a  part  of 
the  budget  process  as  receipts  and 
outlays.    But   the  enormous 
range   of   the  estimates 
raises  a  serious  question 
about  the  nature  of 
the  deficit:  What 


nues  minus  costs,  the  red  ink  will  ap- 
proach $400  billion  this  year.  The  CBO 
projects  at  least  $360  billion,  but  the 
(MB  figures  closer  to  $380  billion,  prob- 
ably with  some  additional  net  cost  for 
Desert  Storm.  If  you  want  to  focus  on 
what  government  tax  and  spending 
policies  do  to  the  national  debt,  this 
number  is  your  baby. 

But  that  mammoth  deficit  grossly 
overstates  the  impact  of  government 
activities  on  the  economy.  To  bail  out 
the  savings  and  loan  insurance  fund, 
the  government  sells  bonds,  then  turns 
the  proceeds  over  to  the  Thrift  Insur- 
ance Fund.  Nothing  is  bought  or  sold 
with  those  proceeds,  and  no  one  re- 
ceives any  income.  So  even  though  the 
bailout  costs  a  bundle — more  than  $100 
billion  this  year — the  principal  cost 
probably  shouldn't  be  included  as  part 
of  the  deficit,  at  least  by  this  reckon- 
ing. The  interest  costs,  of  course,  make 
up  part  of  Uncle  Sam's  Brobdingnag- 
ian  net  interest  bill. 

Similarly,  an  economic-impact  calcu- 


PICK  A  DEFICIT,  ANY  DEFICIT 

rfje  deficit  for  fiscal  year  1991  will  be... 


.6 


are  we  trymg  to 
measure?   Is  it 
the  difference  be- 
tween   what    the  ' 
government  spends 
and  what  it  collects,  or 
is  it  the  impact  of  fiscal 
policy  on  today's  econo- 
my?  The  questions  yield  • 
vei-y  different  answers. 
If  you're  looking  for  reve 


206 

Billion 

Excluding  the 
deposit 
insurance 
bailout  but 
including  the 
Social  Security 
surplus 


lation  would  treat  the  annual  Social  Se- 
curity surplus  as  a  reduction  in  the 
deficit.  Thai's  because  the  $60  billion 
the  Treasury  will  "borrow"  from  the 
pension  trust  fund  this  year  reduces 
the  government's  need  to  borrow  in 
the  markets.  Therefore,  the  surplus  re- 
duces the  budget's  effect  on  today's 
economy. 

'GROWTH  POTENTIAL.'  The  lowest  esti- 
mate, the  "adjusted  structural  deficit," 
is  a  mere  $170  billion.  You  might  call 
this  the  deficit-if-everything-goes-right. 
It,  too,  counts  the  Social  Security  sur- 
plus. And  it  ignores  the  cost  of  the  S&L 
bailout  since  that's  a  temporary  item. 
True,  it  will  continue  for  at  least  three 
more  years  and  end  up  costing  hun- 
dreds of  billions  of  dollars,  but  it  will 
end  some  day.  "Sooner  or  later,"  says 
a  senior  Administration  official,  "we're 
going  to  run  out  of  .S&Ls  to  bail  out." 

Similarly,  this  deficit  assumes  that 
the  economy  is  growing  at  about  3%  a 
year.  "How  can  they  do  that  in  the 
middle  of  a  recession?"  you  ask.  Sim- 
ple. That  figure  represents  the  econ- 
omy's "growth  potential."  And  if 
you  want  to  measure  long-term  def- 
icit trends,  you  want  to  smooth  out 
the  bumps  in  the  economy. 

Undoubtedly,  the  budget  ma- 
\     vens  in  Washington  like 
this  confusion.  By 
\  throwing  out  all 


■a/ 


these  numbers, 
/  they  can  obscure 
I   the  terrifying  size 
of  the  deficit.  But 
each  calculation 
makes  a  legitimate 
economic  point.  Which 
is  right?  Well,  what 
point  do  you  want  to 
make? 
By  Howard  Gleckman  in 
Washington 
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IE  GULF  WAR  I 


(MART  WEAPONS: 
rHE  NEXT  GENERATION 


'he  clever — and  costly — devices  that  are  now  in  the  pipeline 


The  early  success  in 
the  gulf  war  of 
such  sophisticated 
weaponry  as  the 
Patriot  air-defense 
system  and  the 
Tomahawk  cruise 
missile  is  giving 
lilitiUT  contractors  new  hope  in  their 
fforts  to  sell  ever-more-exotic  hardware 
)  the  Pentagon.  Long  cast  as  expensive, 
old-plated  armaments  that  would  not 
;aiid  the  test  of  battle,  the  so-called 
mart  weapons  have  won  over 
ven  some  of  their  most  die- 
ard  opponents. 
Riding  a  wave  of  high-tech 
uphoria  at  a  time  of  declin- 
ig  defense  budgets,  the  arms 
idustry  is  hard  at  work  on  a 
ew — and  costly — generation 
f  smart  weapons.  Among  the 
martest  of  the  supersmart; 
Antimissile  missiles.  Al- 
lough  the  Patriot  is  winning 
andily  in  the  skies  over  Isra- 
1  and  Saudi  Arabia,  military 
xperts  know  the  crude  Iraqi 
cud  missile  is  not  a  sophisti- 
ited  threat.  So  they  are  forg- 
ig  ahead  with  plans  for  a 
leater  missile  defense  that 
'ould  provide  cover  for  a 
luch  wider  area  than  current 
ystems.  New  antiballistic- 
lissile  systems  being  devel- 
ped  include  the  Erint,  made 
y  LTV  Corp.,  the  joint  U.  S.- 
sraeli  Arrow,  and  Lockheed 
'/Orp.'s  Eris. 

The  Erint  is  an  extended- 
ange  missile  that  uses  its 
wn  onboard  radar  and  com- 
uters  to  track  its  target  be- 
ore  destroying  it  through  the 
orce  of  impact.  It  is  also  skin- 
ier,  lighter,  and  more  maneu- 
erable.  The  Arrow  is  similar  to  the  Pa- 
riot  but  is  much  larger  and  has  a  range 
■reater  than  the  Patriot's  40  miles.  The 
ids  is  designed  to  intercept  incoming 
ong-range  ballistic  missiles  deep  in 
pace.  On  Jan.  28,  an  Eris  had  its  first 
uccessful  test,  when  it  destroyed  a 
■ummy  Minuteman  warhead  still  in 
pace. 

One  sign  of  the  renewed  love  affair 
i^ith  antimissile  defenses  was  President 
{ush's  Jan.  29  call  to  continue  the  Star 
Vars  program,  though  he  wants  to  re- 


cast it  away  from  space-based  lasers  to- 
ward a  ground-based  antiballistic-missile 
system — a  sort  of  son  of  Patriot.  While 
all  this  may  run  afoul  of  the  1972  Anti- 
Ballistic  Missile  Treaty,  Bush  in  his  Feb. 
4  budget  called  for  a  tripling  in  spending 
this  year  on  such  tactical-missile  de- 
fenses, to  $603  million. 
■  Smart  munitions.  Nightly  video  clips 
from  the  gulf  have  shown  the  deadly 
accuracy  of  laser-guided  bombs.  But  the 
search  for  greater  destructive  force  in 
bombs  and  other  munitions  doesn't  stop 


there.  Noting  how  difficult  it  has  been 
for  allied  troops  to  permanently  knock 
out  Iraqi  infrastructure,  former  Mitre 
Corp.  President  Charles  A.  Zraket  says: 
"The  ordnance  has  to  be  much  more  le- 
thal. There's  a  lot  of  R&D  going  on  today 
to  make  new  and  better  explosives." 

Textron  Defense  Systems  has  been 
working  since  1986  on  a  new  kind  of 
bomb  for  the  Air  Force,  dubbed  the  Sen- 
sor-Fuzed Weapon.  Each  $160,000  bomb 
is  a  canister  containing  40  separate  war- 
heads. The  warheads  separate  in  the  air. 


then  use  infrared  sensors  to  locate  and 
home  in  on  such  individual  targets  as 
tanks.  For  the  Army,  meanwhile,  Tex- 
tron is  making  Silent  Soldier,  a  weapon 
that  lies  atop  the  ground  and  uses  its 
own  microcomputers  to  search  out  and 
fire  at  an  oncoming  tank.  This  high-tech, 
spinning  device  is  lethal  over  an  area  200 
metei's  wide. 

■  Advanced  offensive  missiles.  General 
Dynamics  Corp.  has  a  $7  billion  contract 
to  employ  Stealth  technology  on  a  new, 
air-launched  cruise  missile.  The  company 
is  teamed  with  Martin  Marietta  Corp.  on 
the  Defense  Advanced  Research  Proj- 
ects Agency's  Thirsty  Saber.  This  elec- 
tronics package  now  undergoing  flight 
tests  boasts  such  exotic  technologies  as 
high-resolution  radar  and  superfast  par- 
allel-computer processing  to  give  the 
cruise  missile  the  ability  to  find  enemy 
targets,  release  self-guided  warheads, 
and  then  return  to  a  recovery  site.  "It 
can  literally  hunt  for  its  own 
target,"  says  James  Teneglia, 
vice-president  for  business  de- 
velopment at  Martin  Marietta. 

In  the  aftermath  of  Opera- 
tion Desert  Storm,  some  pro- 
grams that  have  run  into 
trouble  could  find  a  new  lease 
on  life.  One  is  Northrop 
Corp.'s  Tacit  Rainbow,  de- 
signed as  a  successor  to  the 
highly  successful  HARM  anti- 
radar  missile.  Tacit  Rainbow 
is  a  jet-powered  weapon  that 
can  circle  for  up  to  an  hour 
waiting  for  the  enemy  to 
switch  on  its  radar.  Then  the 
missile  homes  in  on  the  trans- 
mitters and  destroys  them. 
The  Pentagon  has  not  re- 
quested production  funds  for 
the  program,  a  signal  that  the 
Defense  Dept.  has  doubts 
about  its  dependability.  But 
Northrop  maintains  that  the 
missile  is  performing  well  and 
is  proceeding  with  full-scale 
development. 

All  of  these  supersmart 
weapons  share  a  central 
premise:  that  expensive  tech- 
nology can  so  demoralize  the 
enemy  and  disrupt  his  mobil- 
ity and  communications  that 
the  need  for  bloody  ground  combat  can 
be  kept  to  an  absolute  minimum.  So  far, 
American  technology  has  helped  keep  al- 
lied casualties  in  the  Persian  Gulf  low. 
If,  in  the  end,  smart  weapons  knock 
much  of  the  fight  out  of  the  Iraqis,  de- 
fense contractors  looking  for  some  re- 
spite from  declining  Pentagon  budgets 
could  be  filling  high-tech  orders  for 
many  years  to  come. 

By  Tim  Smart  and  Setli  Payne,  wit// 
John  Carey,  in  Washington,  and  Eric 
Schine  in  Los  Angeles 
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CommentarY/bv  Howard  Gleckman 


SURPRISE!  A  FEW  BUDGET  IDEAS  WORTH  FIGHTING  FOR 


It's  a  good  thing  for  President  Bush 
that  a  war-struck  nation  wasn't 
paying  much  attention  on  Feb.  4 
when  he  sent  his  fiscal  1992  budget  to 
Congress.  From  the  Administration's 
point  of  view,  the  less  the  public  dwells 
on  the  growing  deficit,  the  better. 

Despite  the  agony  of  last  year's  bud- 
get talks,  the  deficit  still  will  top  S300 
billion.  Taxes  are  rising.  Bush  doesn't 
have  the  money  to  propose  dramatic 
new  initiatives.  And  the  hoped-for 
spending  reductions  could  be  blown 
away  in  the  sands  of  Arabia. 

All  of  this  bad  news  gave  Budget 
Director  Richard  G.  Darman  some- 
thing of  a  packaging  problem.  Darman 
hit  on  three  intriguing  ideas:  aiming 
subsidies  at  the  poor  while  cutting 
benefits  for  the  rich,  shifting  bil- 
lions of  dollars  in  domestic 
spending  to  the  states,  and  pay- 
ing for  needed  programs  by  kill- 
ing other  federal  projects  that 
have  outlived  their  usefulness. 
None  of  these  approaches  is 
new,  but  each  raises  an  impor- 
tant policy  issue  that  deserves  a 
full-blown  debate. 
MEANS-TESTING.  Trouble  is,  the 
Administration's  commitment  to 
these  ideas  seems  so  halfhearted 
that  Congress  can  brush  them 
off  with  narj'  a  second  thought. 
As  Darman  put  it:  "We're  begin- 
ning a  process  to  start  a  debate." 
Some  rallying  cr\'. 

The  Administration's  scheme   

to  redistribute  benefits  from  the  rich  to 
the  poor  swipes  a  page  from  the  Demo- 
cratic "fairness"  playbook.  For  exam- 
ple, people  earning  more  than  8125,000 
in  nonfarm  income  would  lose  any  agri- 
cultural subsidies.  The  most  controver- 
sial proposal  would  triple  medicare  pre- 
miums for  retirees  earning  more  than 
S125.000  a  year. 

For  years,  policymakers  have  been 
dancing  around  the  idea  of  focusing 
benefits  on  the  needy.  There  are  in- 
come ceilings  for  welfare  programs 
such  as  food  stamps  and  Aid  to  Fam- 
ilies with  Dependent  Children.  But  ef- 
forts to  expand  "means-testing"  to  in- 
clude the  elderly  and  farmers  have 
been  stymied  on  Capitol  Hill. 

The  politics  of  weaning  the  middle 
class  from  its  entitlements  are  brutal. 
To  be  sure,  the  direct  targets  of  the 
new  proposals  are  unlikely  objects  of 


public  sympathy.  Many  of  those  who 
would  lose  farm  subsidies  are  dentists 
who  keep  a  few  dain,'  cows  at  the  coun- 
try  estate.  Nor  are  many  much  worried 
about  the  ability  of  retirees  who  earn 
more  than  8125,000  a  year  to  pay  their 
medical  premiums.  But  lobbies  for 
farmers  and  the  elderly  will  see  the 
proposals  as  a  w-ay  to  cut  all  middle- 
class  subsidies.  And  they'll  mobilize 


NEW  DIRECTIONS  IN 
THE  BUSH  BUDGET 
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press  if  he  expects  to  see  the  idea  of 
means-testing  become  law. 

The  second  proposal  would  turn  815 
billion  worth  of  federal  housing,  wel- 
fare, and  education  programs  into  no- 
strings  grants  to  states.  The  idea  is 
that  governors  can  better  tailor  these 
funds  to  their  specific  needs.  The  the- 
on,",  which  has  been  tried  through  reve- 
nue sharing  in  the  past,  is  appealing. 
And  governors,  hungry  for  federal 
funds  with  no  strings,  have  embraced 
the  plan. 

But  the  states  could  be  falling  for  a 
bait-and-switch  gimmick.  Congress 
may  turn  responsibility'  back  to  the 
states,  but  it's  not  eager  to  relinquish 
control  over  money.  Senators  look  at 
governors  as  potential  campaign  oppo- 
nents and  loathe  the  idea  of  hand- 
ing them  blank  checks.  Bush  will 
have  to  put  the  heavy  squeeze  on 
lawmakers  if  he  is  to  make  sure 
that  both  the  programs  and  the 


\ 


their  constituents  by  warning  the  Ad- 
ministration's minor  reforms  are  a  pre- 
lude to  an  assault  on  Social  Security. 

The  real  motivation  may  be  quite  dif- 
ferent. The  medicare  plan  gives  Bush  a 
way  to  counter  Democratic  charges 
that  his  proposed  capital-gains  tax  cut 
is  a  boondoggle  for  the  rich.  Despite 
the  partisan  cast,  some  Democrats  are 
keen  on  entitlement  reform.  But  Bush 
is  going  to  have  to  put  on  a  full-court 


cash  actually  get  to  the  state- 
houses — a  fight  he  seems  reluc- 
tant to  take  on. 

RECYCLED  FUNDS.  The  budget's 
third  domestic  idea  is  a  natural 
outgrowth  of  the  spending  caps 
adopted  in  last  year's  deficit- 
reduction  deal.  Bush  proposes 
to  kill  more  than  230  federal 
programs  and  to  cut  funding 
for  more  than  100  others, 
from  Amtrak  to  low-income  energy-  as- 
sistance. Nothing  new  here.  President 
Reagan  tried  for  eight  years  to  kill 
many  of  the  same  programs.  But  Bush 
adds  a  twist.  Instead  of  using  the  mon- 
ey to  trim  the  deficit — an  idea  with  no 
political  support — he  would  shift  the 
spending  to  other  domestic  programs. 
The  idea  that  government  programs 
outlive  their  usefulness  seems  obvious. 
But  every  project  has  its  fierce  defend- 
ers on  Capitol  Hill.  There's  little  sign 
that  a  President  with  bigger  womes 
will  invest  much  in  this  fight  either. 

Sadly,  this  modest  trio  of  proposals 
may  already  have  been  crippled  by  the 
offhanded  way  the  President  has  cho- 
sen to  offer  them.  Opponents  will  try 
to  muster  big  votes  to  reject  each  of 
the  schemes  on  the  Hill.  And  once  an 
idea  is  trashed,  it  has  a  devilish  time 
getting  back  on  the  political  agenda. 
The  Administration's  proposals  have 
merit,  and  they  deser\'e  the  serious  air- 
ing they're  not  likely  to  get  this  year. 
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FHE  PRESSURE  TO  SELL  STEEL  OPERATIONS  IS  OFF— AND  WORKERS  GET  A  $2.50-AN-HOUR  RAISE 


HOW  CHARLES  CORRY 

BECAME  A  DRAGON  SLAYER  AT  USX 

took  the  fire  out  of  Icahn  and  the  USW  and  silenced  the  doubters 


When  Charles  A.  Corn'  became 
chairman  of  USX  Corp.  just 
19  months  ago,  wise  guys 
vondered  whether  he  could  take  the 
leat.  As  behind-the-scenes  ad\"iser  to  his 
;harismatic  predecessor,  Da\id  M.  Rod- 
jrick,  he  had  proved  himself  a  shrewd 
iealmaker  in  turning  USX  into  a  steel 
ind  energj-  giant.  But  the  mild-man- 
lered  finance  man  had  no  experience 
:angling  with  the  likes  of  the  United 
iteelworkers  (USW)  or  Carl  C.  Icahn. 

No  one  is  second-guessing  Corr}-  now. 
since  late  Januarj",  he  has  deftly  de- 
'used  USX's  two  top  problems:  On  Jan. 
il,  USX  got  Icahn  off  its  back  by  an- 
louncing  a  plan  for  splitting  off  steel 
ind  other  nonenergy  businesses  into  a 
lew  issue  of  common  stock.  Three  days 
ater,  USX  reached  a  tentative  labor 
igreement,  avoiding  a  strike  and  the 
"urther  ire  of  investors. 
3RAINSTORM.  Corr}"  felt  the  heat,  all 
ight.  With  its  shares  near  29,  USX  is 
:rading  at  only  nine  times  earnings, 
•vhile  other  energy  stocks  command  dou- 
jle-digit  multiples.  As  a  result,  Icahn's 
campaign  to  force  USX  to  split  off  or  sell 
iteel  has  been  gaining  support  among 
najor  stockholders.  But  the  recession 
X)rpedoed  USX's  chances  of  finding  a 
3uyer  before  the  annual  meeting  in  May, 
A'hen  Icahn  had  planned  to  run  his  own 
ilate  of  directors. 

Then,  in  December,  USX  had  a  brain- 
storm: spinning  off  a  new  class  of  stock 


representing  steel  assets.  The  model  was 
General  Motors  Corp.'s  indi\idually  trad- 
ed issues  for  its  EDS  Corp.  and  Hughes 
Electronic  Corp.  subsidiaries,  the  so- 
called  GM-E  and  GM-H  shares.  In  early 
January",  Corr\-  enlisted  Icahn's  support 
for  the  stock  proposal,  which  must  still 
be  approved  by  USX  shareholders. 

The  new  stock  has  two  benefits:  First, 
shareholders  will  receive  their  normal 
S1.40  di\idend  for  current  USX  shares, 
plus  20e  for  each  new  steel  share  in  the 
first  year.  Second,  investors  will  be  able 
to  invest  separately  in  either  the  steel  or 
energj-  operations.  "If  you  don't  like  a 
mix  of  vanilla  and  chocolate  and  you 
want  20e  in  a  dividend,  then  it's  a  good 
deal,"  says  Alfred  D.  Kingsley,  senior 
vice-president  of  the 
Icahn  Group. 

But  Corn."  may  have 
gotten  the  better  part  • 
the  deal.  USX  is  not  sp. 
ning  off  steel  into  a  sej ; - 
rately  incorporated  com- 
pany, as  Icahn  w^anted. 
And  a  senior  USX  execu- 
tive says  the  company 
has  shelved  its  plans,  ar  - 
nounced  in  October,  : m 
spin  steel  off  into  a  whol- 
ly owned  subsidiarj'. 

While  USX  expects  that 
steel  will  supply  its  own 
cash  from  operating  prof- 
its,   the  arrangement 


doesn't  preclude  the  steel  unit  from  bor- 
rowing money  from  the  energj-  side,  the 
USX  executive  adds.  The  result,  accord- 
ing to  Charles  A.  Bradford,  an  analyst 
at  UBS  Securities  Inc.:  "This  absolutely 
takes  the  pressure  off  USX  to  sell  the 
steel  operations." 

What's  more,  as  part  of  the  stock 
plan,  Icahn  has  agreed  to  refrain  from 
adding  to  his  13.3"''  holding  or  from  op- 
posing USX  management  for  seven 
years.  That  partly  explains  why  USX 
shares  fell  about  S2  a  share  on  the  news. 
Investors  are  disappointed  that  Icahn  no 
longer  can  buy  out  USX.  Ned  Shadek, 
portfolio  manager  of  the  Putnam  Ener- 
gy Resources  Trust,  a  USX  investor, 
speculates  that  Icahn  bailed  out  of  the 
fight  because  of  problems  at  his  ailing 
Trans  World  Airlines  Inc.  "He  was  deal- 
ing from  a  weak  position,"  Shadek  says. 

The  stock  plan  helped  out  on  the  labor 
front,  too.  Late  in  the  contract  talks. 
Corn,-  met  USW  President  L\-nn  Williams 
to  explain  it.  Wlien  the  plan  was  un- 
veiled on  Jan.  31,  the  day  the  contract 
was  to  expire,  the  news  gave  a  boost  to 
talks,  Williams  says.  To  workers,  it 
meant  Icahn  couldn't  work  to  dismantle 
steel  operations. 

■RICH'  DEAL.  Because  w  orkers  are  so  con- 
cerned about  the  sale  of  steel  operations, 
union  bargainers  w-ere  adam.ant  about 
protecting  pensions  and  benefits.  Wil- 
liams says  the  breakthrough  came  when 
he  phoned  Corn,-  at  home  late  on  Feb.  2. 

Corrj-  describes  the  tentative  settle- 
ment as  "rich."  USX  has  agreed  to  wage 
increases  of  S2.50  an  hour,  cost-of-living 
I  bonuses  of  .52,500,  and  generous  pension 
increases.  The  three-year  pact  puts  USX 
j  at  rough  parity  with  other  major  steel 
I  producers.  But  analysts  believe  USX  is  in 
the  best  shape  to  afford  the  contract. 
Last  year,  usx  netted  S818  million,  on 
sales  of  §20.7  billion. 

But  that  net  was  down  15%,  and  ana- 
lysts say  that  if  recession  persists 
through  1991,  the  steel  operation  may 
lose  money.  And  for  the  longer  term, 
provisions  that  guarantee  all  accrued 
benefits  if  USX  sells  steel  operations  ere 
ate  the  biggest  potential 
liability.  The  union  also 
w-on  the  right  to  bid  on 
any  steel  operation  USX 
tries  to  sell.  Those  inno- 
vations prompted  Wil- 
liams, a  longtime  critic  of 
USX  labor  relations,  to 
call  bargaining  under 
Corn-  "open,  communica- 
tive, and  realistic."  Now, 
with  Williams  and  Icahn 
:  bay.  Corn,-  has  the  el- 
:.ow-  room  to  run  USX  the 
way  he  sees  fit. 

By  Michael  Schroeder  in 
Pittsburgh,  with  Lisa  Dris- 
coll  in  Xea:  Ha  ven 
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AND  QUELLED  INVESTORS'  IRE 
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Commentary/by  Mike  McNamee 


RESCUE  THE  FDIC— THEN  TACKLE  BANK  REFORM 


With  problems,  it's  always 
<;ood  to  tai<e  the  long  view. 
But  there's  the  danger  that 
while  your  gaze  is  fixed  on  the  horizon, 
you  won't  see  the  pit  right  at  your 
toenails.  With  its  Feb.  5  blueprint  for 
overhauling  U.  S.  banking,  the  Trea- 
sury Dept.  seems  headed  for  just  such 
a  fall.  Its  649-page  tome  is  filled  with 
detailed  proposals  to  revolutionize  the 
banks  of  2000,  but  it  has  little  to  say 
about  the  problems  of  1991 — the  credit 
crunch  afflicting  the  economy  and  the 
urgent  need  to  pump  funds  into  the 
Federal  Deposit  Insurance  Corp. 

In  both  cases.  Trea- 
sury's message  is:  "Can 
we  get  back  to  you  on 
this?"  To  break  the 
drought  of  bank  lend- 
ing. Secretary  Nicholas 
F.  Brady  promises  to 
deliver  soon  a  package 
of  "four  or  five  recom- 
mendations"— account- 
ing tricks  to  ease  the 
impact  of  soured  loans 
on  banks'  profits.  But 
first,  he  must  overcome 
the  resistance  of  regu- 
lators, who  know  that 
cooking  the  books 
won't  make  banks  any 
healthier.  Congress, 
too,  will  balk  at  the  sort 
of  "regulatory  account- 
ing" that  hid  S&L  losses  for  year.'^. 

The  greater  omission,  though,  was 
Treasury's  failure  to  address  the  fal- 
tering FDIC  Bank  Insurance  Fund  (BIF). 
Over  the  next  two  years,  the  Bush  Ad- 
ministration predicts,  the  BiF  will  lose 
$12.7  billion — and  will  be  headed  for  a 
$22.2  billion  deficit  by  1996.  The  White 
House  uses  worst-case  numbers  for 
their  shock  value,  but  even  more  rea- 
soned forecasts  show  the  fund  headed 
for  trouble.  The  Congressional  Budget 
Office  predicts  that  despite  proposed 
higher  premiums,  the  BIF  could  show  a 
$2.8  billion  deficit  by  late  1992,  before 
recovering. 

DANGER  AHEAD.  Yet  the  Treasury's  re- 
port devotes  just  six  pages  to  recapital- 
izing the  BIF.  The  real  work  has  been 
shunted  to  the  FDIC,  which  is  talking 
with  bankers  to  beg  or  borrow  more 
than  $10  billion  from  the  industry  to 
keep  the  fund  liquid.  That's  how  Brady 
likes  it.  "Out  of  courtesy,"  he  says. 


"it's  FDIC's  right  to  come  up  with  a 
solution  first." 

But  in  this  approach  lies  a  danger. 
It's  understandable  that  both  Treasury 
and  the  bankers  would  want  to  use  BIF 
recapitalization  as  the  lever  to  win  the 
regulatory  reforms  that  Congress  has 
stymied  for  a  decade.  But  by  gambling 
for  both  at  once,  Treasury  risks  get- 
ting neither.  And  leaving  the  insurance 
fund  to  dwindle  toward  insolvency 
would  do  nothing  to  restore  public  con- 
fidence in  a  sick  banking  system. 

Instead,  this  year's  efforts  should  fo- 
cus on  the  immediate  problem.  The 


I.-"-!  II 'uieiiliuu^  Trea.sury  jiroposals 
would  do  little  in  the  short  run  to  re- 
duce the  FDIC's  risks  or  to  increase 
banks'  ability  to  pay  higher  premiums. 
Restricting  each  individual's  deposit  in- 
surance coverage  to  $100,000  per  bank 
by  1993  won't  cut  the  costs  of  the  340 
bank  closures  expected  between  now 
and  then.  Regulators  and  Congress 
may  love  to  battle  over  which  agency 
winds  up  with  the  most  turf,  but  the 
proposal  to  consolidate  bank  supervi- 
sion is  a  sideshow  in  today's  crisis.  And 
Treasury's  plan  to  let  banks  link  up 
with  securities  firm,'^  and  insurers  in 


Treasury  is  offering  some 
fast  relief:  Interstate  branch 
banking  could  boost  annual 
industry  profits  by  billions 


"financial  services  holding  companies" 
won't  raise  bank  profits  by  a  nickel 
until  the  new  firms  have  had  years  to 
develop  their  unproven  "synergies." 

Fortunately,  the  Treasury  Dept.'s 
plan  does  contain  some  proposals  that 
could  help  banks  immediately.  Inter- 
state branch  banking  is  one.  Consoli- 
dating banks  in  neighboring  states  that 
now  must  operate  as  separate  entities 
could  add  $5  billion  to  $10  billion  to 
annual  industry  profits  after  five 
years,  according  to  consultants  McKin- 
sey  &  Co. 
The  banks'  best  hope  for  salvation 
lies  within  their  own 
doors.  "The  quickest 
way  to  profitability  is 
cost-cutting,  and  the 
quickest  way  to  cut 
costs  is  through  bank 
mergers,"  says  consul- 
tant Bert  Ely  of  Ely  & 
Co.  The  shortest  route 
to  mergers  is  through 
"early  intervention" — 
empowering  regulators 
to  find  buyers  for 
banks  that  are  solvent 
but  slipping.  FDIC  has 
that  power;  it  just 
doesn't  have  the  cash. 

BANKERS'   MONEY?  BIF 

recapitalization  may  in- 
clude an  industry-spon- 
sored fund  to  invest  in 
such  restructurings.  That's  a  risky  ven- 
ture: "Healthy  banks  don't  want  to 
pour  money  into  propping  up  sick  com- 
petitors," argues  Robert  H.  Dugger, 
chief  economist  for  the  American 
Bankers  Assn.  The  danger  could  be 
minimized,  however,  by  requiring  a 
shaky  bank  to  find  a  source  of  private 
capital — most  likely  a  merger  part- 
ner— before  it  could  tap  the  rescue 
fund.  And  regulators  plus  a  hard-nosed 
board  of  bankers — whose  own  money 
would  be  at  stake — would  be  necessary 
to  keep  the  plan  from  turning  into  a 
"junk-bank  fund." 

Brady's  Treasury  has  laid  out  a  com- 
prehensive, long-term  reform  plan.  It 
can  guide  Congress  and  the  regulators 
as  they  steer  the  financial  services  in- 
dustry into  the  future.  But  Washing- 
ton has  to  set  its  priorities.  A  stripped- 
down  version  of  Brady's  plan,  with  a 
far  heavier  emphasis  on  funds  for  the 
FDIC,  would  put  first  things  first. 
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The  1991  Jaguar  X]6: 
At  $39,900  It  Could  Bellie 
*  "fears  Most  Significant 
Economic  Development. 


While  it  may  be  impossible  to  pre- 
dict the  future  of  the  economy 
with  absolute  certainty,  one  thing  is 
certain:  At  $39,900*,  the  1991  Jaguar 
XJ6  is  priced  significantly  lower  than 
most  European  luxury  motorcars. 

With  223  horsepower,  our  24- 
valve,  computer-controlled  engine 
moves  the  XJ6  quite  rapidly,  while 
independent  suspension  and  four- 
wheel  anti-lock  disc  brakes  give  it  out- 
standing athletic  agility. 


Further  performance  refinement 
comes  from  a  four-speed  automatic 
transmission.  Because  it's  electroni- 
cally controlled,  it  converses  freely 
with  the  engine  to  time  upshifts  and 
downshifts  for  smoothness  and  accu- 
racy. By  pressing  the  Sport  button,  you 
can  program  the  transmission's  shifting 
pattern  for  more  spirited  driving. 

Of  course,  distinctive,  sensuous 
styling  is  what  you've  come  to  expect  in 
the  XJ6.  And  the  interior  offers  supple 


leather  and  the  warmth  of  figured  wal- 
nut. You  will  also  enjoy  computerized 
climate  control  and  an  80-watt  stereo 
sound  system. 

We  invite  you  to  test  drive  the  1991 
XJ6.  We  think  you'll  see  that  an  eco- 
nomical price  can  be  perfectly  compat- 
ible with  a  wealth  of  luxury  and 
performance.  For  your  nearest  dealer, 
call  1-800-4-JAGUAR. 

JAGUAR 


A        BLENDING         OF        ART        AND  MACHINE 


s 


WITH  PASSENGER  VOLUME  SLUCGISH  NOW,  A  LONG  RECESSION  WOULD  BE  A  NIGHTMARE 


NO  'MAYDAYS'  YET, 

BUT  MIDWAY  STARTS  SPUTTERING 


The  carrier  is  so  low  on  cash,  it  caii't  make  lease  payments  on  its  planes 


Will  Midway  Airlines  Inc.  be  the 
next  troubled  carrier  to  taxi 
into  bankruptcy  court?  That 
may  be  up  to  its  lenders.  Midway  has 
already  stopped  making  payments  on  its 
aircraft  leases,  and  lessors  say  the  air- 
line has  presented  them  with  a  drastic 
restructuring  plan  designed  to  stave  off 
bankruptcy.  The  plan  is  dismal  news  for 
Midway's  creditors.  Many  have  already 
been  stung  by  bankruptcy  filings  at 
Eastern,  Pan  Am,  and  Continental.  But 
given  the  turmoil  in  the  airline  industry, 
it  may  be  an  offer  they  can't  refuse. 

Midway's  own  privately  circulated  re- 
structuring documents  show  that  cash  is 
already  so  scarce — less  than  $30  mil- 
lion— that  the  carrier  failed  to  make 
lease  payments  in  January.  If  creditors 
don't  approve  Chief  Ex- 
ecutive David  R.  Hin- 
son's  emergency  plan, 
Midway  will  post  a  $27 
million  cash  deficit  by 
March,  according  to 
internal  projections. 
Chapter  11  almost  cer- 
tainly would  follow. 
"We  have  no  plans  to 
file  for  bankruptcy," 
Hinson  insists.  But, 
he  adds:  "You  can't 
tell  what  will  happen 
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in   the  next  two   or  three  months." 

It  wasn't  so  long  ago  that  Hinson  and 
Midway  were  flying  high.  Determined  to 
expand  beyond  his  hub  at  Chicago's  con- 
venient Midway  Airport,  Hinson  plotted 
to  build  a  nationwide  route  system 
served  by  sleek  new  planes.  During  a 
1989  spending  spree,  he  shelled  out  $210 
million  for  Eastern's  Philadelphia  hub 
and  other  assets,  ordered  aircraft  worth 
$900  million,  and  aggressively  expanded 
service  to  the  West  Coast. 
CHOPPY.  But  that  left  Midway  strapped 
even  before  the  gulf  crisis  jacked  up  fuel 
prices.  Deep  discounting  by  ailing  rival 
Eastern  on  Florida  routes  didn't  help. 
Since  last  fall,  rising  costs,  bitter  fare 
wars,  and  sluggish  traffic  helped  create 
more  than  $100  million  in  1990  losses. 


MIDWAY'S 
EMERGENCY 
FLIGHT  PLAN 


Faced  with  soaring  costs  and  sluggish  revenues,  Mid- 
way has  projected  a  cash  deficit  of  $27  million  by 
March  unless  it  can  restructure  its  bank  loans  and  air- 
craft leases.  Here 's  ivhat  it  is  offering  its  lenders: 


►  Stop  some  loan  and 
all  lease  payments 
from  Jan.  1  through 
Apr.  30,  with  payback 
of  deferred  amounts  to 
begin  in  the  second 
quarter  of  1992 


►  Reschedule  loans 
and  leases,  cutting 
monthly  lease  pay- 
ments for  MD-80  air- 
craft by  25%,  for  DC-9s 
by  55%,  and  for  some 
737s  by  95%- 

DATA;  COMPANY  DOCUMENTS 


Last  July,  Lehman  Brothers  Inc.  and 
Salomon  Brothers  Inc.  rounded  up  $50 
million  in  equity  to  shore  up  Midway. 
But  investors  fled  when  the  gulf  crisis 
hit.  That  forced  Hinson  to  sell  the  mon- 
ey-losing Philadelphia  hub  to  USAir 
(jroup  Inc.  for  $67  million — a  price  puny 
enough  to  cause  a  $33  million  fourth- 
quarter  write-off.  When  war  broke  out, 
spooking  passengers,  Hinson  had  little 
choice  but  to  appeal  to  his  creditors. 

Hinson  won't  comment  on  the  specif- 
ies of  Midway's  plan.  But  documents 
first  appearing  in  Comtnercial  Aviation 
Report,  an  industry  newsletter,  reveal 
the  company  has  unilaterally  halted 
lease  payments  for  aircraft,  jet  engines, 
and  facilities  through  May.  Hinson  has 
also  suspended  progress  payments  to 
McDonnell  Douglas  Corp.  and  Dornier 
for  aircraft  ordered  in  1989.  Those 
moves  should  boost  cash  to  $26  million 
by  June. 

Once  lease  payments  resume  in  the 
spring,  Midway  is  asking  lessors  to  ac- 
cept reduced  rates  until  December,  1992 
(table).  And  since  it  no  longer  needs 
planes  to  serve  Philadelphia,  Midway 
plans  to  ground  its  fleet  of  10  Boeing 
737s.  In  return,  Midway  will  issue  10- 
year  notes  covering  the  deferred  pay- 
ments— $110  million — with  interest  start- 
ing next  year.  Hinson  will  also  take 
responsibility  for  finding  other  airlines 
to  lease  the' 737s. 
STAYING  HOME.  Meanwhile,  Hinson  will 
reorganize  operations.  Shelving  plans 
for  a  nationwide  route  system,  Hinson 
will  refocus  Midway's  efforts  at  home. 
"The  Chicago  operation  is  profitable,"  he 
insists.  He  hopes  to  save  money  on 
spare  parts,  maintenance,  and  pilot  train- 
ing by  standardizing  his  fleet  around 
McDonnell  Douglas  DC-9s  and  MD-80s. 

Lessor  help  is  crucial.  "We're  trying 
to  help  Midway  through  its  problems," 
says  Richard  H.  Grove  of  Polaris  Air- 
craft Leasing  Corp.  "But  nothing  is  re- 
solved yet."  Midway  may  have  the  upper 
hand.  As  ailing  carriers  trim  their  fleets, 
the  market  for  used  aircraft  has  col- 
lapsed. Unable  to  sell  the  planes,  lessors 
may  have  to  take  what  they  can  get. 
Even  if  Hinson  does  manage  to  re- 
structure, Midway's 
long-term  future  is  un- 
clear. With  only  $665 
million  in  revenue,  Mid- 
way is  at  a  size  disad- 
vantage. And  a  long  re- 
cession would  be  its 
worst  enemy.  Hinson 
had  dreams  of  taking 
on  the  big  guys.  Now, 
he  can  only  focus  on 
survival. 

Bi/  Kevin  Kelly  in  ' 
Ch  icago 


►  Ground  the  fleet  of 
10  Boeing  737s  and 
nine  DC-9-lOs 

►  Possibly  defer  deliv- 
ery of  new  McDonnell 
Douglas  aircraft 


RETAILING  I 


THE  WOLF  IS  HAMMERING 
AT  CARTER  HAWLEY'S  DOOR 


Now  thnt  the  GE  Capital  deal  is  off.  Chapter  1 1  may  be  the  only  out 


THE  CHAIN'S  BROADWAY  STORES  HAVE  SLASHED  PRICES,  THEREBY  ZAPPING  MARGINS 


It  happened  with  dizzying  speed.  On 
Feb.  1,  the  rumors  began  percolating 
through  the  garment  districts  of 
New  York  and  Los  Angeles.  Word  was 
that  Carter  Hawley  Hale  Stores  Inc. 
faced  a  severe  cash  squeeze  and  couldn't 
pay  suppliers. 

Within  days,  some  nervous  apparel 
makers  halted  shipments  to  the  Los  An- 
geles-based retailer.  On  Feb.  o.  Wall 
Street's  two  biggest  rating  agencies 
downgraded  Carter  Hawley's  S350  mil- 
lion in  junk  bonds,  questioning  the  com- 
pany's ability  to  make  a  S22  million  in- 
terest payment  on  Feb.  15.  Only  hours 
later,  the  company  announced  that  its 
$650  million  deal  to  sell  its  credit-card 
operations  to  General  Electric  Capital 
Corp.  had  collapsed.  Finally.  Carter 
Hawley's  SlOO  million  credit  line  led  by 
Bank  of  America  was  canceled,  killing 
the  best  hopes  for  fresh  cash  to  keep  the 
company  afloat. 

Carter  Hawley  says  it  is  "engaged  in 
substantive  discussions"  about  financing 
but  declines  to  comment  further  on  its 
current  plight.  A  spokesman  would  say 
only  that  the  retailer  was  relying  on 
cash  generated  during  the  Christmas 
season.  Bondholders,  suppliers,  and  ana- 
lysts believe  the  company  is  trying  to 
scrape  up  asset-backed  loans  but  doubt 
it  will  succeed.  Most  prime  assets  have 


already  been  sold  or  mortgaged,  and 
bankers  are  extremely  cautious  about 
risky  lending  these  days. 

The  next  step,  according  to  many  of 
Carter  Hawley's  suppliers  and  creditors, 
is  filing  for  protection  from  creditors  un- 
der Chapter  11  of  the  bankruptcy  code. 
Such  a  filing  could  stem  the  current  cri- 
sis of  confidence  among  vendors  and  al- 
low the  retailer  to  limp 
along  while  it  tries  to 
mend  its  deeper  problems. 
That  would  happen  via  so- 
called  debtor-in-possession 
(DIP)  financing,  which  the 
retailer  could  use  to  put 
new  merchandise  on  its 
shelves.  Then  Carter  Haw- 
ley would  have  to  start 
selling  stores,  sprucing  up 
what's  left,  improving  ser- 
vice, and  sharpening  its 
marketing  focus. 
HANGING  ON.  Carter  Hawley  has  been 
struggling  with  these  problems  since  it 
restructured  in  1987  to  avoid  a  takeover 
by  The  Limited  Inc.  To  fend  off  the  raid, 
it  paid  a  special  dividend  in  cash  and 
stock,  taking  on  S1.3  billion  in  debt  and 
draining  funds  from  critical  store  reno- 
vations. The  evasive  action  cost  Carter 
Hawley  its  crown  jewels:  the  posh  Nei- 
man  Marcus  chain  and  Bergdorf  Good- 


CARTER  HAWLEY; 
CASH  DRAIN 


man  store  in  Manhattan,  plus  the  fast- 
growing  Contempo  Casuals  unit,  all 
spun  off  to  shareholders  led  by  General 
Cinema  Corp. 
■  Carter  Hawley  is  left  with  88  aging 
Broadway,  Emporium,  and  Weinstocks 
stores  that  have  resorted  to  hefty  mark- 
downs  to  hang  on  to  customers.  The  re- 
sult: shrinking  profit  margins.  Carter 
Hawley  lost  $26  million  last  year  on 
sales  of  $2.9  billion.  In  the  fiscal  first 
quarter  ended  Nov.  3,  the  company  lost 
$15  million  on  sales  of  $566  million.  A 
recent  staff  cut  of  1,000  employees  is 
likely  to  do  more  harm  both  to  sales  and 
already  tarnished  customer  relations. 
Employee  morale  could  also  be  a  prob- 
lem. Worker  pension  plans  own  457^  of 
Carter  Hawley's  stock,  whose  price  has 
plummeted  to  I'/s,  from  14  in  July,  1989. 

The  company's  most  immediate  prob- 
lem, though,  is  jumpy  vendors.  "The  ele- 
ment of  trust  is  shattered,"  says  Rich- 
ard Hastings,  a  credit  analyst  at  Solo 
Credit  Service  Corp.  in  New  York.  Dick 
Gilbert,  president  of  Zena  Jeans  Co.  of 
New  York,  puts  it  more  bluntly.  "You 
gotta  be  nuts  to  ship"  to  them,  he 
declares. 

Other  suppliers  are  likely  to  echo  that 
sentiment  in  the  wake  of  the  failed  GE 
deal,  which  was  to  pump  $.50  million  into 
Carter  Hawley  after  reducing  debt  by 
$600  million.  And  halted  shipments  could 
hasten  Carter  Hawley's  tailspin.  Without 
new  merchandise,  a  retailer  can't  sell  its 
way  out  of  a  cash  crunch,  says  Dorothy 
Lee,  an  analyst  at  Moody's  Investors 
Service  Inc.  "This  can  drive  a  company 
into  an  operating  crisis,"  she  says. 

It's  probably  too  late  to  count  on  asset 
sales  to  reverse  the  slide.  Carter  Haw- 
ley's remaining  assets  aren't  terribly  at- 
tractive, and  its  best  real  estate  is  al- 
ready mortgaged,  says 
Lee,  leaving  second-tier 
properties  that  hold  dwin- 
dling appeal  in  Califor- 
nia's worsening  real  estate 
market. 

If  Carter  Hawley  does 
head  into  bankruptcy 
court,  GE  Capital  could  re- 
surface. The  finance  com- 
pany, a  unit  of  General 
Electric  Co.,  already  has  a 
gi'owing  business  in  mak- 
ing DIP  loans  secured  by 
inventory  or  receivables.  A  quick  fix 
could  keep  Carter  Hawley's  shelves 
stocked  for  spring.  "If  there's  going  to 
be  a  time  to  have  a  reorganization,  this 
is  it."  says  New  York  apparel  consultant 
Alan  G.  Millstein.  But  putting  Carter 
Hawley  back  together  will  take  much 
longer  than  it  took  to  unravel. 

By  Kathleen  Kerwin  in  Los  Angeles  and 
Laura  Zinn  in  New  York 
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Since  buying  a  computer  today  is  such  a 
numbers  game,  here's  a  simple  rule  of  thumb. 
Look  for  386™SX,  386'"or  486  "on  the  outside  to  be 
certain  that  you  have  Inteltechnology  on  the 
insi4fe.  From  the  company  that  invented  the 
microprocessor  The  company  that  has  shipped 
over  10  million  32-bit  processors.  The  same 
^mpany  that's  investing  over|l  billion  this  year 


to  make  sure  thd^omputer  inside  your  computer 
has  the  technolc%y  power  and  compatibility  to 
take  you  into  the  future. 

The  Computer  I|side: 


HWI)  Intel  Cor)-)oration. 


The  Computer  Inside,  386  &  486  are  trademarks  of  Intel  Corporation 


.„,.4,^„..,.ilk,......^.V,,.^<.., 


NUCLEAR  POWER  I 


IS  THE  TVA  BREEDING  A 
NUCLEAR  POWER  COMEBACK? 


It  expects  to  build  the  first  new  plant  since  the  '70s 


It  has  been  a  long,  long  time  since  a 
U.  S.  utility  executive  was  sufficient- 
ly brave — or  foolhardy — to  say  he's 
going  to  buy  a  new  nuclear  power  plant. 
None  has  been  ordered  since  1978.  In 
fact,  all  orders  placed  since  1973  have 
been  canceled.  The  reasons:  cost  over- 
runs, shoddy  construction,  and  endless 
regulatory  delays — all  in  the  shadow  of 
the  1979  Three  Mile  Island  accident. 

But  now,  the  Tennessee  Valley  Au- 
thority's iconoclastic  chairman,  Marvin 
T.  Runyon,  is  looking  to  break  the  log- 
jam. The  TVA  will  need  new  generating 
capacity  over  the  next  12  years,  and  he 
thinks  a  nuclear  plant  makes  the  most 
sense.  "It  looks  like  we'll  be  the  first" 
utility  to  order  a  plant,  he  says. 

The  first  and  likely  the  only  for  a 
while.  Before  following  suit,  other  utili- 
ties will  probably  wait  to  see  if  the  TVA 
can  succeed.  Despite  growing  concerns 
over  emissions  from  coal-  and  oil-fired 
plants,  utilities  remain  shy  of  nuclear 
power  because  of  the  lobbying  strength 
of  environmentalists.  Even  supporters 
agree  there's  no  good  plan  for  perma- 
nent disposal  of  spent  nuclear  fuel. 

In  any  case,  an  actual  TVA  order  re- 
mains perhaps  two  years  off.  But  the 
nuclear  industry  is  welcoming  the  news 
from  the  TVA,  which  is  uniquely  posi- 
tioned to  reconsider  nuclear  power.  Since 


it's  owned  by  the  feds, 
the  utility  sports  a  AAA 
credit  rating,  making  it 
easy  to  fund  nuclear 
construction.  Nor  does 
the  TVA  have  stockhold- 
ers to  spook.  More  im- 
portant, it  doesn't  re- 
port to  a  public  utilities 
commission,  so  it  can 
hike  rates  at  will  to 
fund  new  plants. 

But  before  proceed- 
ing, Runyon  says  he'll 
wait  to  make  sure  regu- 
lations are  clear.  In 
1989,  the  Nuclear  Regu- 
latory Commission  (NRC) 
adopted  a  one-step  plan, 
in  which  it  would  grant 
construction  and  operating  permits  be- 
fore ground  is  broken.  Parts  of  the  rule 
are  under  challenge,  and  until  it's  final, 
no  one  is  likely  to  enter  the  bureaucratic 
labyrinth. 

Runyon  also  wants  to  see  the  major 
domestic  suppliers — Westinghouse  Elec- 
tric Co.  and  General  Electric  Co. — agree 
with  the  NRC  on  a  single,  standardized 
plant  design.  That  way,  he  won't  have  to 
retrain  operators  if  the  TVA  ever 
changes  vendors.  Trouble  is,  GE  and 
Westinghouse  each  have  second-genera- 
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THE  TVA'S  NUCLEAR  NETWORK 
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tion  nuclear  plants  in  the  works.  And 
while  both  are  600-megawatt  designs — 
half  the  size  of  many  of  the  112  U.S. 
plants  now  with  operating  licenses — 
they  aren't  about  to  be  molded  into  one. 

Instead,  the  companies 
want  the  NRC  to  pre- 
approve  both  designs. 
John  B.  Yasinsky,  exec- 
utive vice-president  of' 
Westinghouse's  power- 
systems  group,  says 
that  would  let  contrac- 
tors set  up  assembly 
lines  and  make  new 
units  cheaper. 

That  could  help  them 
compete  more  closely 
with  new  coal-fired 
plants.  The  amended 
Clean  Air  Act  will  force 
new  coal  units  to  use 
more  efficient  emission 
controls,  which  could 
I'aise  costs.  Moreover,  if 
the  NRC's  single-step 
approval  overcomes 
challenges,  nuclear 
power  could  gain  fur- 
ther. The  one-step  pro- 
cess could  halve  the  average  time  to 
build  a  nuclear  plant  to  six  years.  "Most 
of  the  regulatory  hurdles  are  out  of  the 
way,"  NRC  Chairman  Kenneth  M.  Carr 
asserts. 

HEADACHES.  Edward  J.  Tirello  Jr.,  a 
managing  director  at  Smith  Barney, 
Harris  Upham  &  Co.,  says  if  the  TVA 
shows  that  one-stop  licensing  works,  it 
would  "spur  the  industry  on  dramatical- 
ly." Others  demur.  Dayton  Power  & 
Light  Chairman  Peter  H.  Forster  saw 
his  Ohio  utility  and  its  partners  spend  16 
years  and  $1.7  billion  on  the  Zimmer  nu- 
clear plant,  now  being  converted  to  burn 
coal.  He  won't  go  nuclear  again  soon.  "I 
don't  see  it  within  20  years,"  he  says. 

The  TVA  has  had  its  own  nuclear- 
powered  headaches.  It  once  had  17  nu- 
clear units  under  construction.  When 
Runyon  took  over  in  1988,  he  trimmed 
those  plans  to  help  check  escalating 
costs.  Now,  the  TVa's  only  operating 
plant  is  the  two-unit  Sequoyah  near 
Chattanooga  (map),  though  Runyon  is 
confident  that  three  other  long-delayed 
plants  will  be  in  business  by  1999. 

Runyon  joined  the  TVA  just  as  it  ap- 
peared headed  for  disaster.  By  slashing 
costs  and  refinancing  debt,  he  has  held 
rates  steady  for  three  years.  He  vows 
that  he  won't  jeopardize  that  accomplish- 
ment with  a  bad  call  on  new  capaci- 
ty. But  it  looks  as  though  the  TVA 
will  be  leading  the  industry  back 
down  the  road  to  nuclear  power. 

By  Chuck  Hawkins  in  Knoxville, 
Tenth,  with  Peter  Hong  in  Washington 


We  deliver  more  pacfeges  overnight 
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Every  evening,  hundreds  of  thousands  of  packages 
go  by  plane.  Millions  more  go  by  truck.  But  the  impor- 
tant thing  is  that  they  go  UPS. 

You  see,UPS  Next  Day  Air  now  offers  10:30  a.m. 
guaranteed  overnight  delivery  to  more  places  coast  to 
coast,  for  up  to  half  what  other  companies  charge* 

For  deliveries  closer  to  home, UPS  ground  service 
can  save  even  more.  Because  most  of  our  ground  ship- 
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ments  within  150  miles  arrive  the  next  business  day. 

No  other  delivery  company  has  the  reach— or  the 
reliability— to  offer  you  such  comprehensive  service. 
More  to  the  point,  no  one  else  offers  you  the  choice. 

So  if  you've  got  an  important  overnight  package 
to  send,  the  question  shouldn't  be  who  to  send  |   ^  | 
it  with.  But  how  you'd  like  UPS  to  send  it.  [jjOSl 
Wfe  run  the  tightest  ship  in  the  shipping  businessX...^^^ 
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unburst  computer  forms  so  you  don't  have 
to  stand  there  twiddling  your  thumbs,  A 
guidance  display  so  easy  even  the  mailboy 
can  use  it.  And  a  Job  Card  System  that  makes 
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Adobe  and  Adobe  Type  Manager^"  are  trademarks  of  Adobe  Systems  Incorporated  in  the  United  States. 


Don't  make  a  move  with  your  laptop,  unless 
you  have  a  Kodak  Diconix  printer  too. 
What  if  you  need  a  sudden  revision^  A  quick 
letter?  An  instant  overhead? 

think  of  all  the  things  you  can  do  if  you  carry 
printer  with  your  laptop.  Those  last-minute 
improvements  on  the  presentation.  And  the  letters 
.md  reports  that  could  be  on  their  way  right 
now.  Then  there's  the  sheer  convenience  of  being 
able  to  read  what  you  write  before  you  get 
back  to  the  office. 

It's  all  easy  if  you  have  a  Kodak 
Diconix  printer  The  150  plus  for  DOS 
computers,  or  the  M 150  plus,  with  Adobe 
Type  Manager""  software,  for  i\4acintosh 
computers.  They're  easy  to  carry  and  produce 
quality  output  on  plain  paper  Two  of  the 
world's  smallest,  lightest,  quietest  printers,  neither 
one  takes  up  much  room  in  your 
saddle  bags.  For  the  name  of  your 
nearest  dealer  in  the  U.S.  or 
Canada,  call  I  800  344-0006, 
Ext.  405. 
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ItONGRESS  IS  STORMING  INTO 
THE  BREACH  ON  TRADE 


111  recent  weeks.  Administration  foreign  policy  has  under- 
standably centered  almost  entirely  on  the  Middle  East.  But 
on  Feb.  5,  the  President  made  a  point  of  telling  reporters 
Kit,  war  or  no  war,  he  intended  to  press  ahead  for  a  free- 
■ade  agreement  with  Mexico.  In  the  process,  Bush  will  give 
/iigressional  trade  hawks  a  chance  to  toughen  what  they  see 
^  the  Administration's  wimpish  trade  policy. 
Despite  organized  labor's  opposition.  Congress  will  give 
ush  one  thing  he  wants:  a  promise  that  the 
(iped-for  trade  pact  creating  a  North  Ameri- 
in  common  market  that  includes  Canada, 
Ifxico,  and  the  U.S.  will  get  a  speedy  up-or- 
own  vote.  But  lawmakers  plan  to  extract  a 
rice  by  linking  this  fast-track  authority  to  pro- 
isions  that  would  limit  the  President's  flexibili- 
•  on  certain  trade  issues. 
ITTING  BACK.  The  Administration  is  in  trouble 
11  trade.  For  two  years,  Congress  has  been 
iding  its  time  while  Bush  tried  to  resolve  dis- 
utes  with  dozens  of  nations  through  one  enor- 
lous  negotiation  carried  out  under  the  auspic- 
of  the  General  Agreement  on  Tariffs  & 
rade.  The  strategy  blew  up  when  the  global 
iiks  collapsed  in  December. 
Failure  of  the  GATT  talks  has  emboldened 
ongress  to  push  an  array  of  retaliatory  mea- 
jres.  Perhaps  the  most  controversial  is  a  bill  introduced  by 
[ax  S.  Baucus  (D-Mont.),  chairman  of  the  Senate  international 
■ade  subcommittee.  It  would  allow  U.  S.  companies  harmed 
\'  broken  trade  agreements  to  petition  for  an  investigation 
tid,  eventually,  force  government  retaliation.  Lawmakers  are 
Iso  running  out  of  patience  with  Japanese  promises  to  open 
ifir  market  to  U.  S.  financial  services  companies.  Senators 
'oiiald  W.  Riegle  Jr.  (D-Mich.)  and  Jake  Gam  (R-Utah)  are 
ashing  a  bill  that  would  trigger  sanctions  against  countries 
lat  fail  to  drop  financial  services  barriers. 
Democrats  also  want  to  revive  the  now-expired  "Super  301" 
•ade  retaliation  provision.  The  new  law  would  require  the 


Administration  to  target  countries  each  year  for  market-open- 
ing negotiations.  If  talks  fail,  nations  on  the  hit  list  could  face 
automatic  sanctions. 

The  Administration  is  not  pleased  with  lawmakers' 
new  hands-on  approach.  "Congress  is  telling  me  they  are 
frustrated,  and  I  share  the  frustration,"  says  U.  S.  Trade 
Representative  Carla  A.  Hills.  "But  this  is  exactly  the  wrong 
medicine  at  this  time." 

One  reason  Congress  is  reaching  for  the  cas- 
tor oil  is  growing  resentment  of  what  many 
lawmakers  see  as  Japan's  halfhearted  support 
for  Operation  Desert  Storm.  During  10  days  of 
wide-ranging  trade  talks,  Japanese  officials 
told  U.  S.  negotiators,  in  effect,  that  Tokyo  was 
doing  the  U.  S.  a  huge  favor  by  sticking  with 
the  gulf  coalition  and  pledging  $13  billion  to- 
ward the  war  effort.  The  Japanese  made  it 
clear  they  would  rather  pay  higher  oil  prices 
than  see  supplies  jeopardized  by  a  long  war. 

Tokyo  thinks  it  has  done  its  part  and  sees 
little  need  to  offer  new  trade  concessions.  Take 
construction:  Two  years  of  talks  on  U.  S.  access 
to  the  Japanese  construction  market  have  pro- 
duced little  but  acrimony.  Despite  promises, 
U.  S.  corporations  have  won  less  than  $200  mil- 
lion worth  of  work,  while  Japanese  contractors 
do  $2.5  billion  a  year  of  business  in  America.  U.  S.  policy 
toward  Japan,  says  Massachusetts  Institute  of  Technology 
economist  Rudiger  Dornbusch,  "has  always  been  to  haggle. 
The  noise  is  loud,  but  the  results  are  minimal." 

Since  passage  of  the  massive  1988  trade  bill,  Congress  has 
spent  little  time  on  trade  matters.  In  the  meantime,  the  Hill 
has  focused  on  other  issues.  But  with  the  President  pinned 
down  in  the  gulf  and  with  the  Administration's  lofty  plans  for 
a  new  world  order  for  trade  in  a  shambles,  this  could  be  the 
year  that  Democrats'  oft-repeated  promises  to  toughen  U.  S. 
trade  policy  finally  turn  into  action. 

By  Paul  Magnusson 
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CAMPAIGNS 


Look  for  life  to  be  more  tranquil  at 
the  National  Republican  Congres- 
sional Committee  in  coming  months.  E. 
Spencer  Abraham,  who  has  been  run- 
ning Vice-President  Dan  Quayle's  polit- 
ical shop,  has  been  picked  to  replace 
ihe  pugnacious  Edward  J.  Rollins  as 
head  of  the  NRCC.  Rollins  feuded  over 
strategy  with  House  GOP  Whip  Newt 
Gingrich  (R-Ga.)  and  later  infuriated 
the  White  House  by  urging  Republican 
House  candidates  to  repudiate  the 
President's  agreement  to  raise  taxes 
last  fall.  Abraham,  by  contrast,  has  a 
I'eputation  as  a  peacemaker.  As  Michi- 
gan GOP  chairman  in  1988,  he  helped 


unite  a  state  party  torn  by  a  bitter 
dispute  among  moderate,  conservative, 
and  religious-right  factions. 

CAPITOL  HILL  

Although  President  Bush's  domes- 
tic legislative  agenda  is  sparse, 
the  White  House  is  bracing  for  some 
tough  fights  on  Capitol  Hill.  In  addi- 
tion to  a  brawl  over  revived  civil  rights 
legislation.  Bush  aides  expect  Demo- 
crats to  push  hard  for  a  measure  re- 
stricting the  ability  of  business  to  hire 
permanent  replacements  for  strikers. 
White  House  lobbyists  also  see  trouble 
ahead  on  energy  proposals,  especially 
their  plan  to  boost  oil  drilling  in  Alaska 
and  elsewhere. 


CAPITAL  GAINS 


Although  the  Administration  is  pro- 
posing to  renew  the  fight  for  a 
capital-gains  tax  cut,  it  doesn't  intend 
to  invest  much  in  the  effort.  That's  just 
as  well,  given  changes  in  the  House 
Ways  &  Means  panel  that  render  the 
cause  all  but  hopeless.  In  1989,  Ala- 
bama Democrat  Ronnie  G.  Flippo  was 
a  key  swing  vote  behind  a  committee 
revolt  that  sent  a  capital-gains  cut  to 
the  floor  over  the  opposition  of  Chair- 
man Dan  Rostenkowski  (D-Ill.).  But 
Flippo  left  the  House  to  run  for  gover- 
nor. His  replacement  on  the  panel:  Jim 
McDermott  (D-Wash.),  a  reliable  back- 
er of  the  Democratic  leadership. 
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TO  THE  VICTOR 

GO  THE  REBUILDIHG  COHTRACTS 


U.S.  companies  are  already  maneuvering  to  grab  a  big  chunk  of  postwar  Kuwaiti  and  Saudi  business 


While  B-52S  of  the  U.S.  Air 
Force  pound  Iraqi  Republican 
Guard  po.sitions  along  the 
Iraq-Kuwait  border,  another  branch  of 
the  U.  S.  armed  forces  is  quietly  doing 
work  that  could  mean  billions  of  dollars 
for  U.  S.  companies.  Operating  out  of  a 
command  post  ringed  by  sandbagged 
machine-gun  emplacements  in  al-Kho- 
bar,  Saudi  Arabia,  the  U.  S.  Army  Corps 
of  Engineers  is  preparing  to  rush  in  and 
restore  power,  water,  and  emergency 
communications  in  Kuwait  as  soon  as 
the  Iraqis  are  driven  out.  The  Corps's 
$45  million  contract  with  the  Kuwait 
government-in-exile  could  lead  to  its  be- 
ing put  in  charge  of  overall  rebuilding — 
a  likely  boon  for  U.  S.  subcontractors. 

From  San  Francisco's  Bechtel  Group 
Inc.  to  Illinois-based  Motorola  Inc.,  U.  S. 
companies  are  lining  up  to  grab  their 
share  of  the  effort  to  put  Kuwait  back 
together  again — a  task  Kuwaiti  planners 
say  could  cost  as  much  as  $45  billion. 
Representatives  of  American  companies 
are  besieging  the  Saudi  government, 
too.  While  Riyadh's  finances  are  being 
strained  by  the  costs  of  the  war,  the 
Saudis  are  still  hatching  multibillion-dol- 
lar  plans  to  expand  their  armed  forces, 
dramatically  boost  their  border  security, 
and  improve  communications. 

Even  as  the  U.  S.,  Britain,  and  France 
cooperate  on  the  Desert  Storm  battle- 
field, cutthroat  competition  is  breaking 
out  over  who  will  reap  the  commercial 
spoils.  But  there  seems  to  be  little  doubt 
that  those  who  have  done  the  most 
fighting  will  get  the  lion's  share  of  the 
rebuilding  contracts.  "In  the  postwar  pe- 
riod, U.  S.  and  British  contractors  will 
probably  be  favored  over  others,  includ- 
ing the  Germans  and  the  Japanese," 
says  Paul  Jabber,  vice-president  for  the 
Middle  East  ;it  Bankers  Trust  Co.  in 
New  York.  The  French  also  appear  to  be 
losing  big  deals. 

BIG  SLICE.  Still-undisclosed  agreements 
between  the  U.  S  and  the  exiled  Kuwaiti 
government  specify  that  U.  S.  companies 
will  get  preference  after  the  war,  ac- 
cording to  diplomatic  sources.  After  a 
behind-the-scenes  complaint  from  Wash- 


ington, Kuwait  even  rescinded  the  choice 
last  month  of  Britain's  Crown  Agents  as 
a  major  player  in  the  reconstruction.  "A 
very  large  percentage  of  contracts  is  go- 
ing to  American  companies,"  says  Fahd 
al-Hasawi,  the  Kuwaiti  Minister  of  State 
for  Municipal  Affairs  in  Jiddah,  who 
heads  up  the  country's  planning  for  re- 
construction.  "America  is  helping  us 


start  petroleum  production.  The  Kuwait 
Task  Force  in  Dammam,  Saudi  Arabia, 
says  171  contracts  worth  $600  million 
have  already  been  signed. 

The  biggest  winner  so  far  appears  to 
be  Bechtel,  which,  according  to  sources 
in  Saudi  Arabia,  is  already  assembling  a 
team  of  70  engineers  to  plan  the  recon- 
struction of  Kuwait's  once-mighty  oil- 


with  all  its  might  and  all  its  children." 

Until  allied  troops  retake  the  emirate, 
it  will  be  impossible  to  assess  the  struc- 
tural damage  to  buildings,  factories,  and 
sophisticated  industrial  complexes,  in- 
cluding massive  oil  refineries.  Right 
now,  al-Hasawi  is  planning  a  nearly  $2 
billion  emergency  program  to  restore 
water,  electricity,  and  sanitation,  and  re- 


and-gas  production  system.  Tight-lipped 
Bechtel  spokesmen  say  no  contracts 
have  been  signed.  Other  contractors 
such  as  Parsons  Corp.  in  Pasadena, 
Calif.,  and  Fluor  Corp.  in  Irvine,  Calif., 
are  likely  to  be  heavily  involved,  too. 

War  damage  and  Iraqi  efforts  to  sabo- 
tage wells  and  refineries  also  promise 
big  bucks  for  other  U.  S.  oil-patch  com- 
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anies,  including  Uresser  Induslries, 
IcDermott  International,  and  Hallibur- 
3n.  Such  outfits  stand  to  reap  the  better 
art  of  what  analysts  say  may  be  a  $25 
illion  effort  to  bring  Kuwait's  oil  and 
uel  production  up  to  prewar  levels.  The 
I.  S.  boasts  the  majority  of  specialized 
ompanies  equipped  to  handle  oil-field 
ires  and  other  repair  work. 
:OLD  SHOULDER.  In  Saudi  Arabia,  the 
imericans  already  appear  to  be  elbow- 
ig  aside  at  least  some  traditional  com- 
etitors.  The  French  and  the  U.  S.,  for 
xample,  have  been  grappling  over  a  $3 
illion,  electronic  border-security  system 
or  the  Saudi  Interior  Ministry,  headed 
y  King  Fahd's  full  brother.  Prince 
layef.  The  system  will  go  along  the  700- 
lile  border  with  Yemen  and  could,  for 
illions  more,  be  extended  to  other  fron- 
iers.  Until  the  Aug.  2  invasion,  the  con- 
ract  appeared  likely  to  go  to  a  French 
onsortium  made  up  of  Thomson  CSF, 
lerospatiale,  and  others,  and  coordinat- 
d  by  Sofremi,  a  government  export 
gency. 


After  the  invasion,  however,  the  deal 
/as  put  on  hold,  in  part  because  the 
>ench  provided  only  lukewarm  support 
or  Desert  Shield.  Making  matters 
forse,  former  French  Defense  Minister 
ean-Pierre  Chevenement  infuriated  Sau- 
!i  officials  by  refusing  to  show  up  at  a 
iilinner  that  powerful  Defense  Minister 
"rince  Sultan  was  throwing  in  the 


'In  the  postwar  period,  U.S. 
and  British  contractors  will 
probably  be  favored  over  the 
Germans  and  the  Japanese' 


Frenchman's  honor  in  Riyadh.  Chevene- 
ment was  protesting  the  Saudis'  refusal 
to  allow  a  rock  band  with  female  musi- 
cians to  perform  for  French  troops. 

The  upshot:  Industry  sources  say  the 
Saudis  now  favor  Dallas-based  E-Sys- 
tems  Inc.  to  head  up  a  U.  S.  consortium 
to  build  the  system,  which  may  include 
companies  such  as  McDonnell  Douglas, 
General  Dynamics,  and  Brown  &  Root. 
The  companies  all  declined  to  comment 
or  said  no  bids  had  been  offered. 

Washington  could  be  about  to  score 
another  coup  against  the  French.  Last 
November,  the  Saudi  Posts,  Telegraphs, 
&  Telecommunications  Ministry  was  set 
to  award  big  chunks  of  a  $1.3  billion 
contract  to  France's  Alcatel  and  Swe- 
den's L.  M.  Ericsson  for  500,000  new 
consumer  and  trunk  lines — the  first 
piece  of  an  ambitious  $8.1  billion  plan  to 
expand  telephone  service  in  the  far-flung 
desert  kingdom. 

As  soon  as  Washington — and  Ameri- 
can Telephone  &  Telegraph  Co. — found 
out  about  the  deal  in  early  December, 
U.  S.  Commerce  Secretary  Robert  A. 
Mossbacher  sent  a  note  to  his  Saudi 
counterpart,  Suleiman  al-Sulaim,  re- 
questing that  the  bidding  be  kept  open. 
According  to  diplomatic  sources.  Presi- 
dent Bush  even  weighed  in  on  the  mat- 
ter and  wrote  to  Saudi  King  Fahd.  On 
Dec.  23,  Fahd  directed  the  Saudis  to  stop 
negotiating  with  Alcatel.  According  to 
Alcatel,  the  Saudis  have  not  told  it  of 
any  change  of  plans. 
'DAMNED  GOOD.'  AT&T,  which  declines  to 
comment,  has  a  good  shot  at  winning 
contracts  for  big  parts  of  the  deal.  Those 
include  switching  ($133  million),  fiber-op- 
tic-transmission systems  ($180  million), 
and  conversion  of  cables  from  analog  to 
digital  ($23  million).  Motorola,  which  also 
declines  to  discuss  the  deals,  has  a  fight- 
ing chance  to  displace  Ericsson  on  a  $177 
million  package  for  the  next  generation 
of  Saudi  cellular  phones. 

The  war  is  likely  to  reinforce  the  long- 
standing Saudi  preference  for  U.  S. 
weapons.  With  Raytheon  Co.  Patriots  in- 
tercepting Iraqi  Scuds  aimed  at  Saudi 
population  centers,  and  Saudi  aces  down- 
ing Iraqi  MiGs  with  Royal  Saudi  Air 
Force  F-15s,  members  of  the  Saudi  de- 
fense Establishment  are  wowed.  Indeed, 
the  government  is  currently  evaluating 
plans  to  expand  its  armed  forces,  includ- 
ing a  possible  doubling  of  its  270  combat 
plane  air  force.  The  Saudis  are  interest- 


ed in  adding  24  McDonnell  Douglas 
Corp.  F-15s  to  their  existing  90.  They 
also  may  place  a  new  order  for  235  M- 
1A2  tanks  at  about  $3  million  a  vehicle 
from  General  Dynamics  Corp.,  which 
will  also  promote  its  F-16  fighter  as  a 
replacement  for  Riyadh's  aging  comple- 
ment of  110  Northrop  Corp.  F-5  jets. 

Such  orders  aren't  a  sure  thing,  how- 
ever. Sources  close  to  the  Saudis  say 
Riyadh  has  hopes  of  picking  up  a  lot  of 
military  equipment — on  the  cheap — 
when  U.  S.  forces  go  home.  Another 
problem  will  be  getting  Congress,  which 
is  nervous  about  new  weapons  sales  to 
the  region  and  protective  of  Israel,  to  go 
along.  Opposition  to  major  new  weapons 
packages  for  the  Saudis  is  already  on 
the  rise.  "One  of  the  lessons  of  this  war 
is  we  had  better  be  careful  who  we  sup- 
ply arms  to,"  says  Senator  John  McCain 
(R-Ariz.),  a  member  of  the  Armed  Ser- 
vices Committee. 

Whether  the  arms  sales  fly  or  not, 
many  other  U.  S.  companies  have  a  gold- 
en opportunity  to  win  deals  in  the  gulf. 


U.S.  COMPANIES  LIKELY 
TO  WIN  GULF  DEALS 


Projects 


Total  value 


SAUDI  JET  FIGHTERS, 
TANKS  

McDonnell  Douglas, 
General  Dynamics 


$ 


4 


BILLION 

Est. 


SAUDI  BORDER 
SECURITY 


3 


E-Systems,  Brown  &  Root, 
McDonnell  Douglas, 
General  Dynamics 


BILLION 


SAUDI  PHONE 
EXPANSION 


AT&T 


^330 

MILLION 


KUWAIT  EMERGENCY 
REPAIR  

U.S.  Army  Corps  of  Engineers 


MILLION 


KUWAIT  OIL  &  GAS 
RECONSTRUCTION 

Bechtel 


NA 


NA  =  Nol  available 


Saddam  Hussein  has  made  Saudi  Arabia 
and  the  other  gulf  countries  painfully 
aware  of  their  military  weakness.  These 
states'  only  strengths  are  oil  and  money. 
More  than  ever,  they  will  use  them  to 
win  and  keep  powerful  friends. 

By  John  Rossant  and  Russell  Mitchell  in 
Riyadh,  with  Mark  Ivey  in  Houston,  Amy 
Borrus  in  Washington,  and  bureau  reports 
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GERMANY  I 


THE  RIPPLE  FROM  THIS  RATE  HIKE 
FEELS  MORE  LIKE  A  TIDAL  WAVE 


The  Bundesbank  is  pumnieling  Europe's  econoniies 


When  the  German 
mark  rises  and 
the  greenback 
falls,  Saab  Automobile 
Co.  Chief  Financial  Offi- 
cer James  P.  Crumlish 
cringes — twice.  The  Swed- 
ish carmaker  is  being 
whipsawed  because  it  buys 
components  in  Germany 
and  exports  to  the  U.  S 
"It's  a  double  whammy. 
says  Crumlish.  "Last  year 
the  dollar's  fall  cost  us  $:ifi 
million,  and  the  mark's  rise 
cost  us  $6  million." 

That  currency  vise  be- 
gan gripping  even  harder 
on  Jan.  81,  when  the  Ger- 
man Bundesbank  stunned 
Europe  by  raising  its  dis- 
count rate  half  a  point,  to 
6.5%.  Just  a  week  before, 
central  bankers  thought 
that  Bundesbank  President 
Karl  Otto  Pohl  had  prom- 
ised not  to  hike  rates.  But 
his  move  sent  the  mark 
bounding  2.27'  in  five  trad- 
ing days.  "The  Germans 
are  doing  the  opposite  of 
what  everybody  has  been 
asking  them,"  snaps  Er- 
nest-Antoine  Seilliere,  a  se- 
nior official  at  Patronat, 
the  French  employers'  federation. 
FRAYED  NET.  The  Bundesbank  move 
points  out  the  pivotal  role  Germany  has 
come  to  play  in  an  increasingly  weak 
European  economy.  Until  recently,  Ger- 
man gross  domestic  product  was  grow- 
ing at  a  4.6%  annual  clip.  Its  voracious 
appetite  for  imports  saved  Europe  from 
tumbling  into  recession.  But  that  safety 
net  appears  to  be  ripping  away  as  the 
German  economy  falters.  Higher  inter- 
est rates,  tax  in- 
creases, and  spiral- 
ing  wage  demands 
could  shrink  real 
growth  in  German 
GDP  to  2%  to  2.5%. 

For  the  rest  of  Eu- 
rope, the  outlook 
may  be  even  bleaker 
(chart).  Britain  is  al- 
ready in  a  recession, 
and  Italy  and  France 


AS  GERMAN 
RATES  RISE. 


A  PERCENT 

DATA:  BUNDESBANK 


2/1/91 


are  slowing  down.  Now,  their  central 
banks  can't  lower  interest  rates  enough 
to  offset  Europe's  first  serious  economic 
downturn  in  eight  years. 

But  when  the  Germans  hiked  their 
rates,  they  weren't  thinking  much  be- 
yond the  Rhine.  The  Bundesbank's  Pohl 
is  alarmed  at  the  $100  billion  budget  def- 
icit brought  on  by  the  huge  expenditures 
to  fund  German  reunification  and  wants 
to  slow  down  spending.  On  top  of  that,  a 
new  round  of  excise  and 
value-added  taxes  is  on  the 
way  that  could  pick  as  much 
as  $13.7  billion  from  the 
pockets  of  German  citizens. 
Consumer  confidence  has  hit 
its  lowest  level  since  1985, 
and  investment  is  being  cut. 
Companies  from  machine-tool 
makers  to  appliance  produc- 
ers are  deferring  investment. 
Eastern  Germany  isn't  help- 


..JUROPE'S 
GROWTH  SLOWS 
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DATA:  USS  ECONOMIC  RESEARCH 


ing.  Last  year,  its  hunger  for  Wester: 
goods  spurred  big  imports,  but  now  it 
economy  is  imploding,  and  its  jobles 
rate  has  doubled  since  last  summer. 

Nowhere  will  the  effects  of  Germs 
ny's  slowdown  be  felt  as  strongly  as  i; 
Britain.  Recession  is  deepening,  and  ii 
December,  unemployment  rose  faste 
than  it  had  in  a  decade.  "The  retrenc? 
ment  will  be  much  more  forceful,"  say 
David  Kern,  chief  economist  at  Nationa 
Westminster  Bank  PLC.  He  expects  com 
panies  to  make  savage  cuts  in  their  pay 
rolls,  inventories,  and  investments. 

The  French  will  also  take  a  big  hit 
Companies  are  already  paying  up  to 
punishing  12%  on  corporate  debt.  Invest 
ment  is  growing  at  only  3%,  half  of  las 
year's  rate.  The  French  fear  that  thei 
carmakers,  already  in  a  slump,  could  gi 
into  free-fall.  Citroen,  for  example,  ha 
ordered  a  257^^  production  cut  on  somi 
lines,  while  its  sister  company  Peugeo 
is  slicing  production  by  10%. 
VISIBLE  HAND.  Spooked  by  the  downturn 
the  French  are  even  considering  a  returi 
to  state  intervention  and  subsidies  t 
prop  up  hard-hit  industries.  Potentia 
targets  may  include  big  state-owne( 
companies  where  profits  have  been  slij: 
ping  badly,  such  as  defense  contracto 
Thomson-CSF  and  computer  maker  Bull 

Adding  to  the  pressure  in  Europe 
the  threat  of  far  tougher  competitioi 
from  Japan  and  the  U.  S.  By  weakenin; 
the  dollar,  the  Bundesbank  gave  U.  S 
exporters  a  price  edge  that's  already  be 
ing  felt.  Belgium's  Barco  Group,  a  $33i 
million  electronics  company,  now  find; 
cheaper  components  in  the  U.  S.  Japa 
nese  companies  could  make  inroads 
European  market  share  with  price  cuts 
Once  the  dust  settles,  a  sour  politica 
aftertaste  will  remain  in  Europe.  Pohl': 
rate  hike  shows  that  achieving  monetan 
unity  among  the  12  European  Communi 
ty  nations  would  require  following  Ger 
many's  lead.  That  realization  could  sty 
mie  plans  to  set  up  a  European  centra 
bank.  Indeed,  EC  financial  leaders  bridlec 
at  Pohl's  blunt  statement  that  they  ei 
ther  devalue  their  currencies  against  th( 
mark  or  raise  rates.  "You  can't  have 
your  cake  and  eat  it,  too,"  says  Pohl. 

To  some,  that  remark  smacks  of  Ger 
man  chauvinism.  "We're  paying  for  Ger 
man  reunification  with  ou; 
high  interest  rates,"  fume; 
Michele  Debonneuil,  chie 
economist  at  Banque  Indo 
Suez.  If  Germany  keeps  get 
ting  stronger  at  the  expense 
of  its  neighbors,  the  feuds 
could  just  be  starting. 

By  John  Templeman 
Bonn,  with  Blanca  Riemer  i? 
Davos,  Switzerland,  and  Pal 
rick  Osier  in  Brussels 
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If  More  Care  HadTheTtactUm  Of  ASubani, 
MaybeTheir  Paint  Would  Last  Longer 


The  new  Legacy'"  Sport  Sedan  is  built  on  the  prin- 
ciple that  exhilarating  pov-^er  should  be  accompanied 
by  equally  gratifying  traction  and  handling.  Unfortu- 
nately, there  is 
evidence 
all  over 


our  roads  and  highways  that  this  principle  has 
eluded  other  car  manufacturers. 

The  Legacy  Sport  Sedan  derives  its  formidable 
power  from  a  new  2.2  liter,  16  valve,  160  horsepower 
turbocharged  engine.  An  engine  that  powers  the 
world's  most  advanced  computerized  4-wheel  drive 
system.  This  system  greatly  enhances  stability  on 
both  wet  and  dry  surfaces.  And  to  improve  stopping 
on  those  surfaces,  Subaru  has  added  state-of-the-art 
Bosch  4-channel  anti-lock  brakes. 

All  of  which  makes  the  Legacy  Sport  Sedan  one  of  • 
those  rare  cars  destined  to  leave  its  mark  on  the  world 
of  performance  driving  —  not  on  the  world's  guardrails. 

SUBARU 

We  built  our  reputa  tion  by  building  a  better  car. 

For  more  information  and  your  nearest  Subaru  dealer,  call  1 800-284  -8584} 
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"Zenith  Data  Systems' 
fastest  386SX  PC  yet  lets 
me  keep  pace  with  the 
future. . .  and  my  budget" 


1 


ZENITH  DATA  SYSTEMS 
INNOVATES  AGAIN^ 


Launch  into  advanced  lntel386SX  "  performance  with  the  20MHz  Z-386  SXI20^- 
your  affordable  gateway  to  tomorrow's  graphical  computing  applications. 

Future  compatibility  merges  with  present-day  affordability  in  the  Zenith  Data  Systems 
Z-386  SX/20  Desktop  PC.  So  you  can  handle  today's  advanced  scientific,  engineering  and  financial 
applications  as  well  as  emerging  software  developed  for  graphical  user  interfaces... at  a  value 
comparable  to  a  286  PC. 

The  Z-386  SX/20  features  a  unique  cache  memory  design  that  maximizes  386SX  performance 
for  network  and  data-intensive  environments.  It  also  supports  thousands  of  industry- 
standard  peripherals  as  well  as  a  wide  range  of  32-bit  technologies. 

And  the  Z-386  SX/20  comes  standard  with  MS-DOS®  4.0. 
Plus,  all  hard  drive  models  include  a  Microsoft®  Mouse,  and 
come  pre-installed  with  Microsoft®  Windows™  version  3.0... 
for  instant  graphical  computing  right  out  of  the  box. 

You  even  get  a  fast  VGA  video  controller  for  specialized 
graphics  that  come  vividly  to  life  on  Zenith  Data  Systems' 
award-winning  Rat  Technology  Monitor— the  final  touch 
that  makes  our  Z-386  SX/20  The  Seamless  Solution'"'' 
for  your  computing  world. 

So  if  you've  always  wanted  a  fast  386  PC 
that's  ready  for  the  future— but  at  a  price 
that's  in  line  with  your  budget  today— then 
get  the  20MHz  Z-386  SX/20.  For  more 
information  and  the  name  of  your  nearest 
nith  Data  Systems  Medallion  Reseller, 
call:  1-800-523-9393. 


ZENiTH 

data  systems 

Groupe  Bull 


Graphics  simulate  Microsoft*  Windows^  version  3.0.  a  product  and  trademark  of  Microsoft  Corporation.  MS-DOS  is  a  registered  trademarl<  of 
Microsoft  Corporation  lntel386SX  is  a  trademark  of  Intel  Corporation.  Z-386  SX/20  is  a  trademark  of  Zenith  Data  Systems  Corporation. 
©1990  Zenith  Data  Systems  Corporation 
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IFTER  APARTHEID  COMES 

FHE  TOUGH  ISSUE:  WHO'LL  WIELD  POWER? 


rhe  underpinnings  of  South  Africa's  apartheid  system  are 
crumbling.  President  F.  W.  de  Klerk's  proposal  on  Feb.  1 
to  scrap  four  key  racial  laws  will  bring  down  apartheid's 
lajor  legal  props.  Parliament,  dominated  by  de  Klerk's  Na- 
"iial  Party,  is  expected  to  enact  the  plan  in  its  current  ses- 
Miii.  The  most  dramatic  change  will  be  abolition  of  the  Popula- 
on  Registration  Act,  which  divides  South  Africans  into  crude 
icial  categories. 

In  response,  the  European  Community  promised  to  lift  sanc- 
'ins  as  soon  as  the  reforms  take  hold.  It  was  Pretoria's  first 

iijor  diplomatic  breakthrough  in  years.  And  the  White  House 
lay  ask  Congress  to  ease  economic  sanctions  against  South 

frica  this  spring.  But  South  Africa's 
lacks  aren't  in  the  streets  celebrating 
i^f  yet.  The  demise  of  apartheid  laws  is 
\en  oddly  anticlimactic.  Now,  whites 
lid  blacks  face  the  far  more  complex 
isk  of  deciding  how  the  country  will  be 
iiverned  and  how  a  new  constitution 

ill  be  negotiated.  Indeed,  some  ana- 

sts  think  de  Klerk's  proposals  were  his 
trempt  to  hold  on  to  some  power  as  the 
ace  of  change  accelerates.  "De  Klerk 
as  given  up  on  apartheid  in  exchange 
Dr  enhancing  his  bargaining  position  in 
haping  postapartheid  South  Africa," 
ays  Michael  Clough,  a  South  Africa  expert  at  the  Council  on 
'oreign  Relations. 

GLY  LEGACY.  As  the  legal  trappings  of  apartheid  fall,  the 
ountry's  deep  inequities  won't  necessarily  abate.  Antiapart- 
eid  activists  argue,  for  example,  that  scrapping  legal  obsta- 
les  to  black  ownership  of  farmland  or  urban  dwellings  won't 
0  much  for  the  majority  of  blacks,  impoverished  by  apartheid, 
^ho  lack  the  money  to  take  advantage  of  new  freedoms.  "We 
eed  to  address  the  legacy  of  apartheid  at  a  social  level  and 
ot  simply  at  a  legal  level,"  says  Jay  Naidoo,  general  secre- 
ary  of  the  Congress  of  South  African  Trade  Unions. 
The  white  Establishment  is  taking  some  steps  to  defuse  the 


tension,  conceding  that  much  of  the  recent  violence  among 
black  groups  has  its  roots  in  the  deprivation  created  by  apart- 
heid. In  late  January,  to  help  ease  the  crisis  in  black  education, 
five  large  corporations  pledged  $200  million  to  black  schools 
over  the  next  five  years.  Within  days,  the  Independent  Devel- 
opment Trust,  which  administers  nearly  $1  billion  in  govern- 
ment money  for  housing,  health,  and  education  projects,  an- 
nounced that  it  would  spend  a  third  of  it  on  low-cost  housing 
and  land.  This  would  be  the  first  large-scale  attempt  to  remedy 
the  acute  housing  shortage  for  blacks  nationwide. 
WARY  COALITION.  But  most  blacks  are  losing  patience.  What's 
more,  many  are  unwilling  to  leave  the  country  in  the  hands  of 
the  National  Party  during  the  transition. 
That's  why,  while  de  Klerk  was  opening 
Parliament,  Nelson  Mandela's  African 
National  Congress  and  others  were  out- 
side demanding  the  election  of  a  constit- 
uent assembly  to  draft  a  new  constitu- 
tion. Such  an  assembly  would  reflect  the 
popular  support  of  each  party.  But  the 
idea  stirs  fears  among  whites  and  tribal 
parties  such  as  Chief  Mangosuthu  Buth- 
elezi's  Inkatha,  who  worry  about  being 
steamrolled  by  an  anc  majority. 

The  .A.NC  also  wants  a  role  in  any  inter- 
im government.  That  would  give  it  some 
control  over  the  security  forces,  which  the  .\XC  accuses  of 
instigating  some  of  the  political  violence  that  has  killed  more 
than  5,000  South  Africans  in  the  past  six  years.  But  Pretoria  is 
loath  to  loosen  its  grip  on  the  police. 

The  Nats  and  the  ANC  have  agreed  on  one  issue:  An  all- 
party  conference  will  convene  before  midyear  to  discuss  the 
basics  of  a  constitution,  from  a  bill  of  rights  to  property 
guarantees.  Clearly,  the  events  of  the  past  year — since  the 
legalization  of  the  AXC  and  the  freeing  of  Nelson  Mandela — 
show  that  dismantling  the  structures  of  apartheid  will  be  a  lot 
easier  than  building  a  new  society  from  the  rubble. 
By  Alan  Fine  in  Johannesburg,  with  Bill  Javetski  in  Washington 


UOBAL  WRAPUPI 


EUROPE 


The  shift  of  U.  S.  troops  from  Eu- 
rope to  the  Persian  Gulf,  70,000  so 
far,  is  speeding  the  post-cold  war  draw- 
down of  American  NATO  forces  in  Eu- 
rope. NATO  observers  say  the  war  is 
providing  an  emergency  context  for 
making  the  cutbacks  with  little  debate. 
Otherwise,  prolonged  controversy  over 
NATO's  future  had  been  expected  to  ac- 
company more  gradual  U.  S.  withdraw- 
als in  coming  years.  Before  the  gulf 
crisis,  the  U.  S.  had  325,000  troops  in 
Europe.  But  few  of  those  sent  to  the 
gulf  are  likely  to  return. 

The  war  is  also  easing  some  political 
restrictions  on  U.  S.  military  opera- 


tions. French  President  Francois  Mit- 
terrand barred  U.  S.  F-Uls  from 
French  airspace  during  the  1986  raid 
against  Libya,  but  he  has  agreed  to  let 
B-52  bombers  fly  across  France  from 
England.  And  Spain,  which  ended  the 
U.  S.  lease  on  an  F-16  fighter  base,  is 
allowing  B-52s  to  fly  missions  from  a 
base  near  Seville. 

TURKEY  

President  Turgut  Ozal  hopes  to  par- 
lay Ankara's  support  for  the  war 
against  Saddam  Hussein  into  an  active 
role  in  reshaping  Iraq's  postwar  politi- 
cal structure.  Ozal  wants  to  head  off 
independence  moves  by  Iraq's  Kurdish 
minority  for  fear  that  Turkey's  12  mil- 


lion Kurds  might  try  to  follow  suit. 
Instead,  Ozal  proposes  a  postwar  con- 
federation in  Iraq  of  Arabs,  Kurds,  and 
a  small  minority  of  ethnic  Turks — 
guaranteed  by  Turkey,  Syria,  and  Iran. 

By  showing  solidarity  with  the  West, 
Ozal  also  aims  to  improve  prospects 
for  Turkey's  bid  to  join  the  European 
Community.  However,  he  is  running 
the  risk  of  creating  political  instability 
at  home,  where  Islamic  fundamental- 
ists have  been  leading  violent  antiwar 
protests.  In  late  January,  Ozal  lifted  a 
ban  on  speaking  the  Kurdish  language. 
This  is  one  of  several  reforms  intended 
to  meet  EC  objections  that  Turkey  isn't 
democratic  enough.  But  it  is  also  likely 
to  reinforce  Kurdish  nationalism. 


ERNATIONAL  OUTLOOK 
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CHIEF  EXECUTIVES  I 


REVERSE  COURSE:  BLAKE  IS  LOOKING  TO  UNDO  HIS  PREDECESSOR'S  COSTLY  DIVERSIFICATION  STRATEGY 


WITH  THIS  LIFEGUARD, 
IT'S  SIHK  OR  SWIM 


Is  Norman  Blake's  tough  style  enough  to  rescue  USF&G? 


any  employees  at  insurer  USF&G 
I  Corp.  got  their  first  glimpse  of 
I  their  new  chairman  by  way  of 
video.  Talking  into  the  camera  in  the 
somber  tone  of  a  father  telling  his  chil- 
dren something  distressing,  Norman  P. 
Blake  Jr.  said  he  would  have  preferred 
to  meet  employees  in  person,  but  time 
wouldn't  allow  it.  "The  financial  condi- 
tion of  our  company  is  weak,"  Blake  told 
the  9,000  workers  who  could  not  be  at 
Baltimore  corporate  headquarters  in 
January  to  hear  him.  Later,  he  added  a 
subtle  warning:  "There  is  no  such  thing 
in  life  as  treading  water.  You're  either 
sinking  or  you're  swimming." 

Think  of  Blake  as  a  lifeguard.  A 
tough-talking  protege  of  General  Elec- 
tric Chairman  Jack  Welch,  he  was  hired 
in  November  to  keep  the  struggling 
USF&G  above  water.  In  an  industry  that 
has  been  in  decline  for  three  years,  the 
nation's  13th-largest  property/casualty 
insurer  has  performed  near  the  bottom 
of  the  heap.  Profits  have  been  tumbling 
since  1986,  and  a  misguided  diversifica- 
tion has  only  dragged  them  down  fur- 
ther. USF&g's  investment  portfolio  is  en- 
cumbered by  $2.1  billion  in  poorly 
performing  real  estate  holdings  and  junk 
bonds.  A  third-quarter  loss  totaled  $15 


million,  and  analysts  expect  a  fourth- 
quarter  write-off  of  up  to  $250  million, 
erasing  any  potential  profits  in  1990. 

Making  matters  more  challenging  for 
Blake  is  his  lack  of  insurance  experi- 
ence. He  is  credited  with  reviving  Chica- 
go's Heller  Financial  Inc.,  an  asset-based 
lender.  But  until  now,  the  49-year-old 
chairman's  only  brush  with  insurance 
was  two  years  as  president  of  Top  Inc., 
a  small  Detroit  insurance  services  com- 
pany. Blake  insists  his  lack  of  experience 
isn't  a  problem.  He  can  rely  on  experts 


AN  INDUSTRY  LAGGARD 


FEB. '91 


A  INDEX:  JANUARY  1989=100 
•COMPANIES  INCLUDE  SAFECO,  USF&G,  ST.  PAUL  COS., 
CONTINENTAL,  CHUBB,  GENERAL  RE 

DATA;  BRIDGE  INFORMATION  SYSTEMS  INC. 


to  build  his  understanding 
of  the  business,  and  his 
management  and  planning 
skills  will  help  restructure 
the  company,  he  argues. 

Already,  Blake  has  taken f 
decisive  moves  to  hold  down'i 
costs.   In  mid-January,  heS 
slashed   900   of  USF&G'sf 
11,800  jobs.  Ad  spending  for 
1991  has  been  cut  by  $28 
million.  He  also  froze  all  sal- 
aries, pending  an  analysis  of 
the  payroll.  In  a  pair  of  sym- 
bolic moves,  he  put  USF&G's 
jet  on  the  block  and  shut  the 
executive  dining  room. 

Now  he's  studying  ways 
to  restructure  the  company. 
Blake's  predecessor.  Jack 
Moseley,  spent  about  $400 
million  throughout  the  1980s 
to  diversify  into  financial 
services.  But  despite  scat- 
tered successes,  those  opera- 
tions have  been  money-losers.  Moseley 
quit  in  November  and  couldn't  be 
reached  for  comment.  Blake  is  studying 
the  diversifications  to  see  what  can  be 
cut  and  says  he  may  ax  as  many  as  900 
more  jobs  as  part  of  that  process.  In  the 
core  property/casualty  lines,  he's  look- 
ing for  ways  to  cut  costs  and  hoping  to 
build  money-making  segments  such  as 
reinsurance. 

Yet  Wall  Street  still  won't  go  near 
USF&G.  Its  stock,  among  the  industry's 
worst  performers  in  recent  years  (chart), 
has  languished  around  a  22-year  low 
since  Blake  arrived.  It  now  trades  at 
around  9.  Most  analysts  are  advising  in- 
vestors to  avoid  it  until  they  see  what 
Blake  does  next.  Salomon  Brothers  Inc. 
analyst  Michael  Frinquelli  says  Blake's 
choice  of  a  property/casualty  president 
will  be  watched  closely,  since  his  weak- 
ness in  insurance  means  he'll  have  to 
woo  a  top-notch  industry  executive. 
'TYPE  A.'  Blake  likes  to  characterize  him- 
self as  an  outsider — even  though  others 
might  disagree.  He  complains  that  as  a 
teen  in  affluent  Greenwich,  Conn.,  he 
didn't  fit  in:  While  he  attended  a  Georgia 
military  academy,  his  neighbors  went 
off  to  fancier  private  schools  such  as 
Choate  and  Andover.  Blake  went  on  to 
study  international  relations  and  eco- 
nomics at  Purdue  University.  Next,  he 
entered  law  school  at  Washington  Uni- 
versity but  quit  when  Crohn's  disease,  a 
chronic  intestinal  ailment,  hospitalized 
him.  He's  still  on  medication  for  Crohn's. 

Blake  learned  management  at  General 
Electric,  which  he  joined  in  1967.  He 
spent  15  years  there — leaving  for  two 
years  in  the  mid-1970s  to  work  for  Top — 
and  headed  businesses  as  varied  as  com- 


56  BUSINESS  WEEK/FEBRUARY  18,  1991 


PEOPL 


IVE  AND  LEARN 


Experience  Teaches  You  To 
Make  The  Intelligent  Choice. 

Many  of  life's  lessons  are  learned  by  tria]  and  error 
And,  as  we  grow  older,  the  penalties  for  making  the 
wrong  choices  grow  greater 

When  it  comes  to  insurance  and  investments,  those 
with  experience  recognize  The  Guardian  as  The 
bitelligent  Choice  for  estate  planning  to  provide  for 
loved  ones,  building  a  retirement  plan  or  providing  for 
employees  with  group  benefits.  The  reason  is  simple: 
The  Guardian  has  made  intelligent  investment  choices 
and  now  has  one  of  the  industry's  strongest  portfolios 
with  next  to  no  speculative  grade  bonds  or  problem 
real  estate. 

No  Junk  Bonds? 
No  Junk  Real  Estate? 
No  Kidding! 

By  avoiding  the  speculative  investments  that  got  some 
insurance  companies  into  trouble.  The  Guardian  is  the 
envy  of  the  industry.  In  fact,  the  Moody's  capitalization 
ratio*  of  12.4%,  die  prime  measure  of  financial 
strength  and  solvency,  is  twice  the  industry  average. 
The  Guardian's  strength  is  also  supported  by: 

□  A  ratio  of  speculative  grade  bonds  to  assets** 
of  only  1.3  /0,  and  a  ratio  to  capital***  of 
only  10.5%. 

□  A  ratio  of  non-performing  mortgages  to  assets  of 
only  0.04%,  and  a  ratio  to  capital  of  only  0.4% . 

□  A  percent  of  foreclosed  real  estate  to  assets  of  only 
0.2%,  and  to  capital  of  only  1 .6% .  (Only  2.5% 
of  The  Guardian's  total  assets  are  invested  in 

real  estate.) 

,\11  these  statistics  mean  The  Guardian  has  the  financial 
muscle  to  protect  our  policyholders,  pay  supenor 
dividends,  and  provide  competitive,  new  products 
along  with  good,  old-fashioned  service. 

Make  The  Intelligent  Choice. 

Learn  more  about  the  finest  Life  Insurance,  Group 
Insurance,  Income  Protection,  Equity  Products,  or 
Asset  Management. 

Call  1-800-662-1006. 

Be  sure  to  ask  for  a  quote  fi"om  The  Guardian, 
The  Intelligent  Choice  for  everyone  who  has 
lived  and  learned. 


^  The  Guardian" 

The  Intelligent  (Choice" 


•  Surplus  plus  MSVR  divided  by  assets  as  of  9/30/90. 

•  •  As  of  9/30/90. 

•  ■  ■  Moody's  capitalization  equals  surplus  plus  MSVR. 
©1991  Tfie  Guardian  Life  Insurance  Company  of  America 


^  Since  Dreyfus 

^  Worldwide  began,  it  has 

offered  one  of  the  highest 
yields  of  any  money 
market  fund! 

The  Special  Offer  and  monthly 
compounding  provide  you  with  this 
especially  high  yield. 


Dreyfus  Special  Offer 

For  a  period  of  time,  the  usual  management  fee 
is  being  waived.  Call  for  details! 


For  more  complete  information,  including  management  fee,  charges  and  expenses, 
obtain  a  Prospectus  by  calling  toll-free.  Read  it  carefully  before  you  invest  or  send  money. 


Ask  for  Extension  4121 

revfuS  Worldwide  Dollar 

P.O.  Box  3498,  Camden,  Nj  08101    Moncv  Market  Fund,  Inc. 

"Source:  IBC/Donoghue's  Money  Fund  Report  for  the  period  2/23/89  through  12/31/90.  Yield 
fluctuates.  Past  performance  is  no  guarantee  of  future  results.  148  009 


What  are  we  going  to  do  with  your 
extra  robots,  Fenton? 


Maybe  a  small  college  football  team 
needs  a  new  front  line! 


CALL        IF  YOUR  CORPORATION  HAS 
MATERIAL  AVAILABLE  FOR  DONATION. 

-  Will  take  your  donated  material  and  use  it  to  generate 
scholarships  for  needy,  deserving  students.  Donations  could  mean 
an  above  cost  tax  deduction  -  IRS  Reg.  170(e)(3).  Scholarships  are 
given  in  the  donating  corporation's  name. 


For  More  Details 

^  Call  708-690-0010 

Peter  Ro'^kam 
Executive  Director 

P  O  BOX  3021  •  GLEN  ELLYN,  ILLINOIS  60138 


puter  time-sharing  and  silicone  sealants 
before  ending  up  as  the  No.  2  man  at 
giant  GE  Capital. 

In  1984,  Blake  was  lured  to  Heller, 
where  he  quickly  made  his  mark.  After 
taking  a  $200  million  write-down  that 
left  the  lender  with  a  $181.9  million  loss 
for  1984,  Blake  replaced  much  of  the 
staff  with  what  a  former  associate  calls 
"type-A  firstborns,"  and  pushed  Heller 
into  new  areas  such  as  as  financing  le- 
veraged buyouts.  Heller  turned  a  $102 
million  profit  in  1989,  but  Blake  got  out 
just  in  time.  Now  that  LBOs  have  nose- 
dived, earnings  dipped  in  the  third  quar- 
ter and  are  "plateauing,"  says  Chief  Fi- 
nancial Officer  Richard  J.  Almeida. 
TEARY  SENDOFF.  A  hard  charger  of  the 
first  order,  Blake  arrives  every  morning 
at  6:30  at  the  USF&G  Building  gym  for  a 
workout.  Former  underlings  says  his  de- 
manding style  verges  on  the  obsessive. 
"Everything  had  to  be  A-plus,"  says  a 
former  Heller  associate  who  found 
Blake  a  bit  trying.  He  was  also  big  on 
team-building  outings,  and  he  expects  to 
repeat  them  at  usF&G.  Last  August,  on  a 
three-day,  120-mile  bike  jaunt  in  Virgin- 
ia, he  got  lost  but  still  beat  colleagues  to 
finish  first. 

Blake  says  he's  proud  of  his  ability  to 
be  tough  when  necessary,  and  volun- 
teers that  he  reads  military  histories  for 
ideas  on  plotting  strategy.  But  he  likes 
to  show  a  sentimental  side  as  well.  At  a 
farewell  party  last  year,  Heller  employ- 
ees gave  him  a  video  collage  with  clips 
from  various  employee  outings  and 
heart-tugging  tunes  such  as  The  Way 
We  Were  in  the  background.  "You  can 
see  why  I  was  in  tears,"  says  Blake. 

Now  he  has  immersed  himself  in  what 
he  calls  "Insurance  101."  In  January, 
Blake  assembled  five  employee  task 
forces  to  analyze  areas  such  as  branch 
office  operations.  By  April,  each  group 
is  to  report  on  ways  to  cut  costs  and  find 
new  business.  Blake  has  also  lured  two 
outsiders  for  top  jobs,  one  from  Heller 
and  one  the  former  president  of  Credit 
Life  Insurance  Co.  in  Springfield,  Ohio. 

Blake,  who  predicts  the  turnaround 
will  take  two  to  three  years,  won't  have 
a  plan  mapped  out  until  April  at  the 
earliest.  Even  if  he  pulls  entirely  out  of 
noncore  businesses,  usF&G's  insurance 
unit  will  have  to  fight  to  make  money. 
Stiff  competition  has  kept  premiums 
low,  and  that's  unlikely  to  change  soon. 
And  the  company  has  little  choice  but  to 
sit  on  its  junk-  and  real-estate-laden  port- 
folio in  the  current  weak  market.  "This 
is  going  to  be  a  tough,  tough  turn- 
around," says  Udayan  D.  Ghose,  a  Leh- 
man Brothers  Inc.  analyst.  But  then,  no- 
body ever  said  being  usF&G's  lifeguard 
would  be  a  day  at  the  beach. 

By  Joseph  Weber  in  Baltimore 
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WE'RE 
A 

BIG  PART 
OF  YOUR 
LIFE. 


Simply 

twist  the  body  of  the  VM-CIA 
to  open  the  lens  cover  and  turn 
on  the  power. 


Twist 
Shoot 


VM-CIA 
Compact  Movie 


Introducing  the  newest  member  of  the  Hitachi  family;  The  VM-CIA  VHS-C  movie  camera.  This  litde  baby  once  again 
demonstrates  Hitachi's  technological  leadership  in  consumer  electronics.  It  features  a  convenient  twist  mechanism.  Full  auto 
performance.  Twin  beam  focus.  A  69mm-wide  body.  In  short,  you  can  create  outstanding  ^4^, 

films  the  whole  family  will  enjoy  for  years.  From  consumer  electronics  to  computers  and    /fajv  ^ii^  ITA^^H  I 

semiconductors,  Hitachi  is  a  big  part  of  your  life. 

Hitachi  Home  Electronics  (America),  Inc.  401  West  Artesia  Blvd..  Complon.  CA  90220  Phone:  (213)  537-8383 
HiUctii  Sales  Corp.  of  Hawaii,  Inc.  3219  Koapaka  Street.  Honolulu.  Hawaii  96819  Phone  (808)  836-3621 
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FAST  FOOD  I 


AN  OUTLET  IN  ELMSFORD,  N.  Y.:  SKINLESS  FRIED  CHICKEN,  WITH  20%  LESS  FAT,  IS  AN  EARLY  HIT 


AND  NOW,  FINGER-LICKIN' 
GOOD  FOR  YA? 


The  Colonel  is  countering  fear  of  fat  with  an  image  change 


Kentucky  Fried  Chicken.  Its  pow- 
erful brand  name  summons  up 
images  of  white-bearded  Colonel 
Sanders,  steaming  fried  chicken,  bis- 
cuits, and  gravy.  But  to  many  health- 
conscious  Americans,  it  also  stands  for 
cholesterol,  sodium,  and  fat.  Hence  a 
paradoxical  problem  for  Kentucky  Fried 
Chicken  Corp.:  As  an  alternative  to  beef, 
chicken  consumption  is  soaring.  But  fear 
of  frying  has  helped  curb  the  company's 
growth  while  demand  jumps  for  grilled, 
broiled,  and  baked  poultry. 

So,  the  Pepsico  Inc.  unit  has  decided 
to  change  its  image  and  its  menu.  Under 
the  leadership  of  Kyle  Craig,  president 
of  the  U.  S.  business,  and  his  boss,  Ken- 
tucky Fried  Chief  Executive  John  M. 
Cranor  III,  the  chain  is  trying  to  reposi- 
tion itself  in  consumers'  eyes  in  hopes  of 
attracting  more  careful  eaters  to  its 
5,000  restaurants.  The  goal  is  to  turn  the 
$3.2  billion  business  into  a  chain  of  one- 
stop  chicken  eateries  offering  both  fried 
chicken  and  such  nonfried  items  as 
broiled  chicken  and  chicken  salad  sand- 
wiches. To  sell  this  change,  Craig  and 
Cranor  are  planning  a  gradual  replace- 
ment of  the  original  name  with  just  the 
initials  KFC.  "The  key  is  to  reduce  depen- 


COMING  FROM  BEHIND 


dence  on  the  word  'fried,'  "  says  Craig. 

Some  marketing  analysts  question  the 
wisdom  of  shedding  a  well-known  name. 
"Initials  are  a  passport  to  anonymity," 
says  Clive  Chajet,  chairman  of  Lippin- 
cott  &  Margulies  Inc.,  a  New  York  cor- 
porate identity  consultant.  "It's  very 
hard  to  fashion  a  restaurant's  identity 
based  on  initials."  But  Craig  and  his 
franchisees  disagree.  "The  name  KFC  got 
over  recognition  when  shown  with 
the  Colonel's  mug,"  says  James  Cornett, 
a  franchisee  based 
in  Culpeper,  Va. 
Others  say  they 
figure  the  name 
change  is  irrelevant: 
"They  have  a  prod- 
uct problem,  not  a 
name  problem,"  says 
Ron  Paul,  head  of 
marketing  consulting 
firm  Technomic  Inc. 

Kentucky  Fried 
Chicken  is  starting  to 
address  the  product 
problem  with  a  nation- 
wide rollout  of  a  menu 
item  that  has  been  pre- 
pared specifically  for 


calorie  counters.  The  dish,  Lite'n  Crispy 
chicken,  is  still  fried,  but  without  the  fat- 
rich  skin:  According  to  the  Center  foi 
Science  in  the  Public  Interest,  Lite'n 
Crispy  contains  20%  less  fat  than  the 
Colonel's  original  recipe.  Jayne  Hurley, 
a  nutritionist  at  the  Center,  says  skin- 
less, nonfried  chicken  is  still  a  healthier 
meal.  But  Lite'n  Crispy,  she  admits, 
a  big  improvement." 

Franchisees  love  the  new  dish.  "In 
test  markets,  we  did  gangbusters,"  says 
John  Xeal,  who  owns  88  restaurants 
Cleveland  franchisee  Leonard  Stein-Sa- 
pir  reports  25^^^  sales  increases  in  restau- 
rants featuring  the  dish.  The  franchiseei 
are  also  looking  forward  to  a  broilec 
item,  Monterey  Broil  Chicken,  which  ii 
in  test  market  in  Nevada. 

Kentucky  Fried  Chicken  has  needed 
these  changes.  Pepsi  bought  the  chain 
from  RJR  Nabisco  Inc.  in  late  1986.  But 
while  sales  and  earnings  in  international 
operations  kept  growing  fast,  in  the 
U.  S.,  higher  chicken  costs — and  consum- 
ers' preference  for  charbroiled  chicker 
restaurants  such  as  California's  El  Polk 
Loco  chain — squeezed  Kentucky  Fried's 
sales  and  margins.  In  1989,  its  U.  S 
sales  grew  and  profits  dropped. 
HOME  DELIVERY.  Last  year,  though,  the 
company  introduced  a  spiced-up  snack 
item.  Hot  Wings,  that  took  off.  Stores 
were  repainted  and  brightened  up.  Anc 
the  company  advertised  discounted 
meals  that  imitated  the  successful  low- 
price  strategies  at  Pepsico's  Pizza  Hut 
and  Taco  Bell.  As  a  result,  systemwidf 
U.  S.  sales  grew  almost  79f  (chart). 

Craig  also  is  looking  for  future  profits 
from  higher-priced  items  such  as  the 
skinless  chicken,  which  goes  for  10(t 
more  per  piece  than  the  original  variety 
For  the  longer  term,  he  is  expanding 
home  delivery  to  compete  with  the  pizza 
makers,  and  he  is  testing  sandwich  and 
snack  items  to  draw  more  customers  at 
lunch,  the  meal  burger  chains  dominate 
It's  a  good  strategy.  But  there  still 
are  potential  problems,  includ- 
ing the  general  industry  slow- 
down and  the  competition  frore 
other  chains  that  are  already 
serving  chicken  lunches — most 
notably  Burger  King  Corp, 
with  its  BK  Broiler.  Neverthe 
ess,  Kentucky  Fried  Chicker. 
has  to  diversify:  The  Cola 
nel's  recipe  may  still  taste 
good,  but  it  needs  help  tc 
flourish  in  the  nutritious 
Nineties. 

By  Christophei 
rower,  with  Mark 
Lan-iler,  in  Neu 
York,  and  bureau 
reports 
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MARKETir 


SUN 
PROUDLY 

ANNOUNCES 

THE 
UOTMATE 


MACHINE 


SPARCstaHon  "  2.  If  you 
think  limits  were  made  to  be 
exceeded,  this  is  your  kind  of 
machine. 

After  all,  it  exceeds  all  our 
own  limits.  Last  year,  SPARC- 
station  1  broke  every  record  for 
price  and  performance.  And 
became  the  best-selling  work- 
station in  history  By  far  But  we 
went  right  back  to  the  drawing 
board.  And  created  the  entire 
SPARCstation  2  line. 

i'OWER  YOU  CAN  ACTUALLY  USE. 

To  begin  with,  you  get  twice 


the  performance.  For  about  the 
same  price.  28.5  MIPS.  21 
SPECmarks.  And  4.2  MFLOPS. 
You  can  even  have  up  to  96  MB 
of  RAM.  And  as  much  as 
7.6GB  of  mass  storage. 

But  more  than  just  a  hot 
engine,  you  get  everything 
else  you  need  to  do  your  job. 
Unbelievably  real  graphics. 
Easy  networking.  A  huge 
selection  of  software.  And 
complete  expandability 

Put  all  that  together,  and 
you  get  the  kind  of  power  you 
can  actually  use. 


THE  WHOLE  LINE  IS  AWESOME. 
THE  PRICES  ARENT 

Just  look  at  SPARCstation 
2GX.  It  gives  you  ultra-high 
speed  at  no  extra  cost.  And 
brings  a  whole  new  level  of 
performance  to  X-window 
applications.  So  it's  ideal  for 
electronic  publishing.  Financial 
analysis.  And  for  anyone  who 
has  to  work  with  2-D  and  3-D 
wireframe  applications. 

And  that's  just  the  most 
basic  color  model.  We've  also 
built  SPARCstation  2GS.  It  lets 


ic.  IWl  Sun  Miaosyslems,  Inc  Sun  Miaosyslems  and  Ihe  Sun  logo  are  registered  fiademarks,  and  Sun,  SunOS,  OpenWindows,  DeskSet  and  Computers  that  network  people  are  trademarks  ot  Sun  Micosystems,  Inc  SWRCstation  and  SPARCwaie 


you  create  3-D  solid  images 
in  24 -bit  true  color.  It's  the 
kind  of  machine  you  hate  to 
share.  And  from  now  on,  you 
won't  have  to. 

At  the  high  end,  there's 
SPARCstation  2GT.  It  does  all 
the  above,  but  it's  been  tuned 
especially  for  PHIGS,  which 
is  the  highest  standard  for  3-D 
graphics  on  the  planet.  So  it 
ams  five  times  faster  than  the 
GS.  With  aU  this,  it  gives  you 
a  level  of  image  quality  you've 
never  seen  at  anywhere  close 
to  its  price. 


THE  WHOLE  THING  MAKES 
PERFECT  STRATEGIC  SENSE. 


At  Sun,  we  make  a  full  line 
of  SPARC-based  systems.  From 
the  lowest-cost  RISC/UNIX'" 
workstation  in  the  world  to 
servers  that  support  hundreds 
of  users.  They're  aU  binary 
compatible.  And  they're  built  to 
run  the  most  widely  accepted 
standards  for  workstations. 

On  the  subject  of  software, 
there  are  more  than  2100 
SPARC  ware"  applications.  In- 
cluding aU  the  most  popular 


solids  modeling  programs. 
And  the  most  popular  PC  soft- 
ware. And  with  our  OPEN 
LOOK"  interface,  you'll  spend 
less  time  learning  the  system. 
And  more  time  on  your  real  job. 
If  you'd  like  to  know  more, 
callusatl-800-821-4643.  (From 
California,  1-800-821-4642.) 

And  we'U  give  you  a  better 
machine  to  strive  with. 


Compniters  that  network  people" 


are  trademarks  of  SPARC  International,  Inc.,  licensed  exclusively  to  Sun  Miaosystems,  Inc.  SPARC  products  are  based  on  an  architecture  developed  by  Sun  Ndiaosystems,  Inc.  OPEN  LOOK  and  UNIX  are  registered  Irademarks  of  UNIX  System  Laboratories,  Inc. 


ocial  Issues 


HEALTH  CARE  I 


INSURERS  VS.  DOCTORS: 
WHO  KNOWS  BEST? 


More  insurers  have  veto  power  over  treatment,  and  physicians  say  that  could  harm  America's  health 


If  Ben  Casey  practiced  surgery  today, 
his  television  writers  would  have  to 
add  some  new  scenes.  One  would  be 
of  the  1960s  TV  doctor  pleading  by  phone 
with  an  insurance  company  for  permis- 
sion to  operate.  His  boss,  Dr.  Zorba, 
might  make  his  star  MD  explain  why  he 
performs  certain  procedures  three  times 
more  often  than  other  surgeons  in  town. 
If  Casey  kept  that  up,  Dr.  Zorba  would 
warn,  cost-conscious  employers  would 
stop  using  their  hospital. 

These  days,  such  dramas  are  being 
played  out  in  real  life.  Physicians  are 
reeling  under  a  new  assault  as  employ- 
ers and  health  insurers  embark  on  an- 
other wave  of  health  care  cost  contain- 
ment. In  the  past,  controls  aimed  to  cut 
prices  for  procedures.  Now,  the  idea  is 
to  stop  doctors  before  they  wield  the 
knife.  Such  scrutiny,  called  utilization  re- 
view, relies  on  computerized  data  banks 
to  spot  inappropriate  or  unnecessary 


care.  Reviewers  try  to  discourage  doc- 
tors from  providing  such  treatment.  Lat- 
er, they  may  flag  physicians  who  order 
too  many  tests,  or  operate  too  often — 
and  steer  patients  away  from  them. 
CLOSE  WATCH.  The  new  controls  have 
triggered  a  battle  over  who  has  the  final 
say  in  medical  decisions.  Employers  hope 
that  by  dispelhng  the  idea  that  doctors 
know  best,  they  can  at  last  put  a  lid  on 
the  nation's  $661  billion  health  care  tab. 
"If  we  achieve  the  best  quality,  costs 
will  fall  into  line,"  says  Harold  S.  Arm- 
strong, director  of  health  care  cost  anal- 
ysis for  General  Motors  Corp. 

But  doctors  don't  like  the  idea  at  all. 
Stung  by  the  threat  to  their  indepen- 
dence and  income,  they  argue  that  the 
new  treatment  rules  are  faulty  and  poor- 
ly applied.  Insurers  "are  drawing  up  ar- 
bitrary guidelines  with  little  concern  for 
quality,"  charges  Buffalo  internist  Mil- 
ford  C.  Maloney.  So,  doctors'  groups  are 


lobbying  states  to  regulate  the  review 
process.  In  the  balance  lie  the  quality  of 
U.  S.  medical  care  and  the  ability  of  em- 
ployers to  continue  to  offer  comprehen- 
sive health  benefits  (page  66). 

Close  attention  by  those  who  pay  med- 
ical bills  is  nothing  new,  of  course.  More 
than  a  decade  ago,  employers  tried  to 
control  costs  by  creating  "managed 
care"  systems.  They  negotiated  dis- 
counts from  networks  of  doctors  and 
hospitals  and  hired  insurers  and  consul- 
tants to  second-guess  whether  surgery 
should  be  done  in  a  hospital  or  in  a 
cheaper  outpatient  clinic.  But  such 
moves  didn't  stop  the  rise  of  medical 
costs,  which  soared  177':  in  1990,  accord- 
ing to  a  survey  by  A.  Foster  Higgins  & 
Co.  So  employers  are  taking  managed 
care  a  step  further  (table). 

The  growing  body  of  data  on  how 
medicine  is  practiced  makes  it  possible  to 
do  this.  General  Electric  Co.  has  discov- 
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!red,  for  instance,  that  its  employees  in 
Jtica,  N.  Y.,  are  more  likely  to  undergo 
;ardiac  catheterizations  and  hysterecto- 
nies  than  those  in  Syracuse.  Experts 
,ay  treatments  vary  because  doctors 
end  to  apply  their  knowledge  according 
0  local  custom,  hunch,  and  patient  ex- 
jectation.  Doctors  also  do  extra  proce- 
lures  to  protect  against  malpractice 
.uits  or  pad  their  income. 

In  many  cases,  researchers  argue,  ex- 
ra  care  serves  little  purpose.  A 
987  Rand  Corp.  study  found  no 
nedical  benefit  in  one-third  of 
ill  carotid  endarterectomies,  a 
;9,000  procedure  that  cuts  fatty 
leposits  from  neck  arteries.  A 
ihie  Cross  of  Illinois  study 
.howed  that  a  third  of  the 
.tate's  hysterectomies — costing 
;10,107  each — weren't  needed. 
)ne  explanation:  Some  doctors 
lo  a  hysterectomy  to  cure 
ramps  and  bleeding  from  be- 
lign  fibroid  tumors,  while  oth- 
Ts  use  drugs.  "Medicine  is  still 
in  art,  and  doctors  are  flying  by 
he  seat  of  their  pants,"  says 
)r.  Philip  Caper,  a  Dartmouth 
nedical  school  professor  who 
.tudied  GE's  variations. 
'OE  THE  LINE.  The  added  scruti- 
ly  aims  to  make  such  decisions 
nore  scientific.  Metropolitan 
./ife  Insurance  Co.'s  computers 
■aise  red  flags  when  a  doctor's 
)verall  treatment  pattern  falls 
lutside  its  internal  guidelines.  A 
vIet  Life  physician  visits  offend- 

ng  doctors.  Those  who  don't  toe   

he  line  may  be  barred  from  Met 
ife's  networks — as  some  1,000 
loctors  were  last  year. 

Some  review  companies  want  physi- 
cians to  wait  until  they  give  an  0.  K. 
Typical  is  Value  Health  Sciences  Inc.  in 
5anta  Monica,  Calif.,  which  preapproves 
!4  procedures  for  more  than  32  insurers 
md  health  plans  covering  8  million  pa- 
ients  nationwide.  A  physician  calls  a 
/alue  Health  nurse  to  describe  a  pa- 
ient's  symptoms  and  the  remedy.  The 
mrse  checks  a  computer  to  see  if  the 
reatment  is  justified  by  the  symptoms. 

If  it  isn't — which  hap- 
)ens  about  a  third  of 
,he  time — the  doctor  is 
•eferred  to  a  Value 
health  physician  advis- 
;r.  A  third  of  the  refer- 
rals are  rejected.  At 
hat  point,  the  reviewer 
md  the  doctor  work  out 
mother  treatment — 
;uch  as  using  antibiotics 
nstead  of  a  tonsillecto- 
Tiy  for  tonsillitis.  There 
ire  incentives  for  doc- 
,ors  to  call  Value 
health  first:  Minnesota 
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110 
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Blue  Cross  &  Blue  Shield  slashes  reim- 
bursement by  25%  for  those  who  don't 
get  prior  approval. 

While  doctors  may  gripe  about  that,  it 
isn't  their  only  complaint.  Some  say  they 
have  encountered  inexperienced  review- 
ers, or  that  some  review  firms  won't 
release  their  decision  criteria,  which  they 
say  is  proprietary.  Most  frustrating  is 
the  lack  of  uniformity.  With  300  compa- 
nies selling  review  services,  doctors  and 


HOW  SOME  COMPANIES 
ARE  MANAGING  HEAITH  CARE 

Over  the  past  two  years,  dozens  of  employers  have  expanded 
managed-care  health  plans  to  limit  the  procedures  member  doc- 
tors may  perform.  Here's  what  some  big  companies  ore  doing 

GENERAL  Meets  with  doctors  in  communities 

ELECTRIC  with  above-normal  rates  of  treat- 

ment to  discourage  such  excesses 

GENERAL  Pays  bonuses  to  hospitals  with  low 

MOTORS  rates  of  hospital-related  infections, 

mistakes,  and  inappropriate  ser- 
vices 

TEXAS  Requires  physicians  to  seek  approv- 

INSTRUMENTS      al  before  performing  outpatient  di- 
agnostic procedures 

3AA  Requires  doctors  to  seek  approval 

before  performing  inpatient  surgery 

HERSHEY  Plans  to  use  data  on  treatment  pat- 

terns to  determine  which  hospitals 
have  the  lowest  costs  and  rates  of 
complications  and  deaths 


hospitals  face  a  tangle  of  guidelines. 
"You  have  poorly  trained  personnel  who 
are  not  medically  literate  making  inqui- 
ries about  people  with  complicated  ill- 
nesses," complains  Little  Rock  internist 
William  E.  Golden. 

Still,  doctors  and  hospitals  can't  ignore 
the  trend.  So  some  are  jumping  on  the 
"effectiveness  research"  bandwagon. 
The  288,000-member  American  Medical 
Assn.  and  32  physicians'  organizations 
recently  developed  protocols,  which  are 
given  to  members,  for 
1,100  procedures.  The 
point:  to  prompt  review 
firms  to  draw  up  uni- 
form guidelines. 

Physicians  say  there 
is  ample  evidence  that 
self-policing  can  reduce 
unnecessary  care  and 
improve  quality.  For  in- 
stance, after  the  Ameri- 
can College  of  Cardiolo- 
gy developed  guidelines 
for  the  use  of  cardiac 
pacemakers  in  1984,  the 
rate  of  utilization  for 


DOCTORS'  PAY 
KEEPS  RISING 

$155,800 

RELATIVE  GROWTH 
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DATA.  AMERIUK  MEDICAL  ASSN. 
HEALTH  CARE  FINANCING  ADMINISTRATION 


medicare  patients  declined  by  some  30% 
over  the  next  two  years. 

Doctors  are  striking  back  with  politi- 
cal muscle  as  well.  After  heavy  lobbying 
by  state  medical  and  hospital  associa- 
tions, 14  states  have  adopted  laws  regu- 
lating utilization  review.  Up  to  30  more 
may  consider  similar  bills.  Although 
some  laws  may  force  insurers  to  work 
the  bugs  out  of  reviews,  others  impede 
them.  In  Texas  and  Missouri,  chiroprac- 
tic peer  review  must  be  done  by 
chiropractors  licensed  in  those 
states.  That  undermines  any  at- 
tempt to  set  national  standards. 
DIZZY  COSTS.  What  worries  doc- 
tors and  hospitals  most  is  the 
step  after  utilization  review:  us- 
ing the  statistics  to  weed  out 
low-quality,  high-cost  providers. 
A  study  ordered  in  1986  by 
Pennsylvania's  legislature  on  35 
Pittsburgh-area  hospitals  found 
that  dizziness  cost  from  $1,620 
to  $5,085  to  treat,  with  no  differ- 
ence in  results.  In  late  1988,  10 
of  73  patients  admitted  for  heart 
failure  at  Allegheny  General 
Hospital  died,  while  only  four  of 
91  died  at  Latrobe  Area  Hospi- 
tal. Yet  Allegheny  charged 
$11,015  per  patient,  vs.  $5,845  at 
Latrobe. 

Pennsylvania  hospitals  con- 
tend that  the  study's  methodolo- 
gy was  too  crude.  It  didn't  ac- 
count for  differences  in  patient 
age  and  the  severity  of  their 
conditions.  Still,  Hershey  Foods 
Corp.  plans  to  use  the  data  to 
help  decide  which  hospitals  offer 
the  best  care  at  the  lowest  price. 
Others   have  even   more  ambitious 
plans.  Dr.  Paul  M.  Ellwood,  president  of 
InterStudy,  a  Minneapolis  health  policy 
think  tank,  is  trying  to  drum  up  support 
for  a  national  data  bank  that  would 
track  millions  of  patients  treated  by 
thousands  of  doctors.  The  goal:  to  show 
doctors — and  the  public — which  treat- 
ments work  best  for  different  kinds  of 
patients.  "We're  trying  to  make  the 
medical  profession  publicly  accountable 
for  their  results,"  says  Ellwood. 

One  byproduct  may  be  a  crimping  of 
doctors'  incomes.  Many  physicians  found 
ways  to  circumvent  the  initial  cost  con- 
trols of  the  early  1980s.  For  instance, 
when  insurers  demanded  that  more  sur- 
gery be  done  in  outpatient  clinics,  doc- 
tors simply  raised  outpatient  fees.  As  a 
result,  doctors'  incomes  shot  up  39% 
from  1985  to  1989,  while  average  wages 
rose  18%'. 

But  now,  the  message  for  doctors  is: 
Physician,  heal  thyself.  Otherwise,  cor- 
porate health  officers  may  administer 
strong  medicine  of  their  own. 

By  Susan  B.  Garland  in  Washington, 
with  Naomi  Freundlich  in  New  York 
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0  A  Global  Response 
To  A  Global  Problem 
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Vanguard  World  Fund 


VANGUARD  OPENS  A  WORLD  OF 
INVESTMENT  OPPORTUNITIES 


If  you're  thinking  about  invest- 
ing in  foreign  stocks  to  diversify 
your  personal  portfolio,  consider 
Vanguard  World  Fund. 

The  Fund's  International  Growth 
Portfolio  invests  in  as  many  as  20 
stock  markets  in  Europe  and  Asia. 

lb  complement  its  interna- 
tional investments,  the  Fund  also 
features  a  U.S.  Growth  Portfolio. 

Each  portfolio  has  an  equity- 
oriented  investment  strategy 
designed  for  investors  seeking  high 
capital  growth  (with  incidental  divi- 
dend income)  who  are  willing  to 
assume  above-average  risk  in  pur- 
suit of  this  goal. 

Vanguard  World  Fund  offers: 

•  No  sales  charges,  12b-l  fees  or 
redemption  fees 

•  Low  operating  expenses 

•  A  $3,000  minimum  initial  invest- 
ment; $500  for  IRAs. 


Call  1-800-662-SHIP 
Any  Hour,  Any  Day 
For  A  Free  Vanguard 
World  Fund  Information  Kit 

Please  send  me  a  free  Vanguard  World  ^ 
Fund  Information  Kit  containing  a  pro- 
spectus with  more  complete  informa- 
tion on  advisory  fees,  distribution 
charges  and  other  expenses.  I  will  read 
it  carefully  before  I  invest  or  send  money. 

Vanguard  World  Fund 
P.O.  Box  2800 
Valley  Forge,  Pennsylvania  19482 

Name  


Address - 

City  

Zip  

3f 


-State. 


- Phone  _ 
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NOT  WHAT  THE 
DOCTOR  ORDERED 


Some  HMOs  substitute  cheaper 
drugs — without  notifying  patients 


In  the  past  decade,  Americans  have 
come  to  rely  on  a  wealth  of  new 
drugs,  some  costing  thousands  of 
dollars  a  year.  Now,  health  care  cost- 
cutters  are  taking  aim  at  these. 

Drugs  are  just  107'  of  private-sector 
health  care  costs.  But  most  managed- 
care  plans  specify  generics  that  do  the 
same  job  as  brand-name  drugs — and 
some  go  much  further.  They  set  up  "for- 
mularies"— lists  of  drugs  that  a  doctor 
must  stay  within  or  be  penalized.  And 
they  sanction  similar  but  cheaper  drugs, 
a  step  called  therapeutic  substitution. 
Experts  say  these  policies  may  introduce 
a  new  area  of  liability  for  employers. 

Antibiotics,  tranquilizers,  and  ulcer, 
heart,  and  arthritis  drugs  are  often  can- 
didates for  substitution.  Done  carefully, 
this  "is  an  important  part  of  the  move- 
ment to  assess  value  in  medical  care," 
.says  Sheila  R.  Shulman,  a  research  asso- 
ciate at  Tufts  University's  Center  for 
the  Study  of  Drug  Development.  But 
she  and  others  see  worrisome  trends. 
HIDDEN  CATCH.  In  a  recent  survey  by  the 
National  Association  of  Employers  on 
Health  Care  Action,  a  group  funded  by 
large  employers,  167"  of  330  health-main- 
tenance organizations  said  they  do  ther- 
apeutic substitution.  But  only  437<-  tell 
employers,  and  just  307  inform  workers. 
And  Shulman  says  only  457  of  some  230 
doctors  she  surveyed  at  10  Boston-area 
hospitals  knew  that  their  hosoitals  sub- 
stitute. "Doctors  are  obligated  to  share 
with  patients  the  risks  and  benefits  of  a 
given  drug,"  says  Shulman.  "That's  im- 
possible if  they  aren't  clear  on  what 
drug  a  patient  will  get." 

No  lawsuits  have  surfaced  yet.  But 
"people  on  multiple  medications  are  in  a 
delicate  balance,"  notes  Richard  Levy, 
vice-president  of  the  National  Pharma- 
ceutical Council.  "A  switch  could  cause ' 
an  unforeseen  problem."  One  example  is 
beta  blockers,  which  treat  heart  condi- 
tions. Nine  "therapeutically  similar"; 
ones  are  sold — and  patients  respond  dif- 1 
ferently  depending  on  their  age  and  oth-  \ 
er  factors.  The  wisest  policy  is  full  dis-  j 
closure,  says  Dr.  Clifford  Guy,  who  runs 
the  health  plan  for  3.5,000  employees  of  i 
R.  J.  Reynolds  Tobacco  Co.  Otherwise, 
"drug  restrictions  can  harm  patients — ; 
and  incur  liability  on  an  employer." 

By  Naomi  Freundlich  in  New  York 
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STRATEGIES  I 


AT  DAEWOO, 

A  'REVOLUTION'  AT  THE  TOP 


Once  a  haiids-off  manager,  ChaiiTOan  Kim  is  taking  control  and  slashing  executive  ranks 


South  Korea's  large  business  groups  once  seemed  poised  to  make  spectacular 
inroads  into  world  markets.  But  they've  stumbled  because  of  higher  labor  costs,  a 
stronger  Korean  currency,  and  intense  Japanese  competition.  While  they  share 
common  woes,  they're  trying  different  strategies  to  recover.  Daewoo  Chairman 
Kiyn  Woo-Choong  is  centralizing  control  and  streamlining  management  at  his 
group,  the  fourth-largest.  Lucky-Goldstar  Chairman  Koo  Cha-Kyung,  in  con- 
trast, has  pushed  decision-making  down  to  managers  at  the  So.  S  conglovierate 
(page  72 


I 


200 


I  n  early  January,  5,000  of  the  Daewoo 
group's  top  managers  went  to  the 
I  Seoul  Hilton  International  for  their 
traditional  Xew  Year's  meeting  with 
Chairman  Kim  Woo-Choong.  But  Kim 
did  not  extend  the  usual  greetings.  In- 
stead, the  silver-haired  chairman  of 
South  Korea's  fourth-largest  business 
group  warned  that  Daewoo  needed  to 
transform  itself  dramatically — and 
quickly — or  its  very  survival  would 
be  at  stake.  Says  one 
executive  who  attended: 
"I  had  never  seen  him  so 
frustrated." 

Indeed,  the  19-company 
Daewoo  group  faces  the 
worst  crisis  since  Kim 
founded  it  back  in  1967  as 
a  maker  of  shirts  for 
Sears,  Roebuck  &  Co.  It's 
not  a  U.  S.-style  crisis  of 
imminent  bankruptcy,  but 
by  the  standards  of  go-go 
Korea,  it's  severe:  After 
years  of  extraordinary 
double-digit  growth,  Dae- 
woo's annual  revenues  of  about  $15  bil- 
lion increased  at  a  disappointinglv  slow 
rate  of  6.3^^  in  1989  and  10.6'r  in  1990. 
Exports,  accounting  for  31^c  of  sales, 
declined  from  S5.1  billion  in  1988  to  $4.7 
billion  in  1990 — and  the  role  of  the  cru- 
cial U.  S.  market  shrank  as  a  percentage 
of  Daewoo's  total  exports. 

The  Daewoo  group  lost  money  in  1988 
and  1989  and  turned  a  profit  in  1990 
partly  because  of  major  asset  sales.  At- 
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tempts  to  crack  new  technologies,  such 
as  semiconductors,  failed.  Labor  strife 
helped  slow  the  turnaround  of  Daewoo 
Shipbuilding  &  Heavy  Machinery  Ltd., 
the  group's  worst  money-loser. 

Daewoo  also  faces  a  strategic  dilem- 
ma. Unlike  Korea's  other  major  groups, 
Hyundai,  Samsung,  and  Lucky-Goldstar, 
it  has  not  yet  achieved  a  dominant  posi- 
tion in  any  single  industry.  And  it  has 
lagged  in  establishing  its  brand  name. 

Daewoo  Electronics  Co., 
for  example,  has  been  los- 
ing market  share  at  home 
and  remains  stuck  at  the 
low  end  of  the  market  in 
videocassette  recorders 
and  televisions  abroad. 
Daewoo  Telecommunica- 
tions Inc.  lost  ground  in 
personal  computers  in  the 
U.  S.  after  its  distributor, 
Leading  Edge  Products 
Inc.,  went  bankrupt. 
Daewoo  Motor  Co.'s  joint 
venture  to  build  the  Le 
Mans  car  with  General 
Motors  Corp.  also  flopped,  partly  be- 
cause labor  problems  prevented  shipping 
of  enough  cars.  "'Daewoo's  weaknesses 
are  structural  and  may  take  several 
years  to  improve,"  says  Sohn  Bin,  senior 
analyst  at  Prudential  Securities  Co. 

To  reform  Daewoo,  Kim,  55,  is  now 
storming  through  every  quarter  of  his 
conglomerate,  or  chaebol.  During  1990, 
he  sold  off  Daewoo  units  in  finance,  real 
estate,  steel,  oil,  and  engineering,  bring- 


ing in  $165  million.  Kim  is  expected  to 
negotiate  an  end  to  two  unprofitable 
joint  ventures:  an  air-conditioner  project 
with  Carrier  Corp.,  a  unit  of  United 
Technologies  Corp.,  and  an  electric-mo- 
tor deal  with  General  Electric  Co.  Kim 
also  injected  $300  million  of  his  own 
money  into  the  shipbuilding  unit. 

But  most  wrenching  has  been  Kim's 
effort  to  restructure  Daewoo's  manage- 
ment. In  recent  years,  Kim  has  been  a 
hands-off  manager,  spending  two-thirds 
of  his  time  traveling  the  world  in  pursuit 
of  new  markets.  He  ceded  day-to-day 
control  to  the  presidents  of  individual 
Daewoo  companies,  many  of  whom  were 
fellow  graduates  from  Seoul's  elite  Yon- 
sei  University. 

It  didn't  work.  With  losses  piling  up 
late  last  year,  Kim  started  what  he  calls 
a  "revolution"  at  his  own  group.  Even 
before  the  angry  New  Year's  meeting, 
executives  received  a  personal  letter 
from  Kim,  expressing  dissatisfaction 
with  their  "poor  performance  and  easy- 
going manner."  Then  Kim  "retired" 
scores  of  senior  executives. 
COSTLY  CUTS.  Responding  to  the  pres- 
sure, Daewoo  Corp.,  the  group's  flag- 
ship trading  company,  zapped  one-third 
of  its  middle  management.  Seoul  Hilton 
International,  a  Daewoo  subsidiary, 
fired  nearly  200  middle  managers.  Kim 
sacked  the  president  of  Daewoo  Elec- 
tronics and  installed  .\llT-trained  mechan- 
ical engineer  Bae  Soon-Hoon.  "This  is  a 
good  time  to  instill  a  sense  of  urgency  in 
the  group,"  says  T.  W.  Kang,  a  Tokyo- 
based  consultant  and  author  of  Is  Korea 
the  Next  Japan?  "Kim  is  doing  the  right 
thing." 

Kim  did  not  fully  understand  the  man- 
agement crisis  until  he  personally  took 
command  of  near-bankrupt  Daewoo 
Shipbuilding  in  June,  1988.  Although  la- 
bor costs  had  risen  an  incredible  tenfold 
over  a  decade,  no  attempt  had  been 
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nade  to  trim  other  expenses.  Workers, 
Vir  example,  were  receiving  free  hair- 
•uts  in  the  shipyard  at  a  cost  of  $60  each 
I  month,  including  lost  hours.  Rem  ving 
he  barber  shops  saved  $8  millior  .  year, 
riien  Kim  went  for  bigger  sa .  ings  by 
'liminating  thousands  of  positions. 
What  I  found  was  that  not  many  man- 
i^ers  had  the  spirit  needed  to  save  a 
■nmpany  that  was  near-bankrupt,"  Kim 
ays.  His  18-month  stint  at  Daewoo  Ship- 
iLiilding  apparently  did  the  trick.  This 
ear,  the  unit  hopes  to  turn  a  $144  mil- 
iun  profit. 

Aside  from  his  management  shakeup, 
vim  is  poised  to  undertake  strategic 


shifts.  For  decades,  one  key  strategy 
was  to  manufacture  goods  for  foreign 
partners  such  as  General  Motors, 
Boeing,  and  Caterpillar,  often  for  sale 
under  their  monikers.  This  approach,  he 
hoped,  would  insulate  Daewoo  from  pro- 
tectionist pressures.  Yet  by  playing  sec- 
ond fiddle,  Daewoo  missed  opportunities 
to  expand  its  manufacturing  and  mar- 
keting knowhow.  "Looking  back,  yes,  I 
made  some  mistakes,"  Kim  said  in  an 
interview  in  his  penthouse  suite  at  the 
Seoul  Hilton.  "I  discounted  the  impor- 
tance of  having  your  own  brand." 

Now,  Kim  has  formed  a  joint-venture 
distribution  company  in  France  and  is 


looking  for  more  openings  in  Eu- 
rope. The  first  product  he  will  dis- 
tribute directly  is  the  Daewoo  PC.  In 
the  U.  S.,  where  Kim  has  dozens  of 
alliances  with  U.  S.  companies,  he  is 
going  to  move  more  judiciously. 
Rather  than  pulling  out  of  more  re- 
lationships, he  is  looking  for  small 
takeovers  in  textiles,  electronics,  and 
auto  parts  that  will  allow  direct  mar- 
keting of  Daewoo-brand  products.  If 
that  fails  over  a  three-year  period, 
Kim  says  he  will  move  ahead  with 
broader  direct  marketing  of 
,  Daewoo's  brand-name  goods. 
J !  Meanwhile,  some  Daewoo  units 
M  are  beginning  to  bounce  back, 
jl  Daewoo  Motor,  the  GM  joint  venture, 
posted  a  36%  growth  in  sales,  to  $2.7 
billion  last  year,  thanks  in  part  to  a 
^  strong  Korean  market.  Sales  are  ex- 
pected to  grow  further  with  the  in- 
troduction of  a  new  model,  Espero,  a 
Daewoo-designed  compact  car.  Simi- 
larly, Daewoo's  Heavy  Industries 
unit  is  growing  robustly,  with  $450 
million  of  aerospace-parts  contracts 
from  companies  including  Boeing, 
Northrop,  and  General  Dynamics. 
With  a  continued  rebound  at  the 
shipmaking  unit,  the  overall  group 
expects  to  make  money  in  1991  on 
an  operating  basis. 
DRIVEN.  To  be  sure,  the  climate  for 
Kim's  turnaround  effort  will  remain 
tough.  Although  labor  relations  are 
improving,  upward  pressure  on 
wages  isn't  expected  to  abate  any- 
time soon.  The  recession  in  the  U.  S. 
and  slower  economic  growth  in  Eu- 
rope will  whack  Daewoo's  exports  of 
computers,  consumer  electronics, 
and  apparel. 

It  would  be  foolish,  however,  to 
count  Kim  out.  A  relentlessly  driven 
executive,  the  Daewoo  chairman  is 
famous  for  never  having  taken  a  day  of 
vacation.  Kim  even  showed  up  to  work 
on  a  Sunday  afternoon,  one  day  after 
attending  the  funeral  of  his  son,  Sun- 
Jae,  a  graduate  student  at  Massachu- 
setts Institute  of  Technology  who  died  in 
a  car  accident  in  Boston  over  Thanksgiv- 
ing. When  an  executive  suggested  that 
he  take  some  time  off,  Daewoo  insiders 
say  Kim  responded:  "Life  has  to  go  on. 
I've  responsibility  for  91,000  employees." 
With  determination  like  that,  Kim  may 
very  well  be  able  to  use  a  crisis  to  trans- 
form his  group  into  an  even  tougher 
competitor. 

By  Laxmi  Nakarmi  in  Seoul 
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A  Strong  Workers  Compensation  System  Can  Help 
Keep  Medical  Costs  From  Swellings 


Everyone  agrees  injured  workers  deserve 
quality  medical  care. 

They  also  agree  that  quality  care  helps  in- 
jured workers  get  back  to  work  earlier 

Unfortunately,  they  also  agree  controlling 
out-of-control  medical  costs  is  one  of  the  most 
pressing  problems  we  face  today. 

The  Problems 

America's  health  care  costs  are  skyrocketing. 
Heading  into  the  1990s,  it's  already  worse  — the 
word  "crisis"  has  been  used  more  than  a  few 
times.  And  the  forecast  isn't  good. 

As  if  that  weren't  bad  enough.  Workers 
Compensation  medical  costs  are  even  more  out- 


of-hand.  outpacing  both  health  care  increases 
and  inflation.  It's  a  serious  situation  that's  spre 
ing  and  directly  affecting  America's  workplace 
workforce,  and  productivity. 

The  Solutions 

There  are  answers  to  deflate  the  over- 
inflated  Workers  Compensation  medical  cost: 

First  of  all,  we  need  to  better  manage  tree 
mentand  rehabilitation. 

Beyond  that,  we  need  sensible  fee  schedu 
We  need  to  eliminate  "doctor  shopping"  and  i 
necessary  testing.  We  need  to  look  more  seri 
ously  at  cost  containment  programs,  including 
utilization  reviews,  PPOs  and  other  managed 
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Help  Strengthen  Workers  Compensatk 


2  systems.  And  we  need  to  ensure  appropriate 
abilitation  so  the  injured  worker  can  return  to 
rk  quickly. 

Improvements  like  these  will  take  changes 
a  state  level,  and  the  involvement  of  business 
ders  on  a  personal  level.  All  in  an  effort  to 
ke  cost  contamment  go  hand-in-hand  with 
ditycare. 

The  Next  Steps 

There  are  actually  a  couple  of  ways  you  can 
p  the  situation; 

For  starters:  Be  aware.  Find  out  what  your 
;e's  situation  is,  how  you're  affected,  and  what 
1  can  do  to  help.  Talk  to  your  insurance  com- 


pany or  business  trade  association. 

Or  two:  Share  your  views  by  writing  to 
Gary  Countryman,  President  and  CEO  of 
Liberty  Mutual,  175  Berkeley  Street.  Boston,  MA 
02117.  We'll  help  you  get  m  touch  with  people  m 
your  state  who  can  help. 

Remember,  Workers  Compensation  is  a 
hard- worki ng  system  that  should  benefit 
everyone  it  touches. 

And  the  more  attention  we  all  pay  now,  the 
more  costs  we'll  be  able  to  hold  down  later. 
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AT  LUCKY-GOLDSTAR, 

THE  KOOS  LOOSEN  THE  REINS 


The  family  is  turning  over  more  authority  to  middle  managers 


900  ■ 


Since  its  start  in  1947  as  a  seller  of 
face  cream,  Lucky-Goldstar  Group 
has  expanded  furiously  into  every- 
thing from  shampoos  to  semiconductors 
to  solar  power  systems.  For  most  of  that 
time,  the  founding  Koo 
family  dominated  virtu- 
ally every  facet  of  deci- 
sion-making. Marching 
orders  would  be  dis- 
patched routinely  from 
breakfast  meetings 
hosted  by  a  handful  of 
family  scions. 

Inevitably,  the  group 
became  too  unwieldy 
for  the  Koo  family  to 
manage  well.  As  sales 
from  31  separate  com- 
panies hit  the  $25  billion 
mark,  quality  slipped — and  so  did  inno- 
vation. Korean  rival  Samsung  Group 
overtook  Lucky-Goldstar  as  the  leading 
maker  of  consumer  electronics  during 
the  mid-1980s.  Abroad,  the  group's  ex- 
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▲  MILLIONS  OF  DOLLARS  OAW  COMPANY  REPORTS 


port  of  electronic  gear  to  the  crucial 
U.  S.  market  took  a  pounding.  Critics 
said  Chairman  Koo  Cha-Kyung's  hierar- 
chical decision-making  style  was  at  least 
in  part  to  blame.  Said  one  senior  execu- 
tive: "Nobody  had  the 
guts  to  tell  him  to  get 
out  of  the  daily  man- 
agement and  let  the 
professionals  run  the 
business." 

BIG  WOES.  Now,  after  a 
study  by  a  U.  S.  con- 
sulting firm,  McKinsey 
&  Co.,  Koo  is  trying  to 
instill  more  innovative 
thinking  inside  Lucky- 
Goldstar's  shiny  head- 
quarters along  Seoul's 
Han  River.  Koo,  65,  is 
giving  more  decision-making  authority 
to  his  front-line  managers.  At  the  same 
time,  the  group  has  created  three  special 
executive  committees  to  map  out  Lucky- 
Goldstar's  strategic  direction,  budgeting, 


and  personnel  policies.  "We  are  becom 
ing  more  efficient  in  management, 
quicker  in  decision-making,"  says  Byun 
Kyu-Chill,  president  of  Lucky-Goldstar 
International,  the  group's  trading  arm. 

Koo  hopes  the  management  makeover 
will  energize  the  group  and  avoid  the 
crisis  that  has  shaken  rival  Daewoo- 
There  surely  are  pockets  of  strength  at 
Lucky-Goldstar.  Its  consumer  electronics 
line,  while  trouble-prone,  enjoys  wide- 
spread brand-name  recognition.  Lucky- 
Goldstar  boasts  strong  trading  and  pet- 
rochemical businesses.  In  1990,  the 
group's  overall  profits  jumped  35%,  to 
$380  million,  on  revenues  of  $25  billion. 

But  Lucky-Goldstar  still  has  big  prob- 
lems selling  in  the  U.  S.,  its  largest  ex- 
port market.  Take  Goldstar  Co.,  the 
group's  flagship  electronics  unit,  repre- 
senting 187(  of  sales.  It  once  did  quite 
well  turning  out  low-priced  radios  and 
televisions  for  export  and  enjoyed  a  big 
edge  because  of  its  low-paid  work  force. 
The  unit  also  spent  relatively  little  on 
research,  sometimes  copying  the  design 
of  Japanese  goods. 

But  then  Goldstar's  unions  started  to 
rebel  and,  in  1989,  went  out  on  strike, 
costing  the  company  $600  million  in  lost 
production.  From  1988  to  1990,  wages 
nearly  doubled  at  Goldstar,  wiping  out 
any  cost  edge.  Its  quality  began  to  sag, 
and  it  lost  market  share  when  it  raised 
prices  up  to  8%  during  1988  and  1989. 
MORE  SPENDING.  Goldstar's  quality  woes 
stemmed  in  part  from  relying  on  others 
for  important  technology.  In  1987,  one  of 
the  chips  imported  from  Japan  and  used 
in  its  VCRS  had  serious  defects  and  hurt 
U.  S.  sales.  "We  nearly  lost  our  vcR  mar- 
ket there,"  says  Kim  Young-Jun,  an  ex- 
ecutive director  at  Goldstar. 

Such  missteps  cost  the  company  dear- 
ly. In  a  1990  survey  by  Coyisumer  Re- 
ports magazine,  Goldstar's  vcRs  rated 
dead  last  compared  with  18  other  low- 
priced  lines.  Its  19-  and  20-inch  TVs  also 
fared  poorly.  Goldstar  televisions  in  1990 
actually  lost  U.  S.  market  share,  down 
0.1%,  to  2%,  according  to  Television  Di- 
gest. Overall,  Goldstar's  exports  of  elec- 
tronics to  the  U.  S.  were  only  $535  mil- 
lion last  year  vs.  $834  million  in  1988. 

To  recover,  Goldstar  is  spending 
roughly  $10  million  on  a  new  market- 
ing campaign,  trumpeting  the  "user- 
friendly"  qualities  of  its  color  tele- 
visions and  VCRs.  For  instance,  the  U.  S. 
ads  point  out  how  easy  it  is  to  pre- 
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!()ja;ram  a  Goldstar  VCR  for  recording, 
(loldstar  hopes  to  dispel  its  lowbrow 
mage  with  more  sophisticated  products, 
ts  27-inch  color  TVs  have  been  upgraded 
'.ith  stereo  enhancements  to  improve 
;uiind  quality.  Goldstar  is  also  trying  to 
■xjjand  its  reach  to  top-drawer  retailers, 
^ays  Jeffrey  Mullarkey,  New  Jersey- 
lased  vice-president  of  U.  S.  marketing: 
"We  are  paying 
more  attention  to 
the  quality  issue." 

Newly  empow- 
ered managers 
also  are  investing 
more  in  areas  of 
high-tech  prod- 
ucts. Goldstar  is 
spending  $300 
million  to  develop 
a  high-definition 
TV  entry  by  1995. 
Its  telecommuni- 
:ations  unit  has  earmarked  $2.2  billion  to 
!xpand  its  push  into  computer  chips. 

Trouble  is,  the  group's  30-odd  busi- 
nesses are  all  thirsty  for  more  cash,  so 
'reeing  up  money  for  expansion  isn't  too 
iasy.  Last  year,  Goldstar  spent  about  6% 
)f  total  sales  on  research  and  develop- 
nent,  compared  with  the  10%  a  Japanese 
'lectronics  giant  such  as  Hitachi  Ltd. 
;pends. 

Chairman  Koo  hopes  to  spend  that 
nuch  by  the  end  of  the  decade.  And  he's 
)etting  that  Lucky-Goldstar's  shift  to- 
vard  Western-style  management  will  al- 
ow executives  to  target  that  investment 
nore  wisely,  as  well  as  guarantee  better 
(uality. 

iiDESTEPPlNG.  It  won't  be  easy.  Three 
op  executives  were  fired  last  summer 
vhen  it  was  discovered  that  they  were 
lot  allowing  authority  to  be  pushed 
lownward.  Then  there's  the  chance  that 
'ery  lax  central  control  will  bring  new 
)roblems,  as  happened  at  Daewoo. 
jUcky-Goldstar  hopes  to  avoid  that  trap 
ly  following  organizational  lines  mapped 
)ut  by  McKinsey. 

Other  Korean  groups  face  similar  di- 
emmas.  Samsung  Chairman  Lee  Kun- 
iee,  for  example,  is  shaking  up  the  au- 
horitarian  management  structure  set  up 
)y  his  late  father  and  is  meeting  stiff 
■esistance  from  dozens  of  traditionalist 
ixecutives.  How  well  the  Koreans  han- 
lle  their  corporate  reorganizations  may 
letermine  whether  their  nation  is  still  on 
rack  to  become  a  "second  Japan" — or 
'eering  off  to  be  just  another  also-ran. 

By  Laxmi  Nakarmi  in  Seoul 
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7n  This  Type  of  Market, 
rdlike  to  Invest  in 
Blue  Chip  Companies. 
Can  You  Helpr 

Yes.  Consider  Founders  Blue  Chip  Fund 

This  Fund  has  attracted  investors  for  over  half  a  century  — 
through  all  types  of  market  conditions.  The  Fund  offers  a 
diversified  portfolio  of  some  of  America's  finest  blue  chip 
companies  and  distribution  of  quarterly  dividends.  And  you 
can  use  the  Fund  for  your  retirement  plan,  including  IRAs 
and  401  (k)  plans.  So  call  today  for  your  free  Blue  Chip  Fund 
information  kit. 


1-800-525-2440 

24-Hour 
Information  Line 


Founders 

810  Cherry  Creek  National  Bank  BIdg. 
3033  East  First  Avenue 
Denver.  Colorado  80206 

Founders  Asset  Manaaement,  Inc..  Distributor 


Please  carefully  read  the  prospectus  before  you  invest  or  send  money,  it  contains 
more  complete  information  about  management  fees  and  expenses. 


Keep  A  Great  Thing 
Growing  America, 
Tree  City  USA 


City  foresters  plant,  prune, 
and  care  for  trees  in 
parks  and  along  streets.  Your 
town's  community  forestry 
program  deserves  your  con- 
cern and  your  strong  support. 

\bu  can  help  make  your 
town  a  Tree  City  USA,  make 
your  neighborhood  more 
beautiful,  and  make  your 
home  more  valuable  when  you 
prune  and  care  for  your  own 
trees. 

Keep  a  great  thmg  grow- 
ing. Write  for  your  free  book- 
let today.  Send  your  name  and 
address  to:  How  To  Prune, 
National  Arbor  Day  Founda- 
tion, Nebraska  City,  NE  68410. 


TREE  CITY  USA 

L  The  National 


E  CORPORATION 
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Compaq  presents  PCs 
for  people  with  basic  needs 
(But  not-so-basic  wants) 


Your  need  for  speed  is  met  two  wa)\ 
The  COMPAQ  DESKPRO  386s  is  powered 
by  Inlet  s  16-MHz  386SX  microprocessor 
while  the  COMPAQ  DESKPRO  286s  is 
powered  by  a  12-MHz  286  miaoprocessor 


i  «Shhh..!' 


If  you  want  to 
look  good,  we  can 
help  you  out  in  a  hurry 
with  standard  features 
such  as  accelerated 
VGA  graphics  that  offer 
132-column  support. 


Everyone  needs  a  little  peace  and  quiet. 
That's  why  both  PCs  employ  dual-speed  fans  and  a  fixed  disk  drive 
time-out  to  ensure  quiet  operation. 


Sometimes,  you  just  want  to 
keep  a  low  profile  In  this  case 
our  CPU  IS  ]ust  3  9"  high 


CX>UPAQ  .  DESKPRO,  R«$Blef«:  I'i.  PaenI  and  Traded 


People  want  their  personal  space.  Our  CPU 
footprint  Is  a  trim  15"  wide  by  14.9"  deep. 
So  it  won 't  take  over  your  desk. 


There  are  times  when  you  need  a  little  outside 
help.  Built-in  parallel,  serial  and  pointing 
device  interfaces  let  you  connect  a  mouse, 
modem  and  printer  without  using  a  slot. 


These  days,  you  want  a  sense  of  security. 
Especially  if  you  work  on  a  network. 
A  range  of  software  and  hardware  features  are 
built  in  to  safeguard  data  and  PC  components 


You  need  tools  that  work  the  way  you  work 
That 's  why  you  11  find  the  flexibility  to  use  a 
3'/2-  or  5'li-inch  diskette  drive,  a  fixed  disk 
drive  or  even  a  diskless  model. 


The  COMPAQ  DESKPRO  386N  and  COMPAQ  DESKPRO  286N  Personal  Computers  are  not-so-basic 
solutions  for  both  stand-alone  and  networked  computing.They  were  designed  from  the  ground  up  not  just 
to  be  the  most  affordable  COMPAQ  PCs  ever,  but  to  live  up  to  our  mandate  of  simply  working  better. 

This  means  they  deliver  optimized  performance  and  a  long  list  of  integrated 
features.  It  means  they  offer  the  flexibility  to  be  easily  configured  to  your  needs. 
It  also  means  they've  survived  the  industry's  most  exhaustive  tests  for  reliability 
and  for  compatibility.  Things  you  simply  cannot  place  a  price  tag  on. 

So  when  you  compare  COMPAQ  with  lower-priced  alternatives, 
look  beyond  the  basics.  You'll  find  COMPAQ  delivers  the  better  value.  For  more  detaiK. 
and  the  location  of  your  nearest  Authorized  COMPAQ  Computer  Dealer,  just  call  l-8UU-231-UyU0, 
Operator  135.  In  Canada,  1-800-263-5868,  Operator  135. 

 camPAa 

It  simply  works  better. 


STEADY  HANDS 
FOR  UNSTEADY  TIMES 

OUR  MUTUAL  FUND  SCOREBOARD  TRACKS  THE  BEST  BETS  IN  A  VOLATILE  MARKET 


Investing  in  mutual  funds  has  always 
been  a  long-term  proposition,  but 
during  the  1980s,  the  payoffs  often 
came  quickly.  In  seven  of  those  years, 
equity  mutual  funds  generated  double- 
digit  returns.  In  1987,  the  year  of  the 
greatest  stock  market  crash  in  history, 
the  average  equity  fund  still  delivered  a 
3.3^f  total  return.  Even  in  the  decade's 
down  years,  1981  and  1984,  fund  losses 
were  slight,  only  -1.1'^  and  -1.7%. 

But  1990  put  the  funds  and  their 
shareholders — most  of  whom  only  joined 


those  ranks  in  the  last  decade — to  the 
test.  How  would  the  funds,  many  of 
which  were  launched  in  the  best  of 
times,  fare  in  a  bear  market?  And  would 
investors,  having  come  to  expect  easy 
money,  lose  confidence  in  these  invest- 
ment vehicles? 

Without  question,  the  recession  and 
Saddam  Hussein  have  taken  their  toll  on 
funds  and  investors.  The  630  funds  in 
the  BUSINESS  WEEK  Mutual  Fund  Score- 
board, on  average,  had  a  -6%  total  re- 
turn, the  worst  showing  for  funds  since 


1974.  Closed-end  funds,  too,  had  an  aw- 
ful year  (page  79).  But  poor  returns 
didn't  deter  investors  from  adding  to 
their  funds.  Indeed,  those  who  kept  the 
faith  should  now  be  rejoicing.  The  stock 
market,  reveling  in  good  news  from  the 
Persian  Gulf  front  and  falling  interest 
rates,  has  begun  to  look  toward  an  eco- 
nomic recovery.  It  has  zoomed  nearly 
6.4^'  since  yearend,  and  the  average 
U.  S.  equity  fund  climbed  5.9/'  in  Janu- 
ary alone. 
Indeed,  by  many  measures,  fund  man- 


THE  TOP 


Fund 


DREYFUS  CAPITAL  VALUE 
EUROPACIFK  GROWTH 
FIDELITY  GROWTH  &  INCOME 


To  earn  BW's  top 
rating,  mutual 
funds  must 
demonstrate 
superior  risk- 
adjusted 
performance 
for  the  last  five 
years.  Of  the 
630  funds  in 
the  Scoreboard, 
only  34  won 
this  accolade 


FIDELITY  SELECT  FOOD  &  AGRICULTURE 
FIDELITY  SELECT  HEALTH  CARE 
FIDELITY  SELECT  TELECOMMUNICATIONS 


FINANCIAL  STRATEGIC  HEALTH  SCIENCES 

FIRST  INVESTORS  GLOBAL 

FLAG  INVESTORS  TELEPHONE  INCOME 


G.T.  INTERNATIONAL  GROWTH 
G.T.  JAPAN  GROWTH 
G.T.  PACIFIC  GROWTH 


GATEWAY  INDEX  PLUS 
lAI  REGIONAL 
JANUS 


JANUS  VENTURE 

JAPAN 

MATHERS 


MERRILL  LYNCH  PACIFIC  A 
MUTUAL  BEACON 
NOMURA  PACIFIC  BASIN 


GATEWAY  Peter  Thayer's  index  fund  scored  a  10.3%  gain 


OPPENHEIMER  GLOBAL 

PHOENIX  BALANCED 

T.  ROWE  PRICE  INTERNATIONAL  STOCK 


PRUDENTIAL-BACHE  UTILITY 
SHEARSON  TELECOMMUNIUTIONS INCOM 
SOGEN  INTERNATIONAL 


STRONG  OPPORTUNITY 
TEMPIETOH  FOREIGN 

TRUSTEES'  COMMINGLED  INTERNATIONAL!,} 


USAA  INVESTMENT  CORNERSTONE 
USAA  MUTUAL  INCOME 
VANGUARD  SPECIALIZED  HEALTH  CARE 
WEUESLEY  INCOME  

•1986  90 
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at^ers — many  of  them  untested  in  a  bear 
market — negotiated  the  shoals  with 
-  aplomb.  They  went  into  the  summer 
months  with  plenty  of  cash  in  their  port- 
folios— and  that  cushioned  the  bear's 
blow.  The  cash,  says  Norman  G.  Fos- 
back,  editor  of  Mutual  Fund  Forecast- 
er, probably  added  a  couple  of  percent- 
age points  to  the  average  fund's  return. 

Balanced,  asset  allocation,  and  income 
mutual  funds — designed  to  protect  their 
shareholders  from  major  losses — per- 
formed true  to  their  missions.  These 
funds  had  slightly  negative  returns  in 
1990  but  still  beat  the  Standard  &  Poor's 
500-stock  index,  which  showed  a  -3.1% 
total  return  (table,  page  78).  Even 
growth-income  funds,  the  largest  group 
of  funds  measured  by  assets,  only 
trailed  the  s&P  500  by  1.1  percentage 
points;  growth  funds,  the  next  largest 
group,  lagged  by  2.1  percentage  points. 
Remember,  mutual  funds  have  expenses 
and  trading  cos*s — which  market  index- 
es don't.  So  these  performances  aren't 
out  of  line. 

Even  the  results  for  small  company 
funds,  down  10.1%,  and  international 
funds,  down  11.2%,  could  have  been  far 
worse.  The  Russell  2000,  an  index  of 
small  company  stocks,  lost  19.5%  in  1990. 


That  puts  these  funds  in  a  better  light. 
Small  company  funds  are  off  to  a  rous- 
ing start  this  year,  up  8.3%-  in  January. 
Many  market  analysts  think  small  com- 
pany stocks,  after  years  of  sluggish 
price  performance,  will  beat  the  blue 
chips  for  several  years  to  come.  If 
they're  right,  shareholders  in  small  com- 
pany funds  will  be  richly  rewarded. 
AVOIDING  JAPAN.  International  funds 
look  better,  too,  compared  to  the  Mor- 
gan Stanley  eafe  Index,  down  23.57" 
during  1990.  Most  foreign  stock  markets 
fared  worse  than  the  U.  S.'s.  Internation- 
al managers  beat  the  index,  in  part  be- 
cause they  largely  eschewed  the  Japa- 
nese stock  market — which  was  down 
35%-  for  dollar-based  investors.  Ken 
Oberman,  manager  of  the  top-rated  Op- 
penheimer  Global  Fund,  had  less  than 
5%  in  Japanese  but  did  a  good  enough 
job  in  picking  them  that  "our  holdings 
were  up  for  the  year."  Oberman's  fund 
was  down  only  0.7%  in  1990. 

Only  funds  that  specialize  in  health 
care  stocks  ended  up  in  the  black — and 
in  a  big  way,  with  a  22.3%^  total  return. 
These  funds'  huge  returns  came  from 
two  key  factors.  Health  care  spending 
proved  to  be  virtually  recession-resis- 
tant. Moreover,  biotechnology  companies 


soared  as  their  research  efforts  began 
turning  out  profitable  products. 

Investor  confidence  in  mutual  funds 
also  remains  high,  despite  the  down 
year.  Equity  funds  took  in  $25.7  billion 
more  than  investors  redeemed.  The 
funds  suffered  outflows  during  August 
and  September,  but  the  cash  came  back 
in  the  fourth  quarter. 

Even  more  telling,  though,  was  the 
pace  of  "new  sales."  This  figure  ex- 
cludes reinvestment  of  dividends  and  ex- 
changes from  elsewhere  in  a  mutual 
fund  family.  Analysts  say  it's  a  good 
measure  of  investor  sentiment,  since 
these  sales  are  new  investments  and  not 
just  rollovers  or  transfers  of  funds.  New 
sales  rolled  in  at  an  average  rate  of  $4.3 
billion  a  month  from  August  through 
December.  That's  only  $500  million  a 
month  less  than  what  was  tallied  during 
the  comparable  period  of  1989. 

"Despite  a  near-depression  mentality, 
the  public  continues  to  buy  mutual 
funds,"  says  Avi  Nachmany,  a  fund-in- 
dustry analyst  for  Jesup,  Josepthal  & 
Co.  "iThere's  a  commitment  to  disciplined 
programs  in  which  people  invest  wheth- 
er stocks  are  high  or  low."  To  succeed 
over  the  long  term,  investors  have  to 
buy  during  bear  markets — when  prices 


e  annual 

1  return* 

Group 

Risk 

16.4% 

Asset  allocation 

Low 

17.7 

International 

Low 

17.0 

Growth/income 

Low 

20.4 

Specialty 

Low 

18.5 

Health  care 

Average 

17.3 

Utilities 

Average 

26.7 

Health  care 

Average 

21.5 

International 

Average 

15.9 

Utilities 

Low 

18.3 

International 

Average 

27.9 

International 

High 

23.9 

International 

Average 

10.9 

Option 

Very  low 

15.3 

Growth 

Low 

14.4 

Growth  ~ 

Low 

15.9 

Small  company 

Low 

21.4 

International 

High 

15.0 

Growth  — 

Very  low 

22.7 

International 

High 

12.6 

Growth 

Very  low 

23.0 

International 

Average 

18.5 

International 

Average 

12.7 

Balanced 

Very  low 

18.3 

International 

Average 

13.9 

Utilities 

Low 

17.1 

Utilities 

Low 

13.4 

International 

Very  low 

17.0 

Growth 

Low 

19.9 

International 

Very  low 

19.7 

International 

Low 

13.0 

Balanced 

Very  low 

9.9 

Income 

Very  low 

19.2 

Health  care 

Low 

10.6 

Income 

Very  low 

I 


OPPENHEIMER  Ken  Oberman's  global  fund  feU  just  0.7% 


DATA:  MORNINGSIAR  INC, 
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JANUS  Manager  James  Craig  is  pouring  cash  into  stocks 
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FUND  GROUPS:  ONLY 
ONE  BIG  WINNER 

Despite  a  down  year,  most 
groups  contained  the  damage. 
Long  term,  the  results  look  good. 
The  standouts  were  health  care 
funds.  At  the  bottom  of  the  heap: 
Precious  metals  funds 


Totol  return 


Best-performing 


1990 

1988-90* 

1986-90* 

1981-90* 

fund  in  1990 

r 

HEALTH  CARE 

+  22.3% 

+  27.1% 

+ 19.7% 

NA 

Ptnptitv  ^plprl  Rintp^hnrilnnu  d 
1  lucti  1  y              uiuicvi iiiuiuu Y 

J- 

BALANCED 

-0.8 

9.3 

9.3 

f  13.3% 

Pax  World 

INCOME 

-1.1 

9.2 

8.4 

12.2 

USAA  Mutual  Income 

ASSET  ALLOCATION 

-1.6 

8.2 

16.4 

NA 

Fidelity  Asset  ManoQer 

OPTION 

-1.6 

10.4 

8.2 

9.9 

Gateway  Index  Plus 

UTILITIES 

-3.6 

15.0 

13.5 

13.5 

Shearson  Utilities 

TECHNOLOGY 

-3.9 

9.3 

9.1 

9.5 

Fidelity  Select  Technoloc|y 

GROWTH/INCOME 

-4.2 

11.3 

10.6 

13.0 

AIM  Charter 

GROWTH 

-5.2 

11.5 

10.1 

12.1 

Mathers 

NATURAL  RESOURCES 

-6.0 

12.0 

10.8 

6.0 

Fidelity  Select  Energy  Service 

EQUITY-INCOME 

-6.2 

9.9 

9.2 

13.7 

Capital  Income  Builder 

SPECIALTY 

-6.4 

12.7 

13.1 

8.3 

Fidelity  Select  Food  &  Agriculture 

MAXIMUM  GROWTH 

-7.6 

10.7 

8.2 

9.2 

Equity  Strategies 

SMALL  COMPANY 

-10.1 

9.9 

6.9 

8.3 

20th  Century  Ultra 

INTERNATIONAL 

-11.2 

8.3 

14.6 

13.5 

PaineWebber  Classic  World 

FINANCIAL 

-13.6 

9.5 

8.3 

15.1 

Century  Shares 

PRECIOUS  METALS 

-23.6 

-6.8 

8.S 

0.3 

Freedom  Gold  8.  Government 

ALL  DIVERSIFIED  FUNDS" 

-5.8 

11.1 

9.7 

11.9 

*Average  annual 

ALL  EQUITY  FUNDS 

-6.0 

10.2 

10.2 

11.8 

**tnvesting  in  U.S.  markets 

S&P  500 

-3.1 

14.1 

13.2 

13.8 

NA  =  Not  available 

DATA:  MORNINGSIAR  INC 


are  low — as  well  as  during  bull  markets. 

Even  if  the  current  rally  blossoms 
into  a  new  bull  market,  the  bear  market 
resulted  in  a  shuffling  of  the  fund  rat- 
ings. Some  new  stars  emerged.  Twenty 
funds  that  earned  three  upward  arrows, 
BUSINESS  week's  highest  accolade,  are 
new  to  the  list.  The  ratings  are  based  on 
five-year,  risk-adjusted  returns,  and  for 
this  Scoreboard,  the  ratings  period  is 
1986  through  1990. 

One  new  name  is  Gateway  Index  Plus, 
the  first  option  fund  to  climb  to  the  top 
ranks.  Most  option  funds  choose  stocks 
and  then  sell  or  "write"  options  against 
those  stocks  to  generate  extra  income. 
That  strategy  has  not  fared  well  for 
years.  Gateway  worked  that  way,  too, 
until  1985,  when  it  was  restructured  to 
track  the  Standard  &  Poor's  100-stock 
index  and  sell  options  on  that  index.  The 
changes  improved  Gateway's  fortunes 
markedly.  For  starters,  running  an  index 
fund  is  cheap  compared  to  picking 
stocks.  "That  alone  adds  two  percentage 
points  a  year,"  says  Peter  Thayer,  the 
portfolio  manager.  In  addition,  Thayer 
says  index  options  fetch  higher  premi- 
ums than  options  on  individual  stocks. 
The  fund  earned  102%  in  1990  and  has 
averaged  10.97f  a  year  since  1986. 

Indeed,  if  there  is  one  theme  that  ties 
many  of  1990's  best  funds  together,  it  is 
their  "defensive"  nature.  The  sector 
funds  that  made  it  to  the  top  include 
health  care,  utilities,  and  foods — all  sec- 
tors of  the  market  proven  to  be  resilient 
and  resistant  to  tough  times. 

Another  defensive  strategy  is  to  light- 
en up  on  stocks  in  favor  of  fixed-income 
securities.  The  Mathers  Fund,  for  in- 
stance, earned  a  10.4%  return  for  1990 — 
the  best-performing  growth  fund.  Port- 


folio manager  Henry  G.  Van  der  Eb  Jr. 
did  it  by  virtually  shunning  stocks  all 
year.  Now,  11  percent  of  the  portfolio  is 
in  three  stocks,  with  the  remainder  in 
Treasury  bills  and  notes,  a  position  he 
says  is  not  likely  to  change  soon.  In  a 
rally,  the  Mathers  Fund  will  be  left  be- 
hind. In  1991,  Mathers  is  up  only  3.7%. 

Better  positioned  for  a  rally  are  the 
Janus  Fund  and  Janus  Venture  Fund. 
James  P.  Craig,  who  manages  both  Den- 
ver-based funds,  had  65%  of  his  funds  in 
cash  last  summer  but  started  to  buy 
stocks  in  the  fall.  Today,  Janus  has 
about  30%'  in  cash,  and  Janus  Venture 
40%',  since  it  takes  longer  to  build  posi- 
tions in  the  small  company  stocks  that  it 
buys.  "If  two-thirds  to  three-quarters  of 
the  fund  are  in  stocks,  I  consider  that 
fully  invested,"  says  Craig.  His  goal  is 
to  at  least  match  the  market  with  his 
stocks  and  let  the  cash  add  the  vigorish. 
'WE  WERE  WRONG.'  The  bear  market  was 
unforgiving  to  "value"  investors — those 
that  buy  stocks  with  low  price-earnings 
multiples,  high  dividends,  or  some  hid- 
den assets.  Funds  such  as  Mutual 
Shares,  Mutual  Qualified  Income, 
Lindner,  and  Lindner  Dividend  lost  their 
three-arrow  ratings.  Lindner  Dividend, 
for  instance,  finished  1990  in  the  red  be- 
cause bank  regulators  took  over  the 
Bank  of  New  England  and  the  fund's 
BNE  adjustable-rate  preferred  stock — 
nearly  8%o  of  the  portfolio — turned  to 
dust.  "We  thought  the  bank  could  sur- 
vive," says  portfolio  manager  Eric  E. 
Ryback.  "We  were  wrong." 

But  that's  no  shame.  In  a  year  such  as 
the  one  past,  the  best  funds  can  trip  up. 
Indeed,  the  cyclical,  financial,  and  other 
low  p-e  stocks  that  value  funds  hold 
could  make  these  funds  shine  again  in  a 


market  recovery.  That's  why  it's  neces- 
sary to  look  at  long-term  returns  and 
ratings  and  to  stick  with  funds  that  have 
proven  their  mettle  over  time. 

The  BUSINESS  WEEK  Mutual  Fund 
Scoreboard  can  help  you  find  the  funds 
you  want  and  keep  abreast  of  those  you 
have.  Turn  to  page  80,  where  the  Score- 
board starts. 

First,  let's  look  at  the  ratings.  Turn  to 
the  Fidelity  Growth  &  Income  Fund 
(page  86),  which  first  became  eligible  for 
a  rating  this  year — and  won  the  best 
one.  Note  the  figure  next  to  the  fund's 
name.  That  signifies  a  change  in  fund 
managers.  In  fact,  Beth  Terrana,  who 
built  this  record,  switched  over  to  the 
Fidelity  Equity-Income  Fund  late  last 
year.  Jeffrey  Vinik,  who  ran  the  Fidelity 
Contrafund,  took  her  place. 

Also  note  that  there  are  relatively  few 
funds  with  one  up-arrow  and  lots  rated 
average.  That's  because  the  ratings  sys- 
tem, developed  for  business  week  by 
Morningstar  Inc.  sets  a  high  standard.  It 
won't  give  a  positive  rating  to  a  fund 
unless  the  fund  beats  the  S&P  500  on  a 
risk-adjusted  basis.  Those  that  don't 
make  it  over  the  hurdle  fall  into  the 
"average"  rating. 

Next,  look  at  the  column  heading  "Ex- 
pense Ratio."  Whether  or  not  they  levy 
sales  charges,  all  funds  must  pay  for 
managers,  record-keeping,  and  other 
costs.  The  average  ratio  for  equity  funds 
is  1.27%,  meaning  $1.27  of  every  "$100  in 
the  fund  is  spent  on  overhead.  Watch 
out  for  the  12(b)-l  plans,  which  allow 
fund  companies  to  dip  into  the  share- 
holder's pool  to  pay  for  marketing  and 
distribution  expenses.  That  controversial 
practice  is  now  under  review  by  the  Se- 
curities &  Exchange  Commission. 
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.Move  a  few  columns  to  the  right  to 
iiank  Within  Objective."  For  Fidelity 
(Irowth  &  Income,  the  figure  reads  "77/ 
100,"  which  means  that  in  1990,  the  fund 
-■aiiked  77th  out  of  100  growth  and  in- 
•(jme  funds.  That's  a  handy  statistic  for 
■(imparing  funds  to  their  peers. 

Keep  moving  to  the  right,  and  go  to 
lie  "Trend"  data.  Each  bo.x  represents  a 
.''  2 -year  period.  Look  at  the  Trend  col- 
inin  for  the  Strong  Opportunity  Fund 
page  103).  The  fund  is  bottom-ranked  in 
be  most  recent  30-month  period  but  top- 
anked  in  its  first  one.  Indeed,  this  fund 


had  an  extraordinary  1986 — up  60% — 
and  a  winning  1987,  up  12%.  But  the  last 
two  years  have  been  disappointing.  Don 
Phillips,  editor  of  Mutual  Fund  Values, 
notes  that  Strong  Opportunity  is  modest 
in  size  and  could  live  up  to  its  name  in  a 
more  friendly  market  environment. 

Next,  look  at  Portfolio  Data,  which  is 
a  snapshot  of  the  fund  at  yearend.  For 
instance,  Strong  Opportunity  had  40%'  in 
cash.  The  average  p-e  ratio  of  the  stocks 
in  its  portfolio  was  16.2,  which  makes 
the  portfolio  a  little  pricier  than  the  mar- 
ket. But  the  largest  holding  was  Philip 


Morris  Co.,  the  tobacco,  food,  and  bever- 
age giant,  a  solid  company  with  strong 
and  reliable  earnings  growth,  with  37'  of 
the  fund's  assets  in  that  one  holding.  By 
these  characteristics,  an  investor  could 
tell  the  fund  is  defensive,  and  indeed, 
the  next  column,  "Risk,"  confirms  that, 
as  its  risk  rating  is  "Low." 

A  low  risk  rating  is  a  good  starting 
point  for  any  investor.  After  all,  the  best 
funds  aren't  those  that  just  score  big  in 
a  bull  market  but  those  that  can  protect 
investors  through  bear  markets  as  well. 
By  Jeffrey  M.  Laderman  in  New  York 


DON'T  ClOSE  THE  BOOK  ON  ClOSED-END  FUNDS 


When  the  stock  market  is 
good,  closed-end  funds  are 
very,  very  good,  but  when  it 
is  bad,  they  are  awful.  Such  was  the 
morass  that  faced  investors  in  closed- 
end  funds  throughout  1990.  BUSINESS 
week's  annual  closed-end  fund  Score- 
board (page  108),  which  follows  the  40 
largest  closed-end  equity  funds,  charts 
the  wreckage.  Of  the  36  funds  that  had 
full-year  performance  records,  just  14 
turned  in  a  better  showing  than  the 
3.r/f  decline  in  the  Standard  &  Poor's 
"lOO-stock  index. 

The  reason  lies  embedded  in  the 
fundamental  character  of  these  funds. 
Unlike  mutual  funds,  which  issue 
shares  as  money  comes  in  from  inves- 
tors, closed-enders  trade  on  the  ex- 
changes like  ordinary  stocks.  That 
adds  investor  sentiment  to  the  equa- 
tion, making  closed-end  fund  prices 
prone  to  rise  considerably  above — or 
fall  way  below — the  value  of  the  un- 
derlying assets. 

In  1990,  as  turmoil 
in  the  Persian  Gulf 
sent  U.  S.  and  over- 
seas markets  into  a 
tailspin,  investors 
dumped  closed-end 
shares.  So  now,  they 
trade  at  almost  10% 
below  their  net  asset 
value,  vs.  3.9%  a  year 
ago.  With  the  market 
showing  newfound 
strength,  this  pre- 
sents investors  with 
an  alluring  buying  op- 
portunity. In  January, 
funds  as  diverse  as 
Baker  Fentress,  which 
rose  9.5%',  and  Asia 
Pacific,  which  gained 
18.5%,  rode  the  mar- 
ket skyward. 

In  1990,  not  surpris- 
ingly, the  best-per- 
forming funds  concen- 


trated on  the  few  sectors  that  had  not 
been  forsaken  by  investors.  Probably 
the  most  popular  safe  haven  was  the 
utility  sector,  and  investors  snapped  up 
the  shares  of  utility  funds  such  as  $1.7 
billion  Duff  &  Phelps  Selected  Utilities. 
Even  though  the  fund's  assets  gained 
just  2.6%,  its  shares  rose  11.3%- — as 
investors  bid  up  the  fund  to  a  5.5%' 
premium. 

DOUBLE  WHAMMY.  At  the  opposite  end 
of  the  spectrum  were  single-country 
funds,  which  were  heavily  promoted  a 
year  ago  by  brokerages  as  the  Europe- 
an markets  soared.  When  the  bourses 
faded,  the  country  funds  fizzled.  "A  lot 
of  amateurs  went  into  them,  buying 
without  any  understanding  of  the  pric- 
ing mechanism,"  says  Thomas  J.  Herz- 
feld,  a  Florida  money  manager  who  is 
one  of  the  small  coterie  of  investment 
pros  who  specialize  in  closed-end 
funds.  Investors  who  bought  into  sin- 
gle-country funds  were  hit  with  a  dou- 


CLOSED-END 


Average 
annual  return* 

5  years    10  years 


For  the  last  five 
years,  only  the 
Korea  and  Mexico 
funds  shone. 
Ten-year  returns  are 
more  consistent,  but 
there  are  no  real 
superstars 


ADAMS  EXPRISS 

10.0% 

14.1  % 

-12.3 

ASA 

14.8 

4.7 

-0.2 

BAKER  FENTRESS 

3.7 

12.2 

-22.3 

CENTRAL  FUND  OF  UNADA 

1.2 

NA 

-8.6 

CENTRAL  SECURITIES 

1.8 

9.8 

-22.0 

GEMINI  li  CAPITAL  SHARES 

1.0 

NA 

-17.5 

GEMINI  II  INCOME  SHARES 

11.2 

NA 

23.1 

GENERAL  AMERICAN 

INVESTORS 

12.4 

13.4 

-17.5 

KOREA 

29.0 

NA 

12.6 

MEXICO 

51.3 

NA 

-16.1 

NIAGARA  SHARE 

8.4 

7.3 

-15.3 

PETROLEUM  &  RESOURCES 

1 1.4 

5.7 

-12.1 

SALOMON  BROTHERS 

7.7 

12.7 

-17.5 

SOURCE  CAPITAL 

6.5 

16.1 

-1.2 

TRI-COHTIHENTAL 

8.4 

14.4 

-12.7 

AVERAGE 

11.9 

11.1 

-9.3 

OPEN-END  AVERAGE 

10.2 

11.8 

S&P500 

13.2 

13,8 

*Based  on  share  price;  includes  reinvested  dividends  and  capital  c 
**Difference  between  market  price  and  net  asset  value 
NA  =  Not  applicable  DATA,  M0RNING5TAR  INC. 


ble  whammy  of  declining  asset  values 
and  widening  discounts.  Hardest  hit 
were  funds  that  began  the  year  with 
the  highest  premiums  over  net  asset 
value.  Funds  investing  in  Thailand  and 
Korea  lost  half  their  value,  as  their 
sky-high  premiums  fell  from  almost 
90%  to  12%. 

Still,  the  same  pricing  mechanics 
that  turned  closed-end  funds  into  disas- 
ters in  1990  could  make  them  tempting 
buys  in  1991.  Professional  investors 
buy  when  the  discounts  widen,  selling 
or  short-selling  when  the  discounts 
narrow  or  when  prices  creep  to  premi- 
ums over  asset  values.  It's  a  strategy 
that  has  long  served  investors  such  as 
Herzfeld  and  Cleveland's  Maxus  In- 
vestment Group,  another  closed-end 
specialist,  whose  flagship  Delphi  I 
partnership  gained  12%  in  1990  by  us- 
ing discount  analysis  to  buy  and  sell 
shares. 

Investors  may  be  able  to  cash  in  on 
the  discount-premium 
pas  de  deux  by  buy- 
ing funds  that  have 
been  pummeled  by 
the  market.  Herz- 
feld's  favorites  in- 
clude Southeastern 
Savings  Institutions 
and  Dover  Regional 
Financial  Shares. 
Both  are  at  steep  dis- 
counts and  concen- 
trate on  the  out-of-fa-, 
vor  financial  services 
sector. 

Herzfeld  is  also  tak- 
ing a  hard  look  at  an- 
other big  loser.  "I 
think  the  country 
funds  will  lead  the 
charge  this  year,"  he 
says.  Investors  may 
do  well  to  reach  for 
their  cutlasses. 

By  Gary  Weiss  in 
New  York 


Current 
discount  or 
premium** 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

%  CHO. 

SALES 

EXPENSE 

1990 

RANK  Wl 

$  MIL. 

1989-90 

CHARGE  (%) 

RATIO  (%) 

TOTAL  RET  (%1 

YIELD 

OBJEO 

AAL  CAPITAL  GROWTH 

169.6 

90 

4.75 

1.44t 

Growth 

0.8 

2.4 

28/11 

AARP  UPITAL  GROWTH 

173.9 

-8 

No  load 

1.11 

Growth 

-15.8 

2.3 

186/1' 

AARP  GROWTH  &  IHCOME 

AVG 

265.2 

1  1 

No  load 

1.03 

Growth/income 

-2.0 

5.2 

34/11 

ABT  GROWTH  &  INCOME 

81.4 

-19 

4.75 

1.27t 

Growth/income 

-8.8 

4.6 

83/l( 

ABT  UTILITY  INCOME 

AVG 

138.8 

-3 

4.75 

1.25t 

Utilities 

-6.2 

5.7 

11/ 

ACORN  (a)  A. 

AVG 

769.5 

-10 

2.00t* 

0.77 

Small  company 

-17.5 

1.9 

38/ 

ADVANTAGE  INCOME 

44.8 

-23 

4.00** 

2.04t 

Income 

0.8 

6.4 

5/ 

AEGON  USA  GROWTH  (b) 

AVG 

34.0 

-7 

4.75 

0.991 

Growth 

-5.5 

4.7 

in/i< 

AFA  NATIONAL  AVIATION  &  TECH.  (c)  A 

62.9 

-25 

4.75 

1.28 

Technology 

-19.3 

1.1 

11/' 

AFFILIATED  J. 

AVG 

3210.5 

-13 

6.75 

0.50t 

Growth/income 

-5.3 

4.5 

67/ 1( 

AIM  CHARTER  1, 

122.9 

59 

5.50 

1.35t 

Growth/income 

8.2 

2.2 

1/1( 

AIM  CONSTELLATION  J. 

\/ 

108.6 

30 

5.50 

1.40t 

Maximum  growth  -4.1 

0.0 

12/: 

AIM  SUMMIT 

J~L 

316.1 

20 

8.50 

0.82 

Growth 

0.9 

2.0 

25/1! 

AIM  WEINGARTEN  A. 

803.1 

84 

5.50 

1.30t 

Growth 

5.6 

0.7 

4/1  < 

ALLIANCE 

620.4 

-26 

5.50 

0.88t 

Growth 

-4.4 

2.7 

95/1! 

ALLIANCE  BALANCED  SHARES  A 

AVG 

146.9 

-7 

5.50 

1.39t 

Balanced 

-2.2 

3.6 

27/- 

ALLIANCE  COUNTERPOINT 

53.3 

-1 1 

5.50 

2.00t 

Growth 

-4.6 

1.4 

101/1! 

ALLIANCE  GLOBAL  SMALL  CAP.  A  (d) 

O  O  O  69.6 

-31 

5.50 

2.16t 

International 

-24.9 

0.0 

65/( 

ALLIANCE  GROWTH  &  INCOME  A 

AVG 

330.5 

-9 

5.50 

1.09t 

Growth/income 

-1.7 

3.9 

29/lt 

ALLIANCE  INTERNATIONAL  A 

AVG 

213.8 

-4 

5.50 

1.53t 

International 

-21.0 

0.2 

62/( 

ALLIANCE  QUASAR  A  J. 

O   O  O  262.6 

-9 

5.50 

1.66t 

Maximum  growth  -23.4 

0.4 

29/; 

ALLIANCE  TECHNOLOGY  A 

O   O  ^  131.8 

-7 

5.50 

1.77t 

Technology 

-3.1 

0.0 

5/' 

ALTURA  GROWTH 

54.4 

46 

No  load 

0.40 

Growth 

-3.1 

3.8 

75/ 1< 

AMA  GLOBAL  GROWTH 

91.1 

-14 

No  load 

1.74t 

International 

-10.1 

3.0 

29/( 

AMCAP  J. 

AVG 

1897.3 

-7 

5.75 

0.76t 

Growth 

-4.0 

2.3 

89/ H 

AMERICAN  BALANCED  J. 

370.4 

35 

5.75 

0.84t 

Balanced 

-1.6 

5.9 

24/- 

AMERICAN  CAPITAL  COMSTOCK 

AVG 

812.9 

-15 

8.50 

0.79 

Growth 

-3.4 

3.3 

80/1! 

AMERICAN  CAPITAL  EMER.  GROWTH  (e| 

212.6 

8 

5.75 

1.15t 

Small  company 

2.0 

0.5 

3A 

AMERICAN  CAPITAL  ENTERPRISE 

o 

542.6 

-10 

5.75 

0.94t 

Growth 

-2.9 

2.1 

70/1! 

AMERICAN  CAPITAL  EQUITY-INCOME  (f)  Aavg 

85.3 

-17 

5.75 

0.89t 

Equity-income 

-4.7 

5.8 

13/: 

*  Includes  reciemption  fee.  **  Includes  deferred  sales  charge,  t  12{b)-l  plan  in  effect.  X  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meaning 
(o)  Redemption  fee  opplies  within  60  days  of  purchase,  (b)  Formerly  MidAmerica  Mutual  Fond,  (c)  Formerly  Notional  Aviotion  &  Technology,  (d)  Formerly  Surveyor  Fund,  (e)  Formerly  Ameri 
Capital  Venture  Fund,  (f)  Formerly  Provident  Fund  For  Income. 

HOW  TO  USE  THE  TABLES 

MANAGEMENT  CHANGES 

Symbols  after  some  fund  names  are  a 

amount  of  these  charges.  When  loads 

,    ...v,^    v-v...  t 

BUSINESS  WEEK  RATING 

useful  aid 

in  assessing  performance. 

two  forms. 

Deferred  charges  decrease 

Ratings  ore  based  on  five-yea 

r  risk-od- 

X.  indicate 

s  that  the  fund's  current  man- 

over  time. 

usually  ending  after 

shares 

justed  performance,  relative  to 

the  S&P 

ager  has 

held  that 

job  for  10 

years. 

have  been  owned  five  years.  Redemption 

500.  Performance  is  calculated  by  sub- 

A indicate 

s  that  fund  management  has 

fees  arise  v 

hen  investors 

sell  shares. 

tracting  a  fund's  risk-of-loss  factor  (see 

changed  since  Dec. 

31,  1989. 

EXPENSE  RATIO 

r 

RISK)  from  historic  total  return. 

To  get  0 

S&P  500  COMPARISON 

Expenses  for  1990  as  a 

percentage  of  o 

positive  rating,  a  fund  must 

beat  the 

Here  are  total  return  figures  for  the  S&P 

average  net 

assets.  This 

ratio  measures  i 

S&P  500  on  a  risk-adjusted  bo 

sis. 

500  for  the  four  time  periods 

that  op- 

how  much 

shareholders 

pay  for  fund  g 

pear  in  th 

e  tables; 

management.  Footnotes 

ndicote 

that  a  u 

♦  ♦  ♦  Superior  performance 

1990 

3.1  % 

fund  has  a 

12(b)-l  plan. 

These  allocate  is 

♦  ♦        Very  good  performance 

Three-year  average 

(1988-90) 

1 4. 1  % 

shareholder 

money  for  distributi  ^n  costs,  u 

^              Above-overage  performance 

Five-year 
Ten-year 

average 
average  ( 

1986-90) 
1981-90) 

13.2% 
13.8% 

OBJECTIVE 

Many  fund 

5  specialize 

in  one 

sector,  1 

AVG           Average  performance 

SALES  CHARGE 

which  is  indicated  in  this 

column. 

Other-  I 

Below-average  performance 
^         Poor  performance 

The  cost  of  buying  a  fund,  commonly 
called  the  "load."  Most  funds  take  loads 
out  of  initial  investments,  and  for  rating 

wise,  funds  are  grouped  into  the 
ing  categories.  Asset  allocation: 
returns  by  moving  money  among 

follow-  ( 
Seeks  ^ 
stocks,  1 

^  ^  ^    Very  poor  performance 

purposes. 

performance  is  reduced  by  the 

bonds  and  cash;  some  also  use  gold,  real  i 
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MUTUAL  FUND  SCOREBOAflC 


IJN'L  TOTAL  RET.  (%) 
>   b    5  YEARS    10  YEARS 


10.7 
10.7 
9.0 
10.6 


9.0 
10.9 


Very  low  5  15.7  American  Home  Prod.  4  553-6319  Wl  414  734-7633 

Average  10  19.1  Tele-Communications  3  High  253-2277  MA  617  330-5400 

Average  15  14.5  UnitecJ  Illumination  3  Low  253-2277  MA  617  330-5400 

Average  15  10.5  IBM  2  Average  289-2281  FL  407  655-7255 

Low  1  13.5  Houston  Industries  6  Low  289-2281  FL  407  655-7255 


9.4 

7.7 
7.3 
10.8 


11.4 

10.9 
7.9 
13.3 


Low  15  15.0  Harley-Dovidson  2  Average  922-6769  IL  312  621-0630 

Average  3  14.2  Texaco  3  243-8115  MA  617  742-9858 

Average  25  17.7  Abbott  Laboratories  4  Low  288-2346  lA  319  363-5400 

Very  low  20  13.3  UAL  18  High  654-0001  NY  212  482-8100 

Low  6  12.6  IBM  1  Average  874-3733  NY  212  848-1800 


15.0 
15.3 
11.1 
17.0 
10.2 


12.8 
10.1 

15.2 
9.9 


Very  high 
Very  high 

High 
Average 
Average 


23 
1 

0 
4 
12 


21.3 
22.8 
17.9 
19.6 
17.4 


Philip  Morris 
St.  Jude  Medical 
Johnson  &  Johnson 
Philip  Morris 
Philip  Morris 


Low 
Very  high 
Average 

High 

High 


347-1919 
347-1919 
347-1919 
347-1919 
227-4618 


TX 
TX 
TX 
TX 
NJ 


713  626-1919 
713  626-1919 
713  626-1919 
713  626-1919 
201  319-4000 


9.2 
12.8 

5.6 
12.1 
12.8 


13.7 


6.4 
14.3 


Very  low 
Very  low 
Average 
Average 
Average 


26 
1 
5 


16.8 
17.9 
16.3 
16.9 
NA 


Philip  Morris 
Philip  Morris 
Nac  Re 
Philip  Morris 
Holland  Amer.  Line  Tr. 


Average 

Low 
Very  high 
Average 
Average 


227-4618 
227-4618 
227-4618 
227-4618 
227-4618 


NJ 
NJ 
NJ 
NJ 
NJ 


201  319-4000 
201  319-4000 
201  319-4000 
201  319-4000 
201  319-4000 


6.0 
6.7 


11.3 


10.9 


13.0 


High 
High 
Very  low 
Low 
Low 


19 
9 
2 
7 


17.0 
15.1 
15.7 
14.4 
16.7 


Noc  Re 
Intel 

Johnson  &  Johnson 

Pfizer 

Merck 


Very  high 
Very  high 


Average 


227-4618 
227-4618 
255-9961 
262-3863 
421-0180 


NJ 
NJ 
OH 
PA 
CA 


201  319-4000 
201  319-4000 
800  255-9961 
215  825-0400 
213  486-9200 


10.4 
10.3 
8.2 
9.7 
8.3 


13.8 
13.8 
11.8 
9.2 
13.2 


Low 
Low 
Average 
High 
High 


14 


11 
13 


13.1 
15.5 
23.1 
17.4 
15.1 


IBM 

Philip  Morris 
St.  Jude  Medical 
V^al-Mart  Stores 
IBM 


Very  low 
Average 
High 
High 
Low 


421-0180 
421-5666 
421-5666 
421-5666 
421-5666 


CA 
TX 
TX 
TX 
TX 


415  421-9360 
713  993-0500 
713  993-0500 
713  993-0500 
713  993-0500 


DATA:  MORNINGSTAR  INC. 


istate  and  foreign  stocks.  Balanced:  At- 
empts  to  moximize  return  by  buying 
»oth  stocks  and  bonds.  Equity-income: 
Aims  to  achieve  maximum  income  by 
(uying  high-yield  stocks.  Growth:  Seeks 
3ng-term  grov/th,  with  income  second- 
iry.  Growth/income:  Tries  to  combine 
apital  appreciation  and  current  income. 
icome:  Tries  to  maximize  current  income 
ind  may  sometimes  buy  fixed-income  se- 
urities.  Maximum  growth:  Takes  larger 
isks;  may  borrow  money,  sell  short,  and 
luy  options.  Option:  Uses  options  to 
n  lugment  income. 
OTAL  RETURN 

\  fund's  net  gain  to  investors,  including 
sinvestment   of   dividends   and  capital 
lains  at  month-end  prices. 
REND 

^  fund's  relative  performance  during  the 


four  30-month  periods  from  Jan.  1, 
1981,  to  Dec.  31,  1990.  Boxes  read 
from  left  to  right,  and  the  level  of  red 
indicates  performance  relative  to  all  oth- 
er funds  during  the  period:  H  for  the 
top  quartile;  B  for  the  second  quartile; 
H  for  the  third  quartile;  and  LJ  for  the 
bottom  quartile.  An  empty  box  indicates 
no  rating  for  that  time  period. 
TURNOVER 

Trading  activity,  the  lesser  of  purchases 
or  soles  divided  by  average  monthly  as- 
sets. High  turnover  con  raise  expenses. 
%  CASH 

The  portion  of  a  fund's  assets  not  cur- 
rently invested  in  stocks  or  bonds.  A 
negative  figure  can  occur  as  a  result  of  a 
pending  capital  gains  distribution. 
PRICE/EARNINGS  RATIO 
The   average,   weighted  price/earnings 


ratio  of   stocks   in   a   fund's  portfolio, 
based  on  trailing  12-month  earnings. 
RISK 

The  potential  for  losing  money  in  a  fund, 
or  risk-of-loss  factor.  To  derive  each 
fund's  level  of  risk,  the  monthly  Treasury 
bill  return  is  subtracted  from  the  monthly 
total  return  for  each  fund  for  each  of  the 
60  months  in  the  rating  period.  When  a 
fund  has  not  performed  as  well  as  Trea- 
sury bills,  this  monthly  result  is  negative. 
The  sum  of  these  negative  numbers  is 
then  divided  by  the  number  of  months. 
The  result  is  a  negative  number,  and  the 
greater  its  magnitude,  the  higher  a 
shareholder's  risk  of  loss.  This  number  is 
the  basis  for  BW  ratings  and  the  RISK 
column.  The  designations  in  this  column 
ore  assigned  according  to  a  normal  sta- 
tistical distribution. 


rUAL  FUND  SCOREBOARD 


BUSINESS  WEEK/FEBRUARY  18,  1991  81 


MUTUAL   FU  li  It 


FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

%  CHG, 

SALES 

EXPENSE 

1990 

RANK  V 

$  MIL. 

1989-90 

CHARGE  (%) 

RATIO  (%) 

TOTAL  RET  (°'„r 

YIELD 

OBJEC 

AMERICAN  CAPITAL  GROWTH  &  INC.  (g)  A  O  O 

146.2 

-15 

5.75 

1.13t 

Growth/income 

-5.2 

3.3 

66/ 

AMERICAN  CAPITAL  PACE 

2154.5 

-13 

5.75 

0.88t 

Growth 

-5.8 

2.6 

118/ 

AMERICAN  GAS  INDEX 

1 15.9 

59 

No  load 

0.75 

Natural  resources 

-10.5 

5.3 

AMERICAN  GROWTH  JL. 

53.5 

-18 

8.50 

1.33 

Growth 

-6.9 

3.7 

129/ 

AMERICAN  INVESTORS  GROWTH 

o 

55.0 

-19 

8.50 

1.59 

Growth 

-17.4 

0.5 

192/ 

AMERICAN  LEADERS 

AVG 

132.7 

-10 

4.50 

1.01 

Growth/income 

-1.8 

3.7 

31/ 

AMERICAN  MUTUAL  A 

3426.4 

4 

5.75 

0.61 1 

Growth/income 

-1.6 

5.2 

28/ 

AMERICAN  NATIONAL  GROWTH 

97.3 

-10 

8.50 

1.06 

Growth 

-2.9 

2.2 

72/ 

AMERICAN  NATIONAL  INCOME 

AVG 

74.3 

7 

8.50 

1.17 

Equity-income 

0.8 

4.2 

5/ 

AMERICAN  PEREORMANCE  EQUITY 

52.6 

NM 

4.00 

NAt 

Growth 

0.9 

AMEV  CAPITAL 

o 

143.0 

0 

4.75 

1.16t 

Growth 

-9.5 

1.9 

156/ 

AMEV  GROWTH 

o 

237.0 

2 

4.75 

i.iot 

Growth 

-6.3 

1.3 

123/ 

ANALYTIC  OPTIONED  EQUITY  M. 

107.3 

0 

No  load 

1.1 1 

Option 

1.5 

3.8 

AXE-HOUGHTON  B 

162.4 

-1 

5.75 

1.15t 

Balanced 

7.2 

6.4 

3/ 

AXE-HOUGHTON  GROWTH  (h) 

o  o 

68.7 

3 

5.75 

1.60t 

Growth 

6.4 

0.7 

2/- 

BABSON  ENTERPRISE 

79.5 

-8 

No  load 

1.22 

Small  company 

-15.9 

1.2 

35/ 

BABSON  GROWTH 

AVG 

221.3 

-19 

No  load 

0.86 

Growth 

-9.4 

2.6 

155/1 

BB  &  K  DIVERSA 

71.6 

-32 

No  load 

1.46 

Asset  allocation 

-9.5 

3.0 

16/ 

BAIRD  BLUE  CHIP 

35.7 

58 

5.75 

1.60t 

Growth/income 

3.0 

1.7 

3/1 

BARON  ASSET 

42.3 

-15 

2.00** 

1.48t 

Small  company 

-19.1 

1.7 

40/ 

BARTLETT  CAPITAL  BASIC  VALUE  A 

AVG 

84.8 

-23 

No  load 

1.22 

Growth/income 

-9.6 

4.8 

84/1 

BENHAM  GOLD  EQUITIES  IHDEX 

104.2 

70 

No  load 

1.00 

Precious  metals 

-19.4 

0.6 

3/ 

BLAHCHARD  STRATEGIC  GROWTH 

206.1 

-19 

No  load 

2.30t 

Asset  allocation 

-6.4 

2.2 

14/ 

BOSTON  CO.  CAPITAL  APPRECIATION 

AVG 

472.6 

-27 

No  load 

1.20t 

Growth 

-13.4 

2.4 

179/1 

BOSTON  CO.  SPECIAL  GROWTH 

43.6 

9 

No  load 

1.76t 

Growth 

-4.8 

0.2 

105/1 

BRANDYWINE 

AVG 

312.1 

88 

No  load 

1.12 

Growth 

0.6 

1.7 

31/1 

BULL  &  BEAR  CAPITAL  GROWTH 

^  o 

o 

46.8 

-28 

No  load 

2.74t 

Growth 

-26.2 

0.0 

198/1 

BULL  &  BEAR  GOLD  INVESTORS 

34.5 

-25 

No  load 

2.62t 

Precious  metals 

-22.1 

0.3 

9/ 

BURNHAM 

123.7 

-23 

5.00 

1.20 

Growth/income 

-2.0 

5.6 

33/1 

CALVERT  SOCIAL  INVEST.  MGD.  GROWTH 

263.1 

19 

4.50 

1.38t 

Balanced 

1.8 

4.9 

10/ 

CALVERT-ARIEL  GROWTH 

207.5 

15 

4.50t 

1.32t 

Small  company 

-16.1 

1.2 

37/" 

CAPITAL  INCOME  BUILDER 

236.4 

13 

5.75 

l.Olt 

Equity-income 

3.9 

5.3 

1/ 

CARDINAL 

AVG 

182.7 

3 

8.50 

0.72 

Growth/income 

-6.3 

4.1 

73/1 

CARNEGIE-CAPPIELLO  GROWTH 

o 

64.8 

-9 

4.50 

1.76t 

Growth 

-8.5 

1.8 

148/1 

CARNEGIE-CAPPIELLO  TOTAL  RETURN 

AVG 

64.8 

-23 

4.50 

1.06t 

Growth/income 

-17.9 

6.0 

100/1 

CENTURY  SHARES  A, 

o 

130.0 

-14 

No  load 

1.00 

Financial 

-7.8 

2.9 

1  " 

CGM  CAPITAL  DEVELOPMENT  (i|  J. 

140.1 

-26 

No  lood^ 

0.92 

Growth 

1.5 

0.5 

21/1 

CGM  MUTUAL  (jj 

260.6 

-17 

No  load 

0.97 

Balanced 

1.1 

4.3 

13/ 

CIGNA  GROWTH 

153.2 

-18 

5.00 

1.16t 

Growth 

-5.0 

1.6 

106/1 

CIGNA  UTILITIES  A 

69.5 

19 

5.00 

1.21t 

Utilities 

-3.0 

5.6 

10/  1 

CIGNA  VALUE 

AVG 

86.6 

13 

5.00 

1.21t 

Growth/income 

1.9 

1.8 

8/V' 

CITIBANK  IRA  CIT  BALANCED 

183.8 

5 

No  load 

1.09 

Balanced 

4.6 

0.0 

5/ 

CITIBANK  IRA  CIT  EQUITY 

143.3 

-8 

No  load 

1.09 

Growth 

-3.7 

0.0 

85/1' 

CLIPPER 

AVG 

125.1 

-3 

No  load 

1.15 

Growth 

-7.6 

2.9 

139/1' 

COLONIAL 

AVG 

303.3 

-6 

5.75 

1.04t 

Growth/income 

-7.6 

4.5 

80/ K 

COLONIAL  ADVANCED  STRATEGIES  GOLD 

o 

53.5 

-35 

5.75 

1.93t 

Precious  metals 

-26.4 

1.0 

15/:" 

COLONIAL  DIVERSiriED  INCOME 

o 

41 1.0 

-18 

5.75 

1.10 

Income 

-6.9 

11.6 

7, 

COLONIAL  GROWTH  SHARES 

AVG 

112.7 

-10 

5.75 

1.07t 

Growth 

-10.7 

1.9 

165/1< 

COLONIAL  U.  S.  EQUITY  INDEX  & 

34.8 

1 

5.75 

1.60t 

Growth/income 

-4.2 

2.3 

56/ 1( 

COLUMBIA  GROWTH 

AVG 

270.7 

1 

No  load 

0.96 

Growth 

-3.3 

2.2 

79/ 1< 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  In  effect,  t  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meaning 
(g)  Formerly  Fund  of  America,  (h)  Formerly  Axe-Houghton  Stock  Fund,  (i)  Formerly  Loomis-Soyles  Capitol  Development  Fund    (}}  Formerly  Loomis-Soyles  Mutual  Fund. 
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PRIC  RESUITS  TREND  PORTFOI.IO  DATA   RISK  TELEPHONE 


ANN'L  TOTAL  RET.  (%) 

BW  10-YEAR 

TURNOVER 

%  CASH 

P/E 

LARGEST  HOLDING 

TOLL  FREE 

IN-STATE  \^ 

ANALYSIS 

RATIO 

COMPANY                 %  ASSETS 

(800) 

0  0  10/1 

nign 

1  D 

1 A  r\ 

IBM 

3 

nign 

AO  1  -S(S(S(S 

TX 

713  993-0500  ^ 

8.9  14.5 

Average 

8 

15.7 

Texaco 

2 

High 

421-5666 

TX 

713  993-0500 

Fund  not  rotcd 

1    1    1    1  1 

Low 

0 

15.0 

Consolidated  Not.  Gas 

5 

343-3355 

MD 

301  657-1500 

6.8  9.3 

High 

3 

17.6 

Procter  &  Gamble 

5 

Low 

525-2406 

CO 

303  623-6137 

4.7  -1.0 

1  1  1  u 

Very  Fiigh 

4 

20.4 

Waste  Management 

9 

High 

243-5353 

CT 

203  531-5000 

O.U  IJ.O 

Average 

1 1  1 

1  1  .o 

USX 

1 

94S-'in'il 
z  *+ J      J  I 

PA 

419  9Rfi-1900 

1  £.   Z,UCJ     1  f  \J\J 

11.5  15.3 

Very  low 

24 

13.9 

IBM 

4 

Low 

421-0180 

CA 

213  486-9200 

9.8  12.2 

Low 

7 

18.8 

Syntex 

5 

Average 

231-4639 

TX 

409  Ibn  rJbl 

9.8  14.1 

Low 

24 

14.8 

Texaco 

4 

Low 

231-4639 

TX 

409  763-2767 

Fund  not  rotcd 

1  1  1  1  1 

NA 

9 

NA 

IBM 

3 

762-7085 

OH 

800  lia-lQZS 

lu.o  u./ 

Average 

9P 
zo 

10  0 

.  7,7 

Wal-Mart  Stores 

3 

Hinh 

nign 

Rnn-9i'iTR 

OVJU  zooo 

MN 

(SI  9  7Tft-4onn 

11.5  13.6 

Average 

26 

24.2 

Wal-Mart  Stores 

3 

High 

800-2638 

MN 

612  738-4000 

9.5  10.7 

Average 

9 

16.1 

IBM 

3 

Very  low 

CA 

714  833-0294 

10.9  12.6 

Ver^  high 

2 

12.6 

Merck 

3 

Very  low 

669-0333 

OH 

513  723-9300 

7.4  9.0 

m  ■  m 

Very  high 

6 

25.8 

Sysco 

5 

High 

669-0333 

OH 

513  723-9300 

1  1  UJ 

Very  low 

4 

1 4  4 

Apogee  Enterprises 

2 

Average 

409.97AA 

MO 

fll  A  471-'i9n0 

9.5  9.9 

Low 

7 

13.6 

Bergen  Brunswig 

2 

Average 

422-2766 

MO 

816  471-5200 

1  1  1  u 

Very  high 

9 

19.1 

Medco  Containment 

1 

882-8383 

CA 

415  571-6002 

1  M  ■ 

Very  low 

19 

18.4 

Bristol-Myers  Squibb 

4 

792-2473 

Wl 

414  765-3500 

1  1  1  U 

High 

26 

17.5 

Castle  &  Cooke 

1 1 

NY 

212  759-7700 

A  O 

o.y 

1  1  UJ 

1  1  

nign 

1 4 

1 3.8 

IBM 

3 

OH 

fund,  not  rated 

Mill 

Low 

2 

33.8 

Placer  Dome 

18 

472-3389 

CA 

415  965-8300 

II  1  y 

Low 

10 

17.3 

IBM 

1 

922-7771 

NY 

212  779-7979 

9.6  12.0 

High 

14 

15.5 

Philip  Morris 

3 

Average 

225-5267 

MA 

800  225-5267 

7.3 

LLi-y 

Very  high 

1 

19.6 

Schlumberger 

4 

High 

225-5267 

MA 

800  225-5267 

□ZBH 

nign 

55 

21.4 

Compaq  Computer 

5 

Hinh 
nign 

DE 

^09  A5A-('i9nn 

1.6  4.1 

1  1  1  1  1 

Very  high 

2 

18.1 

Medtronic 

4 

Very  high 

847-4200 

NY 

212  363-1 100 

7.2  -0.5 

Average 

0 

29.4 

Placer  Pacific 

3 

Very  high 

847-4200 

NY 

212  363-1  100 

11.9  12.8 

High 

21 

16.4 

Exxon 

4 

Very  low 

874-FUND 

NY 

212  262-3100 

10.7 

Low 

1 

16.8 

Albertsons 

2 

Very  low 

368-2745 

MD 

301  951-4810 

1  1  1  u 

1  1  1  MM 

^ 

14  2 

McCormick 

5 

^Ap  974"; 

MD 

II    1  ■ 

Low 

5 

14.0 

Pacific  Telesis 

2 

421-0180 

CA 

213  486-9200 

10.1  13.7 

Very  low 

17 

12.5 

Philip  Morris 

6 

Low 

848-7734 

OH 

614  464-8638 

10.8 

1    1  ^ 

Very  low 

8 

14.9 

Carter  Hawley  Hale 

2 

High 

321-2322 

OH 

216  781-4440 

7.3 

1   1   1  LJ 

Low 

5 

11.1 

Valero  Energy 

8 

Low 

321-2322 

OH 

216  781-4440 

o.o          \  D.  1 

Very  low 

7 

9  9 

General  Re 

10 

ntgn 

MA 

A 1  7  .4P9  THAn 

12.1  17.7 

Very  high 

1 

18.1 

Microsoft 

9 

Very  high 

345-4048 

MA 

617  578-1333 

12.5  14.9 

Very  high 

1 

17.1 

Philip  Morris 

9 

Low 

345-4048 

MA 

617  578-1333 

9.5  10.5 

Average 

5 

16.9 

FNMA 

2 

High 

572-4462 

MA 

413  784-0100 

Fund  not  rated 

1MB 

High 

18 

15.9 

Illinois  Power 

5 

572-4462 

MA 

413  784-0100 

1  1 

nign 

1 1 
1  1 

1  O.J 

Gillette 

3 

Average 

C7O  ,1ylA9 

4  1  J  /  04-U  1  uu 

II  1  ■ 

Very  low 

1 1 

16.1 

IBM 

1 

248-4472 

NY 

212  736-8990 

1  M  W 

Avtjrage 

4 

17.8 

Bristol-Myers  Squibb 

2 

248-4472 

NY 

212  736-8990 

10.5 

1  1  ^ 

Low 

0 

13.2 

Philip  Morris 

10 

Average 

776-5033 

CA 

213  278-5033 

10.3  12.4 

Average 

15 

12.0 

Ford  Motor 

1 

Low 

248-2828 

MA 

617  426-3750 

/  .  1 

M  ■  1 

1 — 1 — 

Low 

c 
J 

OO  A 

zy.4 

Placer  Dome 

7 

Very  high 

Oy4Q  0Q9Q 
Z40-Z0Z0 

MA 

A 1  7  .40 A  '37«;n 
0  I  /  4ZO-0/ OU 

5.3  8.4 

1  M  1  1 

Very  low 

5 

16.2 

Sonat 

1 

Low 

248-2828 

MA 

617  426-3750 

12.1  11.2 

Very  low 

14 

11.7 

Philip  Morris 

5 

Average 

248-2828 

MA 

617  426-3750 

1  1  1  W 

Low 

1 

15.7 

IBM 

3 

248-2828 

MA 

617  426-3750 

11.2  13.8 

High 

15 

18.5 

Bristol-Myers  Squibb 

2 

Average 

547-1707 

OR 

503  222-3606 

See  pfiges  80-81  for  i 

m  explanation  of  BW  Rating,  Trend  and  otiier  terms 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

%  CHG. 

SALES 

FXPFN^^F 
u /\  r  1. 1 N  o  t. 

1990 

$  MIL. 

1989-90 

CHARGE  (%1 

RATIO  (%) 

TOTAL  RET.  (%) 

YIELD 

OBJEC 

COLUMBIA  SPECIAL 

AVC 

121.6 

27 

No  load 

1.32 

Small  company 

-12.4 

0.1 

26/ 

COMMON  SENSE  GROWTH 

954.5 

23 

8.50 

1.53 

Growth 

-3.4 

1.8 

81/1 

COMMON  SENSE  GROWTH  &  INCOME  & 

400.6 

29 

8.50 

1.37 

Growth/income 

-3.1 

2.6 

42/1 

COMMONWEALTH  BALANCED 

AVG 

41.6 

-1 1 

7.50 

0,99 

Balanced 

0.8 

5.3 

16/ 

COMPASS  CAPITAL  EQUITY-INCOME 

60.5 

112 

4.50 

0.93 

Equity-income 

2.0 

4.2 

2/ 

I 

COMPASS  CAPITAL  GROWTH  A 

100.2 

21 

4.50 

0.90 

Growth 

-3.1 

2.1 

74/1 

t» 

COMPOSITE  BOND  &  STOCK 

AVC 

63.7 

-12 

4.00 

1.18t 

Balanced 

0.1 

5.4 

19/ 

COMPOSITE  GROWTH 

AVG 

60.6 

-16 

4.00 

1.19t 

Growth 

-6.0 

3.5 

120/1 

COMPOSITE  NORTHWEST  50  (k) 

52.4 

138 

4.50 

1.50t 

Growth/income 

-1.1 

0.7 

25/1 

COUNSELLORS  CAPITAL  APPRECIATION 

83.0 

44 

No  load 

1.05 

Growth 

-5.5 

2.1 

112/1 

COUNSELLORS  INTERNATIONAL  EQUITY 

40.3 

107 

No  load 

1.50 

International 

-4.6 

3.5 

11/ 

1. 

COUNTRY  CAPITAL  GROWTH 

AVC 

72.9 

-8 

3.00 

0.84 

Growth 

-4.1 

3.3 

90/1 

COWEN  INCOME  GROWTH 

34.1 

-27 

4.85 

2.04t 

Equity-income 

-8.6 

4.3 

21/ 

DEAN  WITTER  AMERICAN  VALUE 

AVC 

89.2 

-2 

5.00** 

1.66t 

Growth 

-0.9 

1.9 

44/1 

DEAN  WIHER  CAPITAL  GROWTH 

237.5 

NM 

5.00** 

NAt 

Growth 

0.2 

fy 

DEAN  WIHER  DEVELOPING  GROWTH 

o 

<> 

o 

77.6 

-6 

5.00** 

1.94t 

Small  company 

-3.8 

0.0 

13/ 

DEAN  WIHER  DIVIDEND  GROWTH 

AVG 

2785.9 

0 

5.00** 

1.41t 

Growth/income 

-7.2 

3.8 

79/1 

DEAN  WIHER  MANAGED  ASSETS 

215.4 

-25 

5.00** 

1.77t 

Balanced 

-1.0 

5.1 

23/ 

1. 

DEAN  WITTER  NATURAL  RESOURCE  A 

AVG 

147.0 

-4 

5.00** 

1.81t 

Natural  resources 

-8.7 

2.7 

6 

DEAN  WITTER  OPTION  INCOME 

148.7 

-30 

5.00** 

2.06t 

Option 

1.6 

8.8 

3 

DEAN  WinER  STRATEGIST 

181.8 

104 

5.00** 

1.45t 

Asset  allocation 

2.6 

2.3 

3/ 

1. 

DEAN  WITTER  UTILITIES 

1368.9 

21 

5.00** 

1.69t 

Utilities 

-0.3 

5.6 

7/ 

DEAN  WIHER  VALUE-ADDED  MKT.  EQ. 

1 15.1 

-15 

5.00** 

1.70t 

Growth/income 

-1 1.7 

1.9 

94/1 

DEAN  WITTER  WORLD  WIDE  INVESTMENT 

AVC 

268.7 

-16 

5.00** 

2.21 1 

International 

-10.2 

1.6 

30/ 

DELAWARE  DECATUR  1 

AVC 

1575.4 

-17 

8.50 

0.70 

Equity-income 

-12.4 

5.5 

27/ 

DELAWARE  DECATUR  II 

361.4 

8 

4.75 

1.23t 

Equity-income 

-8.3 

3.4 

20/ 

DELAWARE  DELAWARE 

370.8 

-4 

6.75 

0.75 

Balanced 

-0.5 

5.2 

20/ 

DELAWARE  DELCAP  CONCEPT  1 

192.4 

41 

4.75 

1.41t 

Growth 

-3.5 

2.4 

83/1 

DELAWARE  TREND 

63.5 

-20 

4.75 

1.30 

Maximum  growth 

-24.6 

0.7 

31/ 

DODGE  &  COX  BALANCED  A 

82.6 

62 

No  load 

0.70 

Balanced 

0.9 

5.1 

15/ 

DODGE  &  COX  STOCK  J. 

AVG 

173.0 

38 

No  load 

0.65 

Growth/income 

-5.1 

3.5 

62/1 

DR  EQUITY  & 

40.3 

-32 

No  load 

1.30 

Growth/income 

-11.3 

3.7 

92/1 

DREYFUS  A 

2525.4 

0 

No  load 

0.75 

Growth/income 

-3.3 

4.6 

47/1 

DREYFUS  CAPITAL  VALUE 

726.7 

-3 

4.50 

1.46t 

Asset  allocation 

1.3 

7.2 

5/ 

DREYFUS  GROWTH  OPPORTUNITY  A 

AVG 

428.7 

-26 

No  load 

1.00 

Growth 

-6.6 

3.0 

124/1 

DREYFUS  INDEX 

81.3 

53 

No  load 

0.74 

Growth/income 

-3.9 

3.0 

54/1 

DREYFUS  LEVERAGE 

AVG 

422.6 

-12 

4.50 

1.34 

Maximum  growth 

-1.5 

5.2 

5/ 

DREYFUS  NEW  LEADERS 

102.3 

-48 

No  load 

1.37t 

Small  company 

-1 1.9 

1.9 

25/ 

DREYFUS  STRATEGIC  AGGRESSIVE  A 

60.4 

-45 

3.00 

3.06t 

Maximum  growth 

-7.2 

0.0 

21/ 

DREYFUS  STRATEGIC  INVESTING 

106.0 

-4 

4.50 

2.89t 

Growth 

0.7 

1.8 

30/1 

DREYFUS  THSRD  CENTURY  A 

AVC 

199.3 

10 

No  load 

1.05 

Growth 

3.5 

1.8 

16/1 

EATON  VANCE  EQUITY-INCOME 

48.5 

NM 

6.00** 

1.43t 

Equity-income 

-4.8 

5.5 

14/ 

EATON  VANCE  G;?OWTH  A 

AVC 

78.5 

-15 

4.75 

0.96  r 

Growth 

-5.5 

1.0 

113/1 

EATON  VANCE  INVf^STORS 

AVC 

195.2 

-9 

4.75 

0.92t 

Balanced 

1.0 

6.0 

14/ 

EATON  VANCE  SPECIAL  EQUITIES 

o 

50.1 

-6 

4.75 

l.10t 

Growth 

2.5 

0.0 

19/1 

EATON  VANCE  STOCK  A 

AVC 

80.7 

-10 

4.75 

0.96 

Growth/income 

0.6 

4.5 

16/1 

EATON  VANCE  TOTAL  RETURN 

AVC 

487.5 

-9 

4.75 

1.26t 

Growth/income 

0.2 

5.9 

20/1 

ECLIPSE  FINANCIAL  ASSET  EQUITY 

108.1 

-41 

No  load 

1.18 

Small  company 

-13.6 

3.5 

31/ 

EMBLEM  RELATIVE  VALUE  EQUITY 

138.2 

NM 

4.00 

NA 

Growth 

0.7 

2.8 

29/1 

ENTERPRISE  GROWTH 

AVG 

47.1 

-13 

4.75 

1.60t 

Growth 

-2.3 

1.2 

63/1 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  f  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  cvoiloble.  NM  =  Not  meaning  jy^ 
(k)  Formerly  Composite  Northwest  50  Index  Fund. 
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9RIC  RESUITS 


ANN'L  TOTAL  RET.  (7ol 
i    5  YEARS    10  YEARS 


TREND 

BW  10YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER      %  CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


14.4 


8.0  10.8 
■und,  not  rated 


rrrm 


High 
High 
Average 
Average 
Average 


16.7 
17.9 
14.9 
14.3 
11.7 


Telco  Systems 
Wal-Mart  Stores 
IBM 

Bristol-Myers  Squibb 
American  Brands 


High 


Low 


547-1707 
544-5445 
544-5445 
343-2902 
451-8371 


■und,  not  rated 

7.9  11.2 
8.3  11.7 


Average 
Average 
Average 
Very  low 
Average 


6 
1 

14 


13.9 
13.5 
13.6 
16.1 
16.7 


Syntex 
Pfizer 
US  West 
Nike 

Fund  American 


Very  low 
Low 


451-8371 
543-8072 
543-8072 
543-8072 
888-6878 


OH 
WA 
WA 
WA 
NY 


800  451- 
509  353- 
509  353- 
509  353 
212  878 


8371 
3400 
3400 
3400 
0600 


und,  not  rated 

9.5  11.2 

10.4  9.7 
und,  not  rated 


Average 

Low 

Low 
Very  high 

NA 


NA  Telefonio  De  Espana  3  888-6878  NY  212  878-0600 

14.5  IBM  4  Average  IL  309  557-3790 

13.6  Boatmen's  Bancshares  7  221-5616  NY  212  495-6000 
18.8  Philip  Morris  1  Average          869-3863  NY  212  392-2550 

NA  Walgreens  2  869-3863  NY  212  392-2550 


3.5 
11.4 
und,  not  rated 
11.4 

7.1 


High 
Very  low 
Very  high 

Low 
Average 


NA 
NA 


18.6 
14.8 
14.3 
15.8 
14.6 


Waste  Management 

PepsiCo 

Alcoa 

Exxon 

Philip  Morris 


Very  high 
Low 

Average 
Low 


869-3863 
869-3863 
869-3863 
869-3863 
869-3863 


NY 
NY 
NY 
NY 
NY 


212  392 
212  392- 
212  392 
212  392 
212  392 


2550 
2550 
2550 
2550 
2550 


und,  not  rated 
und,  not  rated 

10.7 
9.9 


13.7 


High  23  15.2  Lowe's  2 

Low  1  13.0  General  Public  Utilities  2 

Very  low  -4  14.5  Control  Data  0' 

Average  20  17.4  Carrefour  1 

Average  8  13.8  Sterling  Chemicals  1 


Low 
Average 


869-3863 
869-3863 

869-3863 
869-3863 
523-4640 


NY 
NY 
NY 
NY 
PA 


212  392 
212  392- 
212  392- 
212  392 
215988 


2550 
2550 
2550 
2550 
1333 


9.5  14.2 


6.8 
12.1 


12.0 
13.4 


Average 

High 
Average 
Average 
Very  low 


8 
6 
38 
14 
9 


14.4 
16.0 
16.7 
18.7 
14.8 


IBM 
IBM 
Novell 

Tokos  Medical 
IBM 


Average 

Very  high 
Low 


523-4640 
523-4640 
523-4640 
523-4640 


PA 
PA 
PA 
PA 
CA 


215  988 

215  988- 
215  988- 
215  988 
415  434- 


1333 
1333 
1333 
1333 
0311 


12.7 


14.8 
11.8 


10.4 
16.4 

9.2  7.5 


I — 


Very  low 
High 
High 

Average 
High 


4 
28 
21 
43 
32 


15.0 
14.1 
15.3 
21.2 
17.4 


IBM 

United  Tel.  of  Kan. 
Philip  Morris 
American  Barrick 
Becton  Dickinson 


Average 

Low 
Low 
Low 


356-6454 
645-6561 
645-6561 
645-6561 


CA 
NY 
NY 
NY 
NY 


415  434- 
212  906 
718  895 
718  895- 
718  895- 


0311 
7658 
1206 
1206 
1206 


9.9 
8.8 


11.2 


Average 

High 

High 
Very  high 
Very  high 


0 
-2 
25 
37 
36 


15.1 
15.0 
16.5 
19.7 
16.4 


IBM 
Intel 

Crompton  &  Knowles 

Gillette 

Pfizer 


Low 
High 


242-8671 
645-6561 
645-6561 
648-9048 
645-6561 


NY 
NY 
NY 
NY 
NY 


718  895- 
718  895- 
718  895- 
718  895- 
718  895- 


1396 
1206 
1206 
1347 
1206 


9.9 

10.1 
9.3 
7.2 


8.9 

12.2 
12.4 
9.8 


High 
Very  high 
Average 
Average 

Low 


37 
32 
16 
14 
10 


18.8 
NA 
17.7 
15.9 
17.8 


Astra 

GTE 

Merck 

General  Re 

Circus  Circus  Enter. 


Low 

Average 
Very  low 
High 


645-6561 
225-6265 
225-6265 
225-6265 
225-6265 


NY 
MA 
MA 
MA 
MA 


718  895 
617  482- 
617  482- 
617  482 
617  482 


1206 
8260 
8260 
8260 
8260 


11.7 
10.6 


12.9 


und,  not  rated 

11.2  14.7 


Low 
Low 
High 
Average 
Average 


12 
2 
1 

0 
9 


16.0 
13.2 
13.5 
NA 
19.4 


Exxon 
GTE 

Texas  Instruments 

AMP 

Eli  Lilly 


Low 
Low 


Average 


225-6265 
225-6265 
872-2710 
543-6956 
432-4320 


MA 
MA 
GA 
OH 
GA 


617  482- 
617  482- 
404  631 
800  543- 
404  396 


8260 
8260 
0414 
6956 
8118 


% 

See  pages  80-81  for  an 

explanation  of  BW  Rating/  Trend  ai 

id  other  terms 

DATA:  MORNINGSTAR  INC, 

rUAL  FUND  SCOREBOARD 
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MUTUAL  FUNI 


rVNO 

RATING 

CCEC 

CURRENT  RESULTS 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1990 

RANK  W 

$MIL 

1989-90 

CHARGE  (%) 

RATIO  (%) 

TOTAL  RET  (%) 

YIELD 

OBJEC 

EQUITEC  SIEBEl  TOTAL  RETURN 

AVG 

101.8 

-22 

5.00** 

1.92t 

Growth/income 

-2.3 

3.0 

36/1 

EQUITY  STRATEGIES 

63.9 

23 

No  loadif 

1.10 

Maximum  growth 

22.5 

0.0 

1/ 

EUROPACIFIC  GROWTH 

929.9 

130 

5.75 

1.28t 

International 

-0.1 

2.3 

4/ 

EUROPEAN  EMERGING  COMPANIES 

32.7 

41 

4.50 

2.25t 

International 

-7.7 

0.3 

20/ 

EVERGREEN 

580.1 

-27 

No  load 

1.17 

Small  company 

-11.7 

1.7 

24/ 

EVERGREEN  TOTAL  RETURN 

AVG 

1101.5 

-19 

No  load 

1.22 

Growth/income 

-6.3 

6.5 

72/1 

EVERGREEN  VALUE  TIMING 

36.3 

15 

No  load 

1.55 

Growth/income 

-4.5 

2.7 

59/1 

FBL  GROWTH  COMMON  STOCK 

AVG 

34.5 

-7 

5.00** 

1.53t 

Growth 

5.2 

5.7 

6/1 

FEDERATED  STOCK 

351.2 

-31 

No  load 

0.95 

Growth/income 

-5.0 

3.6 

61/1 

FEDERATED  STOCK  &  BOND  & 

82.5 

-6 

No  load 

1.01 

Balanced 

0.2 

6.1 

18/ 

FENIMORE  INTERNATIONAL  EQUITY 

35.2 

-31 

5.00 

2.96t 

International 

-11.9 

0.0 

36/ 

FIDELITY 

AVG 

1065.9 

-2 

No  load 

0.66 

Growth/income 

-5.1 

4.5 

63/1 

FIDELITY  ASSET  MANAGER 

372.0 

24 

No  load 

1.22 

Asset  allocation 

5.4 

6.0 

1/ 

FIDELITY  BALANCED 

293.1 

49 

No  load 

0.97 

Balanced 

-0.5 

6.4 

21/ 

FIDELITY  BLUE  CHIP  GROWTH 

131.4 

104 

3.00 

1.26 

Growth 

3.5 

1.0 

17/1 

FIDELITY  CAPITAL  APPRECIATION 

1414.6 

-37 

3.00 

1.16 

Maximum  growth 

-15.7 

1.2 

28/ 

FIDELITY  CONTRAFUND  A 

332.1 

12 

3.00 

1.09 

Growth 

3.9 

0.5 

12/1 

FIDELITY  DESTINY  1 

AVG 

1690.4 

-4 

8.98 

0.53 

Growth 

-3.2 

1.9 

76/1 

FIDELITY  DESTINY  II 

AVG 

236.0 

32 

8.98 

0.87 

Growth 

-2.5 

1.8 

66/1 

FIDELITY  DISCIPLINED  EQUITY  (1) 

106.8 

-5 

0.50* 

1.28 

Growth 

-0.8 

2.3 

43/1 

r 

FIDELITY  EQUITY-INCOME  & 

AVG 

3925.5 

-22 

2.00 

0.71 

Equity-income 

-14.1 

7.2 

28/ 

FIDELITY  EUROPE 

366.0 

64 

3.00 

1.45 

International 

-4.6 

2.4 

12/ 

FIDELITY  FREEDOM 

AVG 

1317.8 

-12 

No  load 

1.05 

Growth 

-10.2 

0.8 

161/1 

FIDELITY  GROWTH  &  INCOME  A 

1729.5 

13 

2.00 

0.86 

Growth/income 

-6.8 

3.8 

77/1 

FIDELITY  GROWTH  COMPANY 

AVG 

601.7 

101 

3.00 

1.24 

Growth 

3.6 

0.0 

15/1 

FIDELITY  INTL  GROWTH /INCOME 

33.8 

2 

2.00 

1.98 

International 

-3.2 

3.3 

9/ 

FIDELITY  LOW-PRICED  STOCK  (m) 

88.8 

NM 

1.50* 

1.92 

Small  company 

-0.1 

1.4 

7/ 

FIDELITY  MAGELLAN  A 

12325.7 

-3 

3.00 

1.03 

Growth 

-4.5 

1.5 

99/1 

FIDELITY  OTC  A 

AVG 

618.7 

-18 

3.00 

1.35 

Small  company 

-4.8 

0.3 

14/ 

FIDELITY  OVERSEAS 

974.9 

-4 

3.00 

1.26 

International 

-6.6 

2.7 

17/ 

FIDELITY  PACIFIC  BASIN 

71.2 

-37 

3.00 

1.59 

International 

-27.2 

1.4 

66/ 

FIDELITY  PURITAN 

4356.7 

-10 

2.00 

0.65 

Balanced 

-6.4 

6.6 

36/ 

FIDELITY  REAL  ESTATE  INVESTMENT 

39.7 

-25 

No  load 

1.39 

Specialty 

-8.7 

6.2 

5 

FIDELITY  SELECT  AMERICAN  GOLD  (n) 

o 

206.6 

-20 

3.75* 

1.85 

Precious  metols 

-17.2 

0.0 

2/ 

FIDELITY  SEL  BIOTECHNOLOGY  |o|  A 

AVG 

223.9 

221 

3.75* 

2.07 

Health  care 

44.4 

0.0 

1 

FIDELITY  SEL.  ENERGY  (p) 

AVG 

96.4 

7 

3.75* 

1.94 

Natural  resources 

-4.5 

0.9 

4 

FIDELITY  SEL  ENERGY  SERVICE  (q) 

82.1 

16 

3.75* 

2.29 

Natural  resources 

1.8 

0.2 

1 

FIDELITY  SEL  ENVIRONMENTAL  |r| 

96.8 

22 

3.75* 

2.25 

Specialty 

-2.5 

0.0 

2 

FIDELITY  SEL  FOOD  &  AGRICULTURE  (s) 

32.1 

40 

3.75* 

2.53 

Specialty 

9.3 

1.1 

1 

FIDELITY  SEL  HEALTH  CARE  (t)  A 

373.2 

68 

3.75* 

1.74 

Health  care 

24.3 

0.3 

3 

FIDELITY  SEL  LEISURE  (u| 

37.1 

-38 

3.75* 

1.96 

Specialty 

-22.3 

1.0 

7 

FIDELITY  SEL  MEDICAL  DELIVERY  (v) 

37.8 

1 

3.75* 

2.16 

Health  care 

16.3 

0.0 

5 

FIDELITY  SEL  PRECIOUS  METAIS  (w| 

o 

189.2 

-25 

3.75* 

1.93 

Precious  metals 

-21.1 

1.3 

7/ 

FIDELITY  SEL  TECHNOLOGY  (x)  A 

96.2 

35 

3.75* 

2.09 

Technology 

10.5 

0.0 

1/ 

FIDELITY  SEL  TELECOMMUNICATIONS  (y) 

# 

55.5 

-52 

3.75* 

1.85 

Utilities 

-16.4 

1.9 

16/ 

FIDELITY  SEL  UTILITIES  (z) 

167.2 

10 

3.75* 

1.67 

Utilities 

0.6 

1.7 

5/ 

FIDELITY  SPECIAL  SITUATIONS  PLYMOUTH 

178.6 

-13 

4.75 

1.59t 

Growth 

-7.1 

4.2 

132/1 

FIDELITY  TREND 

699.7 

-21 

No  load 

0.60 

Growth 

-12.7 

0.6 

175/1 

FIDELITY  U.  S.  EQUITY  INDEX 

566.7 

73 

No  load 

0.28 

Growth/income 

-3.6 

3.5 

51/1 

FIDELITY  UTILITIES  INCOME  A 

215.0 

30 

No  load 

1.02 

Utilities 

1.9 

5.7 

3/ 

*  Includes  reciemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  tn  effect.  X  Not  currently  accepting  new  accounts  or  deposits.  NA  —  Not  available.  NM  =  Not  meaning  r- 
(I)  Redemption  fee  applies  within  90  doys  of  purchase,  (m)  Redemption  fee  applies  within  90  doys  of  purchase,  (n-z)  Redemption  fee  applies  within  30  days  of  purchase. 
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>RIC  RESULTS 


>NN1  TOTAL  RET  1°;) 
5  YEARS    10  YEARS 


TREND 

BW  10-YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TELEPHONE 


TURNOVER 


CASH 


P/E 
RATIO 


LARGEST  HOLDING  

COMPANY  %  ASSETS 


TOLL  FREE 
(800) 


IN-STATE 


7.5 

17.7 
und,  not  rated 
6.5  n.o 


Low 
Very  low 

Low 
Very  low 

Low 


1 

-17 
23 
19 
13 


15.7 
20.7 
NA 
NA 
15.4 


Wilimington  Trust 
Nabors  Industries 
Generale  d'Electricite 
Sixt 
Eli  Lilly 


5 

101  ' 
2 
3 
5 


Low 


Low 


High 


869-8008 

421-0180 
523-2578 
235-0064 


CA 
NY 
CA 
PA 
NY 


415  430-9900 

212  888-6685 

213  486-9200 
215  643-2510 
914  694-2020 


7.0 

5.7 
7.6 
7.7 


14.0 


7.5 


12.9 


High 
Average 
Low 
Low 
Low 


3 
15 
58 

4 
13 


14.4 
15.6 
14.6 
1  1.5 
12.4 


Bristol-Myers  Squibb 
Great  Lakes  Chemical 
Kaman 

Rockwell  International 
Intergraph 


Low 

Low 
High 
Very  low 


235-0064 
235-0064 
247-4170 
245-5000 
245-5000 


NY 
NY 
lA 
PA 
PA 


914  694-2020 
914  694-2020 
515  225-5586 
412  288-1900 
412  288-1900 


11.5  13.5 
jnd,  not  rated 


Average 
Very  high 

High 
Very  high 
Average 


14 
11 
16 
13 


NA 
14.8 
12.1 
1 1.9 
18.1 


Cifra 
IBM 
FNMA 

Health  Core  Prop.  Inv. 
Philip  Morris 


4 

3 
NA 
1 
5 


Average 


874-3863 
544-8888 
544-8888 
544-8888 
544-8888 


NY 
MA 
MA 
MA 
MA 


212  262-3100 
617  523-1919 
617  523-1919 
617  523-1919 
617  523-1919 


14.9 
12.8 
11.9 
jnd,  not  rated 


13.3 
17.6 


Average 
Very  high 
Average 

High 

High 


5 
12 
5 
3 
5 


13.6 
13.4 
11.9 
12.8 
12.6 


DQE 

Prospect  Group 

FNMA 

FNMA 

General  Electric 


Average 

High 
Average 


544-8888 
544-8888 
544-7777 
544-7777 
544-8888 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617  523-1919 
617523-1919 
617523-1919 
617523-1919 


7.6 

11.1 
17.0 
13.6 


14.2 


High 
High 
High 
High 
Very  high 


24 

7 
11 
18 


1 1.5 
NA 
14.5 
13.6 
18.0 


Telefonia  De  Espana 
Unilever 
Philip  Morris 
Dresser  Industries 
Compaq  Computer 


Low 

Average 
Low 
High 


544-8888 
544-8888 
544-8888 
544-8888 
544-8888 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617  523-1919 
617  523-1919 
617523-1919 
617523-1919 


ind,  not  rated 
14.6  21.3 
11.5 
18.8 


I  I  IBJ 


High 

High 
Average 
Very  high 

High 


14 

20 
1  1 
3 
29 


NA 
NA 
14.6 
15.9 
NA 


Teleco  Cavi 
South  Vv'est  Water 
FNMA 
Hamilton  Oil 
Generale  d'Electricite 


2 

NA 
5 
2 
5 


Average 
High 
High 


544-8888 
544-8888 
544-8888 
544-8888 
544-1 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617  523-1919 
617523-1919 
617  523-1919 
617523-1919 


9.6 


8.0 
16.7 


15.0 


High 
Average 
Average 
Average 
Very  high 


10 
4 

16 
0 
0 


NA 

1  1.8 
15.1 
28.7 
31.2 


Singapore  Airlines 
Primerica 

American  Health  Prop. 
American  Barrick 
Genentech 


3 
2 
7 
10 


Very  low 

Very  high 
High 


544-8888 
544-8888 
544-8888 
544-8888 
544-E 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617523-1919 
617  523-1919 
617  523-1919 
617523-1919 


10.4 
4.1 

md,  not  rated 
20.4 
18.5 


Average 

High 
Average 
Very  high 

High 


22.9 
22.9 
23.4 
16.8 
20.9 


Kerr-McGee 
McDermott  Intl. 
Laidlaw 
PepsiCo 
Pfizer 


10 
13 
8 
7 
9 


Average 
Very  high 

Low 
Average 


544-8888 
544-8888 
544-8888 
544-8888 
544-8888 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617  523-1919 
617  523-1919 
617  523-1919 
617523-1919 


9.5 

7.8 
0.5 
17.3 


III"' 


I   I   ■  i 


High 
Very  high 

High 
Very  high 
Very  high 


14.8 
19.4 
27.1 
16.6 
18.3 


PepsiCo 

Notional  Medical 
American  Barrick 
AST  Research 
Ameritech 


3 
6 
10 
5 
6 


High 

Very  high 
Very  high 
Average 


544-8888 
544-8888 
544-8888 
544-8888 
544-8888 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617523-1919 
617  523-1919 
617  523-1919 
617  523-1919 


12.9 


9.2  10.4 
nd,  not  rated 


LiajB 


Average  0  13.4  General  Public  Utilities  5  Low             544-8888  MA  617  523-1919 

High  3  12.3  Entergy  9  522-7297  MA  617  439-6793 

Average  9  15.2  CMS  Energy  6  High            544-8888  MA  617  523-1919 

Very  low  0  15.5  IBM  2  544-8888  MA  617  523-1919 

Average  18  13.3  Central  &  Southwest  3  544-8888  MA  617  523-1919 


structured,  leaving  Nabors  Industries  as  major  holding. 

See  pages  80-81  for  an  explanation  of  BW  Rating,  Trend  and  other  terms 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 
$  MIL. 

%  CHG. 
1989-90 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

1990 

TOTAL  RET.  (%) 

YIELD 

RANKW 
OBJEC 

FIDEIITY  VALUE 

o 

97.9 

-36 

No  load 

1.11 

Growth 

-12.8 

4.9 

176/1 

FIDELITY  WORLDWIDE 

94.4 

NM 

No  load 

2.00 

International 

0.9 

FINANCIAL  DYNAMICS 

o 

o 

57.6 

-39 

No  load 

0.98t 

Maximum  growth 

-6.4 

1.7 

19/ 

FINANCIAL  INDUSTRIAL 

o 

340.3 

-8 

No  load 

0.78t 

Growth 

-1.2 

2.5 

48/1 

FINANCIAL  INDUSTRIAL  INCOME 

♦ 

349.7 

23 

No  load 

0.76t 

Equity-income 

0.9 

4.1 

4/ 

FINANCIAL  STRATEGIC  EUROPEAN 

72.5 

244 

No  load 

1.29 

International 

0.7 

2.4 

3/ 

FINANCIAL  STRATEGIC  GOLD 

42.8 

-21 

No  load 

1.32 

Precious  metals 

-23.2 

0.1 

10/ 

FINANCIAL  STRATEGIC  HEALTH  SCIENCES 

♦ 

160.3 

343 

No  load 

1.12 

Health  core 

25.8 

0.7 

2 

FINANCIAL  STRATEGIC  UTILITIES 

32.9 

-8 

No  load 

1.26 

Utilities 

-10.0 

3.9 

14/ 

FIRST  EAGLE  FUND  OF  AMERICA  (a) 

63.3 

-31 

1.00* 

2.30 

Growth 

-17.6 

2.8 

193/1 

FIRST  INVESTORS  BLUE  CHIP 

40.0 

48 

6.90 

0.02t 

Growth/income 

-3.5 

3.0 

49/1 

FIRST  INVESTORS  GLOBAL  & 

200.0 

10 

6.90 

1.90t 

International 

-12.2 

0.0 

40/ 

FLAG  INVESTORS  EMERGING  GROWTH 

36.3 

-21 

4.50 

1.50t 

Small  company 

-21.1 

0.0 

42/ 

FLAG  INVESTORS  INTERNATIONAL 

44.9 

25 

4.50 

1.50t 

International 

-20.2 

0.0 

61/ 

FLAG  INVESTORS  QUALITY  GROWTH 

41.3 

22 

4.50 

1.25t 

Growth 

3.7 

2.1 

14/1  s 

FLAG  INVESTORS  TELEPHONE  INCOME 

# 

177.9 

10 

4.50 

0.92t 

Utilities 

-7.3 

5.0 

13/ 

FORTRESS  UTILITY  (b|  (c)  k 

46.7 

106 

1.75* 

1.05t 

Utilities 

0.9 

7.2 

4/ 

FOUNDERS  BLUE  CHIP 

AVC 

233.6 

1 

No  load 

0.75t 

Growth/income 

0.4 

2.3 

18/1 

FOUNDERS  FRONTIER 

39.4 

-20 

No  load 

1.32t 

Small  company 

-7.5 

1.4 

18/ 

FOUNDERS  GROWTH  ^ 

AVG 

87.8 

-20 

No  load 

1.25t 

Growth 

-10.6 

1.7 

163/1 

FOUNDERS  SPECIAL  J. 

AVG 

58.0 

-36 

No  load 

1.00 

Maximum  growth 

-10.4 

1.7 

25/ 

FPA  CAPITAL 

66.1 

-13 

6.50 

1.23 

Growth 

-13.8 

1.8 

182/1 

FPA  PARAMOUNT 

# 

206.7 

-5 

6.50t 

0.95 

Growth/income 

1.6 

3.9 

11/1 

FPA  PEREHHIAL 

51.5 

-8 

6.50 

1.13 

Growth/income 

1.0 

5.3 

14/1 

FRAHKLIN  DYNATECH  M. 

o 

36.3 

-4 

4.00 

0.79 

Technology 

3.1 

2.4 

2/ 

FRANKLIN  EQUITY 

o 

o 

352.1 

-14 

4.00 

0.69 

Growth 

-9.1 

2.8 

152/1 

FRANKLIN  GOLD  A 

o 

289.0 

-12 

4.00 

0.75 

Precious  metals 

-19.6 

3.6 

4/ 

FRANKLIN  GROWTH  A 

195.9 

36 

4.00 

0.73 

Growth 

2.0 

2.3 

20/1 

FRANKLIN  INCOME  4 

AVG 

1252.9 

-5 

4.00 

0.55 

Income 

-9.1 

13.1 

9 

FRANKLIN  OPTION 

o 

32.5 

-27 

4.00 

0.74 

Option 

-9.3 

3.2 

9 

FRANKLIN  RISING  DIVIDENDS 

39.9 

-1 

4.00 

1.56t 

Growth/income 

0.5 

3.8 

17/1 

FRANKLIN  UTILITIES  ± 

AVG 

865.0 

16 

4.00 

0.60 

Utilities 

0.1 

7.2 

6/ 

FREEDOM  ENVIRONMENTAL 

51.0 

3 

4.50 

1.78t 

Specialty 

-10.6 

1.3 

6|, 

FREEDOM  GOLD  &  GOVERNMENT 

♦ 

65.3 

-8 

3.00** 

1.90t 

Precious  metals 

0.4 

7.9 

1/ 

FREEDOM  REGIONAL  BANK 

o 

42.2 

-42 

3.00** 

2.13t 

Financial 

-20.6 

3.8 

3 

FT  INTERNATIONAL  A 

AVG 

84.2 

24 

4.50 

1.01 

International 

-11.6 

1.5 

35/ 

FUNDAMENTAL  INVESTORS 

AVG 

823.5 

9 

5.75 

0.70t 

Growth/income 

-6.2 

3.3 

71/1 

G.  T.  AMERICA  GROWTH 

65.6 

576 

4.75 

1.70t 

Growth 

-7.4 

0.0 

138/1 

G.  T.  EUROPE  GROWTH 

# 

1430.9 

281 

4.75 

2.00t 

International 

-14.7 

0.0 

50/ 

G.  T.  GLOBAL  HEALTH  CARE 

175.5 

164 

4.75 

2.39t 

Health  care 

13.1 

1.1 

7t 

G.  T.  INTERNATIOHAL  GROWTH 

343.6 

152 

4.75 

1.90t 

Internationa! 

-14.3 

1.4 

48/ 

G.  T.  JAPAN  GROWTH 

52.0 

10 

4.75 

2.20t 

International 

-28.7 

0.0 

67/ 

G.  T.PACIFIC  GROWTH 

235.0 

38 

4.75 

2,20t 

International 

-1 1.0 

3.0 

32/ 

G.  T.  WORLDWIDE  GROWTH 

85.9 

125 

4.75 

2.0Gt 

International 

-12.5 

0.8 

41/ 

GABELLI  ASSET 

342.7 

-5 

No  load 

1.20t 

Growth 

-5.8 

4.9 

116/1 

GABELLI  GROWTH 

203.0 

83 

No  load 

1.50t 

Growth 

-2.0 

2.4 

59/r 

GABELLI  VALUE 

850.7 

-24 

5.50 

1.59t 

Growth 

-5.6 

6.3 

114/1, 

GATEWAY  ItiDEX  PLUS  (d)  J. 

38.0 

21 

No  load 

1.33 

Option 

10.3 

2.5 

1 

GENERAL  AGGRESSIVE  GROWTH 

AVG 

40.4 

-12 

No  load 

1.18t 

Maximum  growth 

-1.9 

2.0 

7/ 

GINTEL 

o 

79.3 

-16 

No  load 

1.30 

Growth 

-6.7 

0.0 

126/1 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect.  X  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meaninj 
(a)  Redemption  fee  applies  within  2  years  of  purchase,  (b)  Formerly  Federated  Utility  Trust,  (c)  Redemption  fee  applies  within  4  yeors  of  purchase,  (d)  Formerly  Gaiewoy  Option  Index  Fi 
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IQRIC  RESULTS 

ANN'L  TOTAL  RET.  (%) 
S    5  YEARS    10  YEARS 


TREND 

BW  lO  YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TELEPHONE 


TURNOVER 


CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


TOLL  FREE 
(800) 


IN-STATE 


7.7  12.0 
fund,  not  rated 

6.7  9.0 
8.2  9.7 
13.0  15.0 


High 
High 
Very  high 
High 
High 


29 
28 
23 
4 
8 


19.3 
NA 
21.0 
16.9 
16.2 


CBS 

Generale  d'Electricite 

Schulman 

IBM 

Johnson  &  Johnson 


6 
NA 
2 
5 
4 


Average 

High 
High 
Low 


544-8888 
544-8888 
525-8085 
525-8085 
525-8085 


MA 
MA 
CO 
CO 
CO 


617  523 
617  523 
303  779 
303  779 
303  779 


1919 
1919 
1233 
1233 
1233 


3.7 
26.7 


Low 

High 
Very  high 
Very  high 
Average 


4 
12 
14 

2 
28 


NA 
30.5 
26.0 
17.1 

NA 


Smithkline  Beecham 
Crown  Resources 
Johnson  &  Johnson 
Long  Island  Lighting 
Castle  &  Cooke 


2 
9 
5 
4 
13 


Very  high 
Average 


525-8085 
525-8085 
525-8085 
525-8085 
451-3623 


CO 
CO 
CO 
CO 
NY 


303  779 
303  779 
303  779 
303  779 
212  943 


■1233 
■1233 
1233 
■1233 
■9200 


fund,  not  rated 
21.5 


Fund,  not  rated 


Average 

High 
Average 
Average 
Low 


6 
1  1 
21 
1 1 
20 


13.5 
NA 

23.9 
NA 

18.3 


NA 

Motorola 
Centex  Telemgmt 
Swiss  Re  Insurance 
General  Mills 


NA 

2 
5 
2 
3 


Average 


423-4026 
423-4026 
767-3524 
767-3524 
767-3524 


NY 
NY 
MD 
MD 
MD 


212  858- 
212  858- 
301  727- 
301  727- 
301  727 


8000 
8000 
1700 
1700 
1700 


15.9 


12.4  13.3 


11.9 


11.7 


Very  low 
Average 
Average 
Very  high 
Very  high 


7 
6 
1 1 
20 
14 


15.9 
1 1.4 
19.0 
18.6 
19.7 


Southwestern  Bell 
DPL 

Johnson  &  Johnson 
Elan 

National  Medical  Ent. 


13 
3 
4 
3 
4 


Low 


Average 


High 


767-3524 
245-5051 
525-2440 
525-2440 
525-2440 


MD 
PA 

CO 
CO 
CO 


301  727- 
412  288- 
303  394- 
303  394- 
303  394- 


1700 
1900 
4404 
4404 
4404 


12.0  9.6 

9.8  9.5 

13.9  15.7 
10.7 

8.7  10.2 


High  14  21.6  Centex  Telemgmt.  3  High  525-2440  CO  303  394-4404 

Very  low  4  10.0  Greentree  Acceptance  7  Very  high  421-4374  CA  213  277-4900 

High  42  17.1  Beverly  Enterprises  7  Low  421-4374  CA  213  277-4900 

Low  24  13.8  Melville  5  Very  low  421-4374  CA  213  277-4900 

Very  low  20  17.9  Intel  10  High  342-5236  CA  415  570-3000 


9.4 
14.9 
13.5 
6.6 
5.5 


10.8 
5.5 
14.6 
11.2 
8.5 


Average  0  11.9  Apple  Computer  2  High  342-5236  CA  415  570-3000 

Very  low  19  29.3  American  Barrick  9  Very  high  342-5236  CA  415  570-3000 

Very  low  16  17.1  Schering-Plough  3  Low  342-5236  CA  415  570-3000 

Very  low  1  11.4  Pacific  Gas  &  Electric  2  Very  low  342-5236  CA  415  570-3000 

High  12  14.3  CPC  International  5  Low  342-5236  CA  415  570-3000 


10.2  16.1 
und,  not  rated 
8.0 
7.9 


Low 

Very  low 
Low 
High 

Average 


0 
22 
5 
1 

13 


1 1.4 
12.2 
20.0 
30.1 
8.0 


Cincinnati  Financial 
Son  Diego  Gas  &  Elec. 
V^aste  Management 
American  Barrick 
First  of  America  Bonk 


Low 

Very  low 
Average 


342-5236 
342-5236 
225-6258 
225-6258 
225-6258 


CA 
CA 
MA 
MA 
MA 


415  570- 
415  570- 
617  725- 
617  725- 
617  725- 


3000 
3000 
2300 
2300 
2300 


14.4 
12.1 


15.1 


14.9 
und,  not  rated 


I  I  aiij 


High  7  NA  Hong  Kong  Telecomms.  3  Average          245-5051  PA  412  288-1900 

Very  low  19  15.0  IBM  4  Average          421-0180  CA  415  421-9360 

High  21  18.5  Autodesk  4  824-1580  CA  415  392-6181 

Average  9  NA  Schering-Plough  2  Average          824-1580  CA  415  392-6181 

Low  17  22.6  Medtronic  2  824-1580  CA  415  392-6181 


18.3 
27.9 

23.9  15.4 


Average 
High 

Average 
High 

Average 


10 
16 
7 
9 
30 


NA 
NA 
NA 
14.7 
20.2 


Hutchison  Whompoa 
Komatsu 

Hutchison  Whampoa 
Hutchison  Whampoa 
Time  Warner 


Average 

High 
Average 


824-1580 
824-1580 
824-1580 
824-1580 
422-3554 


CA 
CA 
CA 
CA 
NY 


415  392- 
415392 
415392 
415  392^ 
212  490^ 


6181 
6181 
6181 
6181 
3670 


.  jnd,  not  rated 

10.9  10.3 
11.9 
9.1 


Average 
Average 
Average 

High 

Low 


29 
12 
2 
12 
54 


16.2 
21.9 
16.7 
17.1 
12.5 


Colgate-Palmolive 
Paramount  Commun. 
IBM 

Philip  Morris 
Phelps  Dodge 


3 
14 
7 
6 


Very  low 
Average 
High 


422-3554 
422-3554 
354-6339 

242-  8671 

243-  5808 


NY 
NY 
OH 
NY 
CT 


212  490 
212  490^ 
513  248 
718  895 
203  622 


3670 
3670 
2700 
1396 
6400 


rUAL  FUND  SCOREBOARD 
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MUTUAL  F 


rUND 

RATING 

AB  lE^TIlfB 
WJfcWTIVB 

CURRENT  RESULTS 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1990 

RANK  Wl 

$  MIL. 

1989-90 

CHARGE  (%| 

RATIO  1%1 

TOTAL  RET.  (%) 

YIELD 

OBJECT 

GINTEL  ERISA 

AVG 

78.5 

-9 

No  load 

1.40t 

Growth/income 

-5.1 

0.0 

64/1 

GIT  SPECIAL  GROWTH 

o 

37.4 

13 

No  load 

1.47 

Small  company 

-15.9 

2.2 

36/ 

GMO  CORE  PELICAN 

66.6 

-18 

No  load 

1.10 

Growth 

-11.3 

2.9 

169/1 

GRADISON  ESTABLISHED  GROWTH 

Ave 

131.5 

2 

No  load 

1.40t 

Growth 

-8.1 

2.8 

144/V 

GROWTH  FUND  OF  AMERICA  4. 

AVG 

2060.6 

14 

5.75 

0.82t 

Growth 

-4.1 

2.5 

91/1' 

GROWTH  FUND  OF  WASHINGTON 

o 

o 

37.7 

-35 

5.00 

1.66t 

Growth 

-18.5 

2.4 

195/1 

GROWTH  INDUSTRY  SHARES 

Ave 

62.9 

-7 

No  load 

0.87 

Growth 

-2.0 

1.7 

61/1 

GUARDIAN  PARK  AVENUE  J. 

Ave 

216.5 

-5 

4.50 

0.69 

Growth 

-12.3 

3.9 

174/1 

GUARDIAN  STOCK 

#■ 

248.3 

-8 

No  load 

0.57 

Growth 

-11. 9 

3.9 

172/1 

HANCOCK  GLOBAL 

79.3 

-29 

4.50 

2.17t 

International 

-13.1 

1.4 

45/  . 

HANCOCK  GROWTH 

102.4 

-2 

4.50 

1.46t 

Growth 

-8.6 

1.2 

149/1 

HARBOR  CAPITAL  APPRECIATION  (e)  A 

62.1 

1 

No  load 

0.88 

Growth 

-1.8 

1.2 

55/1 

HARBOR  GROWTH 

142.8 

-1 

No  load 

0.94 

Growth 

-6.7 

0.7 

125/1 

HARBOR  INTERHATIOHAL 

61.6 

76 

No  load 

1.40 

International 

-9.8 

2.3 

27/ 

HELMSMAN  DISCIPLINED  EQUITY 

60.9 

15 

No  load 

0.34t 

Growth/income 

-14.5 

4.6 

98/1 ; 

HELMSMAH  GROWTH  EQUITY  A 

34.9 

38 

No  load 

0.39t 

Growth 

1.4 

2.0 

22/1  « 

HELMSMAN  INCOME  EQUITY 

48.5 

61 

No  load 

0.48t 

Equity-income 

-3.1 

5.0 

12/ 

HERITAGE  CAPITAL  APPRECIATION 

58.6 

-9 

4.00 

1.96t 

Growth 

-12.9 

3.0 

177/V 

HIGHMARK  INCOME-EQUITY 

37.0 

0 

No  load 

1.13 

Equity-income 

-9.6 

6.3 

23/  » 

lAI  INTERNATIONAL  & 

32.4 

12 

No  load 

1.90 

International 

-13.1 

0.0 

44/  _ 

lAI  REGIONAL 

210.9 

74 

No  load 

1.00 

Growth 

-0.3 

1.8 

38/ T 

lAI  STOCK  J. 

AVC 

77.5 

5 

No  load 

1.00 

Growth/income 

-6.7 

2.1 

76/11 

IDEX 

♦ 

104.9 

23 

8.50 

1.39 

Growth 

-0.9 

1.1 

45/1' 

IDEX3 

143.8 

32 

8.501 

1.37 

Growth 

-1.9 

1.5 

56/ V 

IDEX  II 

79.1 

-6 

8.50t 

1.35 

Growth 

-0.6 

1.4 

40/V  _ 

IDS  BLUE  CHIP  ADVANTAGE 

33.3 

NM 

5.00 

0.95 

Growth/income 

1.9 

n 

IDS  DISCOVERY 

149.7 

-5 

5.00 

1.12 

Small  company 

0.0 

1.4 

6/ 

IDS  EQUITY  PLUS 

AVC 

355.2 

-1  1 

5.00 

0.63 1 

Growth/income 

-3.2 

3.0 

44/11 

IDS  GROWTH  & 

o 

638.5 

-8 

5.00 

0.90 

Growth 

3.3 

1.5 

18/V 

IDS  INTERNATIONAL 

AVC 

211.6 

-2 

5.00 

1.33t 

International 

-6.2 

1.8 

15/_ 

IDS  MANAGED  RETIREMENT 

727.9 

4 

5.00 

0.91 

Growth/income 

0.1 

3.1 

21/11 

IDS  MUTUAL 

# 

1 595. 1 

-6 

5.00 

0.7  It 

Balanced 

-3.0 

6.4 

30/ 

IDS  NEW  DIMENSIONS 

it 

929.2 

21 

5.00 

0.88 

Growth 

5.4 

2.2 

5/1' 

IDS  PRECIOUS  METALS 

o 

o 

75.1 

-26 

5.00 

1.72 

Precious  metals 

-23.7 

2.3 

12/ 

IDS  PROGRESSIVE 

o 

1 18.2 

-30 

5.00 

0.97 

Growth 

-17.7 

4.2 

194/1'_ 

IDS  STOCK 

# 

1286.0 

-7 

5.00 

0.65t 

Growth/income 

1.7 

4.4 

lO/li 

IDS  STRATEGIC  AGGRESSIVE  EQUITY  A 

287.7 

4 

5.00** 

1.74t 

Maximum  growth 

-0.7 

1.3 

4/ 

IDS  STRATEGIC  EQUITY 

AVC 

321.0 

6 

5.00** 

1.72t 

Growth/income 

-6.0 

3.6 

69/11 

IDS  STRATEGIC  WORLDWIDE  GROWTH  (f| 

38.7 

-23 

5.00** 

2.44t 

International 

-13.5 

0.0 

46/^ 

IDS  UTILITIES  INCOME 

218.0 

52 

5.00 

0.87 

Utilities 

-1.8 

6.8 

INCOME  FUND  OF  AMERICA  J. 

2171.2 

34 

5.75 

0.71 1 

Income 

-3.0 

7.6 

6, 

INTERHATIOHAL  EQUITY 

-ft- 

60.3 

23 

No  load 

1.12 

International 

-1 1.4 

1.5 

34/. 

INTERNATIONAL  SNVESTORS 

o  ^ 

61 1.4 

-35 

8.50 

0.88 

Precious  metals 

-27.0 

2.1 

18/ 

INVESTMENT  com  \4NY  OF  AMERICA 

5922.8 

10 

5.75 

0.55t 

Growth/income 

0.7 

4.0 

15/11 

INVESTMENT  PORYFOLIOS  EQUITY 

AVG 

301.4 

1 

3.00** 

2.36t 

Growth 

-1.7 

0.0 

54/1', 

INVESTMENT  PORT.  TOTAL  RETURN 

515.0 

-6 

3.00** 

2.21t 

Balanced 

0.3 

4.2 

17/ 

INVESTMENT  TRUST  BOSTON  GROWTH 

o 

55.7 

-1 1 

5.75 

l.lSf 

Growth/income 

-4.3 

3.2 

58/11 

INVESTORS  RESEARCH 

AVG 

57.9 

-17 

8.50 

0.85 

Growth 

-1.6 

4.8 

52/1' 

IVY  GROWTH 

AVG 

185.5 

-6 

No  load 

1.31 

Growth 

-3.8 

2.3 

86/1! 

IVY  INTERNATIONAL 

64.6 

11 

No  load 

1.78 

International 

-12.9 

3.0 

43/ 

"  Includes  redemption  fee.  "  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  ^  Not  meaning 
(e)  Formerly  Horbor  U.S.  Equities  Fund,  (f)  Formerly  IDS  Strategy  Fund  Pan  Pacific  Growth. 
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'»RIC  RESULTS 

iNN'L  TOTAL  RET  (%) 
5  YEARS    10  YEARS 


TRgND 

BW  10-YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER 


CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


10.1 
8.3 

und,  not  rated 
11.0 

13.1  13.5 


I   I   ■  I 


Low 
Low 
NA 
Averoge 
Low 


64 
25 
1 

25 
19 


13.7 
13.8 
16.1 
11.4 
17.9 


FNMA 

Stanhome 

IBM 

E  Systems 
FNMA 


Average 
Average 

Average 
Average 


869-5999 
421-0180 


5.6 
10.2 
9.8 
8.7 
8.5 


11,4 
15.1 


Very  low 

Low 
Average 
Average 

High 


9 

16 


12.4 

20,9 
12.0 
11.8 
17.0 


Washington  Post 
Johnson  &  Johnson 
Philip  Morris 
Philip  Morris 
Nestle 


18 
5 
3 
4 
2 


High 
Average 
Average 
Average 
Average 


972-9274 
635-2886 
221-3253 
221-3253 
225-5291 


DC 
IL 
NY 
NY 
MA 


202  842- 
312  346- 
212  598- 
212  598 
617  375- 


5665 
4830 
8259 
8259 
1500 


9.9 


8.9 


ind,  not  rated 


High 
High 
High 
Low 
NA 


11 
2 
1 

9 
10 


17.3 
17.8 
15.7 
NA 
11.3 


Gillette 

Apple  Computer 
Borland  International 
Cifra 
Bemis 


High 


225-5291 
422-1050 
422-1050 
422-1050 
338-4345 


MA 
OH 
OH 
OH 
OH 


617  375- 
419  247 

419  247- 
419  247- 
800  338 


1500 
2477 
2477 
2477 
4345 


I  ind,  not  rated 
7.4 

md,  not  rated 


NA 
Very  low 
Average 

Low 

Low 


12 
7 

36 
5 
9 


NA 
NA 
18.6 
14.8 
NA 


Texaco 
Exxon 

Service  International 
IBM 

Granada 


Average 


338-4345 
338-4345 
421-4184 
433-6884 
927-3863 


OH 
OH 
FL 
OH 
MN 


800  338- 
800  338- 
813  573- 
800  433 
612  371 


4345 
4345 
8143 
6884 
2884 


15.3 
11.4 
16.3 


15.6 
13.2 


High 
Average 

High 
Very  high 

High 


28 
17 
39 
32 
32 


14,6 
15,6 
23,2 
23.3 
22.3 


Minn.  Mining  &  Man. 
Philip  Morris 
Waste  Management 
Waste  Management 
Waste  Management 


Low 
Average 
Average 


927-3863 
927-3863 
237-3055 
237-3055 
237-3055 


MN 
MN 
FL 
FL 
FL 


612371- 
612371- 
813  585- 
813  585- 
813  585- 


2884 
2884 
6565 
6565 
6565 


'nd,  not  rated 
7.1 

11.9  11.8 
12.4  12.4 
14.0 


□EH 


High  22  NA  Royal  Dutch  Petroleum  3  328-8300  MN  612  372-3733 

Average  17  22.6  Cracker  Barrell  3  High  328-8300  MN  612  372-3733 

Average  19  16,4  Sherwin-Williams  3  Average  328-8300  MN  612  372-3733 

Low  18  21,9  Wal-Mart  Stores  9  High  328-8300  MN  612  372-3733 

High  12  16.1  Allianz  4  Average  328-8300  MN  612  372-3733 


14.1 
11.2 
15.6 
11.5 
4.2 


13.2 
15.7 

10.2 


M  ■  I 


Average 
Average 
Average 
Average 
High 


19 

6 
18 

9 
35 


18.2 
11.5 
21.2 
30.4 
16.0 


Philip  Morris 
Hercules 

Wal-Mart  Stores 
American  Barrick 
Occidental  Petroleum 


Average 
Very  low 
Average 
Very  high 
Average 


328-8300 
328-8300 
328-8300 
328-8300 
328-8300 


MN 
MN 
MN 
MN 
MN 


612  372- 
612  372- 
612  372- 
612  372- 
612  372- 


3733 
3733 
3733 
3733 
3733 


13.8 
10.7 
10.8 

nd,  not  rated 


12.6 


Low 
Average 
Average 

High 
Average 


18 
25 
22 
16 
15 


15.8 
22.9 
12,5 
17,8 
12.3 


Philip  Morris 
Wal-Mart  Stores 
Ipaico  Enterprises 
Allianz 
Southern 


Low 
High 
Low 


328-8300 
328-8300 
328-8300 
328-8300 
328-8300 


MN 
MN 
MN 
MN 
MN 


612  372- 
612  372- 
612  372- 
612  372- 
612  372- 


3733 
3733 
3733 
3733 
3733 


9.7 
15.0 

9.2 
13.6 

9.5 


15.2 


4.5 
15.8 


Low 
Average 
Very  low 
Very  low 

High 


17 
9 
-1 
19 


12.8 
NA 
29.8 
14.6 
17.0 


J.  C.  Penney 
Brown  Boveri 
Placer  Dome 
Philip  Morris 
Philip  Morris 


Very  low 
Average 
Very  high 

Low 
Average 


421-0180 
344-8332 
221-2220 
421-0180 
621-1048 


CA 
NY 
NY 
CA 
IL 


415421- 
212841- 

212  687 

213  486- 
312781- 


9360 
3841 
5201 
9200 
1121 


8.5  8.2 
10.8  11.6 
9.7  15.1 


Average 

Low 
Average 
Average 

Low 


9 
5 
63 
16 
5 


16.8 
15.7 
23.6 
16,3 
NA 


Philip  Morris 
IBM 

PepsiCo 

Warner-Lambert 
Cifra 


Average 
Average 
Low 


621-1048 
888-4823 

235-3322 
235-3322 


IL 
MA 
CA 
MA 
MA 


312781- 
617  578- 
213  595- 
617  749- 
617  749- 


1121 
1400 
7711 
1416 
1416 


See  pages  80-81  for  an  explanation  of  BW  Rafin<|«  Trend  and  other  terms 
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M  U  T  U  A  I^-1MI=W= 


FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1990 

RANK\ 

$  Mil. 

1989-90 

CHARGE (%) 

RATIO  1%) 

TOTAL  RET.  (%| 

YIELD 

OBJE 

JANUS 

1156.1 

64 

No  load 

1.02 

Growth 

-0.7 

2.2 

41/ 

JANUS TWENTY 

AVG 

243.9 

260 

No  load 

1.32 

Growth 

0.6 

1.3 

32/ 

JANUS  VENTURE 

m 

276.9 

164 

No  load 

1.16 

Small  company 

-0.4 

0.3 

8 

JAPAN  A 

313.5 

-22 

No  load 

0.53 

Internationol 

-16.4 

1.7 

56 

KAUFMANN 

39.5 

10 

0.20* 

2,36t 

Maximum  growth 

-6.1 

0.0 

18 

KEMPER  BLUE  CHIP  & 

35.5 

28 

4.50 

1.63t 

Growth/income 

2.4 

1.2 

4/ 

KEMPER  GROWTH 

AVG 

348.4 

6 

5.75 

1.01 

Growth 

3.9 

1.8 

13/ 

KEMPER  INTERNATIONAL 

184.5 

-5 

5.75 

1.39 

International 

-7.5 

1.2 

18 

KEMPER  SUMMIT 

-y 

J-L 
\^ 

206.3 

-22 

5.75 

0.91 

Maximum  growth 

-5.2 

1.5 

14 

KEMPER  TECHNOLOGY 

502.8 

-8 

5.75 

0.78 

Technology 

0.4 

2.0 

3 

KFMPER  TOTAL  RETURN  J. 

AVG 

821.4 

-11 

5.75 

1.02 

Balonced 

4.1 

6.1 

6 

KEYSTONE  AMERICA  OMEGA 

AVG 

38.5 

-3 

4.75 

1.84t 

Maximum  growth 

-2.4 

1.9 

9 

KEYSTONE  CUSTODIAN  K-1 

A. 

823.2 

6 

4.00** 

1.99t 

Balanced 

-1.8 

6.3 

26 

KEYSTONE  CUSTODIAN  K-2 

AVG 

281.6 

-16 

4.00** 

1.65t 

Growth 

-7.0 

2.3 

130/ 

KEYSTONE  CUSTODIAN  S-1 

AVG 

162.3 

-12 

4.00** 

2.35t 

Growth/income 

-5.5 

2.4 

68/ 

KEYSTONE  CUSTODIAN  S-3 

o 

214.0 

-15 

4.00** 

1.54t 

Growth 

-8.9 

1.0 

151/ 

KEYSTONE  CUSTODIAN  S-4 

<> 

j-i 

492.5 

-5 

4.00** 

1.40t 

Maximum  growth 

-6.C 

0.0 

17, 

KEYSTONE  INTERNATIONAL 

v 

78.6 

-34 

4.00** 

2.92t 

International 

-23.9 

0.5 

64, 

KEYSTONE  PRECIOUS  METALS 

J-L 

J-L 

152.8 

-30 

4.00** 

2.20t 

Precious  metols 

-26.3 

2.2 

13, 

KIDDER  PEABODY  EQUITY-INCOME 

AVG 

71.7 

21 

4.00 

1.04t 

Equity-income 

2.0 

2.8 

3, 

KLEINWORT  INTERNATIONAL  EQUITY 

71.8 

-12 

No  load 

1.79t 

International 

-14.8 

1.1 

51, 

LEGG  MASON  SPECIAL  INVESTMENT 

"s> 

76.2 

20 

No  load 

2.33t 

Small  company 

0.5 

2.0 

5, 

LEGG  MASON  VALUE  A 

J~L 
\^ 

J-L 

636.2 

-23 

No  load 

1.90t 

Growth 

-17.0 

3.0 

190/ 

LEXINGTON  CORPORATE  LEADERS 

AVG 

85.7 

0 

No  lood 

0.61 

Growth/income 

-4.2 

7.7 

57/ 

LEXINGTON  GLOBAL 

50.7 

-1 1 

No  load 

1.66 

International 

-16.8 

1.2 

58/ 

LEXINGTON  GOLDFUND 

<> 

O 

106.3 

-32 

No  load 

1.30 

Precious  metals 

-20.8 

0.8 

6> 

LEXINGTON  RESEARCH 

AVG 

104.7 

-18 

No  load 

0.98 

Growth/income 

-10.3 

2.1 

89/' 

LIBERTY  UTILITY  (g)  A 

102.1 

118 

4.50 

1.02 

Utilities 

2.0 

7.2 

2/ 1 

LINDNER  (h)  1. 

650.8 

9 

2.00* 

0.62 

Growth 

-1 1.3 

5.3 

168/ 

LINDNER  DIVIDEND  (i) 

149.6 

10 

2.00* 

0.87 

Equity-income 

-6.6 

9.4 

17/ 

LORD  ABBETT  DEVELOPING  GROWTH 

o 

o 

106.1 

-22 

6.75 

1.13t 

Small  company 

-6.4 

0.0 

16/ 

LORD  ABBETT  GLOBAL  EQUITY 

33.0 

19 

6.75 

1.26t 

International 

-12.1 

1.9 

38/1 

LORD  ABBETT  VALUE  APPRECIATION  & 

155.0 

-18 

6.75 

0.94t 

Growth 

-4.6 

3.1 

102/' 

LUTHERAN  BROTHERHOOD 

J-L 
\^ 

289.8 

-1 

5.00 

1.04 

Growth/income 

-2.0 

2.3 

32/' 

MACKENZIE  AMERICAN 

38.2 

-26 

5.75 

1.87 

Growth 

-14.9 

1.3 

183/1 

MACKENZIE  NO.  AMER.  TOTAL  RETURN 

O 

63.5 

-46 

5.75 

1.58 

Balanced 

-8.1 

5.6 

37/ 

MAINSTAY  CAPITAL  APPRECIATION  A 

38.4 

11 

5.00** 

2.50t 

Growth 

4.1 

0.0 

11/1 

MAINSTAY  TOTAL  RETURN 

57.0 

102 

5.00** 

2.40t 

Balanced 

5.1 

2.6 

4/ 

MASS.  CAPITAL  DEVELOPMENT 

J-L 

687.6 

-15 

7.25 

0.77 

Growth 

-4.4 

3.2 

96/1 

MASS.  FINANCIAL  DEVELOPMENT 

206.4 

-15 

7.25 

0.83 

Growth 

-6.1 

3.4 

121/1 

MASS.  FINANCIAL  EMERGING  GROWTH 

O 

o 

o 

169.2 

-20 

7.25 

1.43 

Small  company 

-11.5 

0.0 

22/ 

MASS.  FINANCIAL  SPECIAL 

AVG 

102.7 

-20 

4.75 

1.26t 

Growth 

-1 1.8 

2.5 

171/1 

MASS.  FINANCIAL  TOTAL  RETURN 

♦ 

♦ 

745.5 

12 

4.75 

0.85t 

Balanced 

-2.3 

6.3 

28/ 

MASS.  INVESTORS  GROWTH  STOCK 

\^ 

JT. 

780.8 

-12 

7.25 

0.53 

Growth 

-6.2 

0.6 

122/1 

MASS.  INVESTORS 

AVG 

1265.7 

-11 

7.25 

0.47 

Growth/income 

-0.2 

3.2 

23/1 

MASSMUTUAL  BALANCED 

43.1 

15 

4.50 

1.23t 

Balanced 

1.7 

4.5 

ll/[ 

MASSMUTUAL  VALUE  STOCK 

40.2 

7 

4.50 

1.27t 

Growth/income 

-1.5 

3.4 

27/1 

MATHERS  A. 

it 

# 

299.7 

40 

No  load 

1.01 

Growth 

10.4 

5.5 

1/1 

MERRILL  LYNCH  BASIC  VALUE  A  ± 

AVG 

1295.4 

-18 

6,50 

0.57 

Growth 

-13.1 

5.9 

178/1 

MERRILL  LYNCH  CAPITAL  A 

4^ 

958.1 

12 

6.50 

0.58 

Growth/income 

1.1 

5.5 

13/1 

*  Includes  redemption  fee.  Includes  deferred  sales  charge,  f  12(b)-l  plan  in  effect.  ^  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  ovailable.  NM  =  Not  meoninj 
(g)  Formerly  Progressive  Income  Equity  Fund,  (h)  Redemption  fee  applies  within  60  days  of  purchase,  (i)  Redemption  fee  opplies  within  60  days  of  purchase. 
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tRiC  WESUITS 

NN'L  TOTAL  RET.  1%) 
5  YEARS    10  YEARS 


TREND 

BW  10-YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER      %  CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


14.4 
12.4 
15.9 
21.4 


15.7 


19.0 


Very  high  36  23.5  Glaxo  5  Low 

Very  high  32  21.4  Waste  Monagement  7  Average 

Very  high  50  19.3  Healthcare  Services  4  Low 

Average  15           NA  Amano  3  High 

Very  high  22  20.1  T2  Medical  16 


525-3713 
525-3713 
525-3713 
535-2726 
237-0132 


12.6 
14.6 
8.2 
9.7 


11.8 

10,5 
9.0 


High  10  17.1  Philip  Morris  4  621-1048 

Very  high  0  21.1  Bristol-Myers  Squibb  4  Average  621-1048 

Very  high  9  NA  Dairy  Form  Intl.  3  Low  621-1048 

High  4  18.0  Duty  Free  International  3  High  621-1048 

Low  14  18.8  Bristol-Myers  Squibb  9  High  621-1048 


312781 

312  781 
312  781 
312  781 
312  781 


1121 
1121 
1121 
1121 
1121 


9.3 
12.5 
9.7 
8.7 
10.0 


11.3 
9.4 
12.8 
10.4 
9.7 


High 
Average 

Low 
Average 
Average 


12 
6 
2 
3 
5 


17.2 
19.9 
15.6 
16.3 
15.7 


Philip  Morris 

IBM 

IBM 

IBM 

IBM 


Low 
High 
Very  low 
Average 
Average 


621-1048 
343-2898 
343-2898 
343-2898 
343-2898 


IL 
MA 
MA 
MA 
MA 


312781- 
617  338- 
617  338- 
617  338- 
617  338- 


1121 
3400 
3400 
3400 
3400 


8.6 
5.3 
8.6 
9.1 
10.0 


9.6 
3.1 
9.3 


Average  4  17.9  SLMA  4          High  343-2898  MA  617  338-3400 

Average  5  21.8  Novell  4  Very  high  343-2898  MA  617  338-3400 

Average  10  NA  Royal  Dutch  Petroleum  2          High  343-2898  MA  617  338-3400 

High  17  28.1  American  Barrick  9  Very  high  343-2898  MA  617  338-3400 

Very  high  4  22.3  Philip  Morris  3           Low  NY  212  510-5041 


16.2 
8.9 
4.9 

13.7 


10.3 


14.4 


Average 
Average 
Low 
NA 
High 


4 

19 
31 
5 
12 


NA 
11.3 
11.5 
15.8 
17.7 


Telefonos  de  Mexico 

FNMA 

FNMA 

Procter  &  Gamble 
Racal  Electronics 


Average 
High 
High 
High 


233-9164 
822-5544 
822-5544 
526-0057 
526-0057 


NY 
MD 
MD 
NJ 
NJ 


212  687- 
301  539- 
301  539 
201  845- 
201  845- 


2515 
3400 
3400 
7300 
7300 


10.1  2.0 
8.6  10.9 
jnd,  not  rated 

9.9  16.5 
8.5  17.0 


Low 
Average 
Average 

Low 
Very  low 


3 
7 
8 
14 
13 


31.4 
17.1 
11.6 
11.9 
10.4 


American  Barrick 
CPC  International 
MCI  Communications 
Minorco 
Giant  Group 


Very  high 
Average 

Very  low 
Very  low 


526-0057 
526-0057 
245-5051 


NJ 
NJ 
PA 
MO 
MO 


201  845- 
201  845- 
412  288- 
314  727- 
314  727- 


7300 
7300 
1900 
5305 
5305 


2.3  5.7 
jnd,  not  rated 
8.2 

8.2  13.7 
6.3 


IJ 


Low  12  16.1  St.  Jude  Medical  6  Very  high  874-3733  NY  212  848-1800 

Average  11  19.4  Precision  Castparts  2  874-3733  NY  212  848-1800 

Low  10  17.1  Worthington  Industries  4  Average  874-3733  NY  212  848-1800 

High  13  17.5  Johnson  &  Johnson  3  Average  328-4552  MN  612  339-8091 

Very  low  9  18.6  Champion  International  3  Average  456-5111  PL  407  393-8900 


3.8 


8.0 
9.1 


11.2 
10.5 


■ 


Low 
Very  high 

High 
Average 

High 


0 
19 
13 
21 
21 


13.4 
20.5 

19.9 
15.4 
15.5 


Mobil 

Novell 

Pfizer 

IBM 

Pfizer 


Low 


High 
Average 


456-51 1 1 
522-4202 
522-4202 
225-2606 
225-2606 


PL 
NY 
NY 
MA 
MA 


407  393- 
800  522- 
800  522- 
617  954- 
617  954- 


8900 
4202 
4202 
5000 
5000 


5.3 
10.3 
11.2 

9.8 
13.5 


14.2 
10.3 
12.7 


Average 
High 

Average 
Low 
Low 


14 
23 
14 
4 
13 


24.1 
12.9 
14.3 
20.0 
17.0 


HealthDyne 
Capitol  Cities/ABC 
Philip  Morris 
Waste  Management 
Bristol-Myers  Squibb 


Very  high 
Average 

Low 

High 

Low 


225-2606 
225-2606 
225-2606 
225-2606 
225-2606 


MA 
MA 
MA 
MA 
MA 


617  954- 
617  954- 
617  954- 
617  954- 
617  954- 


5000 
5000 
5000 
5000 
5000 


jnd,  not  rated 

15.0 
9.1 
12.8 


11.9 
13.9 
15.5 


nrrH 


Low  17  14.7  Minn.  Minings.  Man.  3  542-6767  MA  800  542-6767 

Low  22  14.7  Minn.  Mining  &  Man.  4  542-6767  MA  800  542-6767 

Very  high  16  26.6  International  Tech.  5  Very  low         962-3863  IL  708  295-7400 

Very  low  9  12.2.  Royal  Dutch  Petroleum  7  Average          637-3863  NJ  609  282-2800 

Average  21  13.7  Royal  Dutch  Petroleum  3  Very  low         637-3863  NJ  609  282-2800 


See  pases  80-8 1  for  an  explanation  el  BW  Rating,  Trend  and  ether  terms 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

) 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1990 

RANK  Vv  ' 

$  MIL 

1989-90 

CHARGE  (%) 

RATIO  (%) 

TOTAL  RET  (%) 

YIELD 

OBJEC  : 

MERRILL  LYNCH  DEV.  CAPITAL  MKT.  (i) 

94.1 

45 

6.00* 

1.71 

International 

-5.3 

7.1 

14/  ' 

MERRILL  LYNCH  EUROFUND  B 

495.0 

87 

4.00** 

2.20t 

International 

-3.3 

1.2 

10/ 

MERRILL  LYNCH  FUND  FOR  TOMORROW  B 

■TV 

437.7 

-26 

4.00** 

1.93t  " 

Growth 

-8.0 

1.5 

142/1 

MERRILL  LYNCH  GLOBAL  ALLOCATION  B 

115.1 

-6 

4,00** 

2.40t 

International 

0.9 

7.3 

2/. 

MERRILL  LYNCH  INTERNATIONAL  A 

AVG 

174.9 

-13 

6,50 

1.59 

International 

-9.2 

2.5 

26/ 

MERRILL  LYNCH  NATURAL  RESOURCES  B 

AVG 

361.1 

-24 

4.00** 

1.96t 

Natural  resources 

-1.7 

1.7 

MERRILL  LYNCH  PACIFIC  A 

242.1 

-24 

6.50 

1.06 

International 

-8.4 

4.2 

22/ 

MERRILL  LYNCH  PHOENIX  A 

106.0 

-38 

6.50 

1.32 

Growth 

-20.7 

4,1 

196/1 

MERRILL  LYNCH  RETIREMENT  BENEFIT  B 

AVC 

1  144.3 

-32 

4.00** 

1.86t 

Balanced 

-3.3 

5,0 

31/ 

MERRILL  LYNCH  RETIREMENT  EQUITY  B 

492.9 

0 

4.00** 

0,89t 

Growth 

-1.0 

0,0 

47/1 

MERRILL  LYNCH  SPECIAL  VALUE  A 

pi 

PI  PI 

35.7 

-46 

6.50 

1.45 

Small  company 

-27.5 

1.8 

44/ 

MERRILL  LYNCH  STRATEGIC  DIVIDEND  B 

294.2 

-17 

4.00** 

1.89t 

Equity-income 

-7.7 

5.5 

19/ 

METLIFE-STATE  ST.  CAPITAL  APPREC. 

49.3 

16 

4.50 

1.50t 

Maximum  growth 

-13.7 

0.4 

27/ 

METLIFE-STATE  ST.  EQUITY 

32.1 

13 

4.50 

1.50t 

Growth 

-9.5 

1.9 

157/1 

METLIFE-STATE  ST.  EQUITY-INCOME  & 

43.8 

5 

4.50 

1.50t 

Equity-income 

-10.8 

5.6 

25/ 

METLIFE-STATE  ST.  MANAGED  ASSETS 

60.5 

30 

4.50 

1.25t 

Asset  allocation 

-3.2 

6.6 

MFS  LIFETIME  CAPITAL  GROWTH 

236.6 

15 

6.00** 

2.43t 

Growth 

-2.0 

1,5 

57/1 

MFS  LIFETIME  EMERGIHG  GROWTH 

76.3 

-10 

6.00** 

2.82t 

Small  company 

-2.5 

0.0 

12/ 

MFS  LIFETIME  GLOBAL  EQUITY 

78.1 

30 

6.00** 

3.05t 

International 

-4.7 

0.3 

13/ 

MFS  LIFETIME  MANAGED  SECTORS 

162.0 

-9 

6.00** 

2.52t 

Growth 

-9.4 

0.2 

154/1 

MFS  LIFETIME  TOTAL  RETURN  (k) 

221.5 

17 

6.00** 

2.27t 

Growth/income 

2.2 

4.8 

6/1 " 

MFS  MANAGED  SECTORS 

100.4 

-21 

4.75 

l.Blt 

Growth 

-13.5 

0,4 

180/1 

MONITOR  GROWTH 

36.4 

NM 

No  load 

NAf 

Growth 

0.2 

2,5 

35/1, 

MONITOR  INCOME-EQUITY 

45.5 

NM 

No  load 

0,92t 

Equity-income 

-8.9 

5,0 

22/. 

MSB 

42.1 

-19 

No  load 

1.36 

Growth 

-7.3 

2,5 

137/1 

MUTUAL  BEACON 

387.5 

-5 

No  load 

0.80 

Growth 

-8.2 

5,1 

145/r 

MUTUAL  BENEFIT 

♦ 

34.0 

.    -5  ■ 

4.75 

1.45 

Growth 

-4.7 

3.4 

103/1 

MUTUAL  OF  OMAHA  GROWTH 

52.3 

7 

4.75 

1.29t 

Growth 

-8.4 

1.0 

146/1 

MUTUAL  OF  OMAHA  INCOME 

■ 

■ 

166.2 

-2 

4.75 

0.94t 

Income 

3.6 

7.8 

MUTUAL  QUALIFIED 

1074.8 

-27 

No  \oa6t 

0.70 

Growth/income 

-10.1 

6.6 

88/1 

MUTUAL  SHARES  X 

2514.1 

-26 

No  loadt 

0.82 

Growth 

-9.8 

5.8 

158/r 

NATIONAL  GLOBAL  ALLOCATION  (1) 

67.2 

-32 

5.75 

1.78t 

Asset  allocation 

-6.2 

3.8 

12/ 

NATIONAL  STOCK 

AVG 

194.5 

-16 

5.75 

1.43t 

Growth/income 

-6.6 

2  5 

75/1 

NATIONAL  TOTAL  INCOME 

m 

222.4 

9 

5.75 

1.44t 

Balanced 

-1.6 

5.6 

25/ 

NATIONAL  TOTAL  RETURN 

AVG 

233.9 

-14 

5.75 

1.39t 

Growth/income 

-6.2 

4.3 

70/1 

NATIONAL  WORLDWIDE  OPPORT.  (m) 

53.7 

-33 

7.25 

1.33 

International 

-22.7 

5.2 

63/" 

NATIONWIDE 

AVG 

493.1 

1 

7.50 

0.63 

Growth/income 

0.3 

2.7 

19/1 

NATIONWIDE  GROWTH 

219.4 

-16 

7.50 

0.68 

Growth 

-7.6 

3.1 

140/1 

NEUBERGER/BERMAN  GUARDIAN 

AVG 

519.9 

-9 

No  load 

0.86 

Growth/income 

-4.7 

2.9 

60/1 

NEUBERGER/BERMAN  MANHATTAN  X 

368.5 

-9 

No  load 

1.10 

Growth 

-8.1 

1.7 

143/1 

NEUBERGER/BERMAN  PARTNERS  & 

AVG 

727.2 

-5 

No  load 

0.91 

Growth 

-5.1 

4.5 

107/r 

NEUBERGER/BERMANSEL.^  ENERGY  X 

AVG 

371.7 

-15 

No  load 

0.92 

Specialty 

-5.9 

2.0 

4 

NEW  ECONOMY 

AVG 

795.9 

-10 

5.75 

0.92t 

Growth 

-10.1 

2.5 

160/1 

NEW  ENGLAND  BALANCED  (n)  A 

N/ 

52.1 

-12 

6.50 

1.58t 

Balanced 

-10.6 

4.5 

40/ 

NEW  ENGLAND  GROWTH  X 

AVG 

614.0 

10 

6.50 

1.23t 

Growth 

5.1 

1.0 

8/1 

NEW  ENGLAND  RETIREMENT  EQUITY 

o 

J — 1 

o 

139,2 

-5 

6.50 

1.31t 

Growth/income 

-13.6 

3.4 

96/r 

NEW  PERSPECTIVE  X 

1569.7 

23 

5.75 

0.82t 

International 

-2.2 

2.8 

7/ 

NEW  YORK  VENTURE  X 

•ft' 

341,9 

11 

4.75 

0.97t 

Growth 

-2.9 

2.0 

71/1 

NICHOLAS  X 

AVG 

1379.7 

0 

No  load 

0.82 

Growth 

-4.8 

2.2 

104/1 

NICHOLAS  II 

AVG 

355,4 

-12 

No  load 

0.71 

Small  company 

-6.2 

1.8 

15/ 

*  Includes  redemption  tee.  **  Includes  deferred  soles  charge,  t  12(b)-l  plan  in  effect.  $  Not  currently  accepting  new  occounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meOftiPl 
(i)  Redemption  fee  opplies  within  1  year  of  purchase.  |k)  Formerly  MFS  Lifetime  Dividends  Plus  Trust.  (1)  Formerly  National  Strategic  Allocation  Fund,  (m)  Formerly  National  Aggressive  Gn 

Fund,  (n)  Formerly  Nev^  England  Equity-Income  Fund. 
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>RIC  RESULTS 

,NN'L  TOTAL  RET  (%) 
5  YEARS    10  YEARS 


TREND 

BW  10-YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TELEPHONE 


TURNOVER      %  CASH 


P/E 
RATIO 


LARGESTHOLDING  

COMPANY  %  ASSETS 


TOLL  FREE 
(800) 


IN-STATE 


und,  not  rated 
9.6 

jnd,  not  rated 
11,4 


Average 
High 
Low 
High 
Low 


16 
5 
9 
12 
24 


NA 
NA 

16.4 
NA 

17.8 


Cifro 

Brown  Boveri 

Colgate-Palmolive 

Nestle 

Boeing 


Average 


Low 


637-3863 
637-3863 
637-3863 
637-3863 
637-3863 


609  282- 
609  282 
609  282 
609  282- 
609  282 


2800 
2800 
2800 
2800 
2800 


12.9 
22.7 
7.3 
7.2 


21.2 


Average 

Low 
Average 

High 

Low 


22 
3 
3 

36 
3 


16.0 
NA 
14.6 
15.1 
16.3 


Norsk  Hydro 
Fuji  Fire  &  Marine 
Beverly  Enterprises 
Bell  Atlantic 
US  Healthcare 


8 
10 
4 
1 

13 


Average 
High 
Low 

Very  low 


637-3863 
637-3863 
637-3863 
637-3863 
637-3863 


609  282- 
609  282- 
609  282- 
609  282- 
609  282- 


2800 
2800 
2800 
2800 
2800 


-6.7 


1.2 


lU 
lU 


Average 

Low 
Very  high 
Average 

High 


9 
15 
24 

1 


15.5 
14.1 
17.5 
17.0 
15.5 


Multibank  Financial 
BAT  Industries 
Baker  Hughes 
MCI 

Walt  Disney 


Very  high 


637-3863 
637-3863 
882-0052 
882-0052 
882-0052 


NJ 
NJ 
MA 
MA 
MA 


609  282 
609  282- 
617  348- 
617  348 
617  348- 


2800 
2800 
2000 
2000 
2000 


jnd,  not  rated 


■ 
■ 


Average  16  18.2  Debeers  Cons.  Mines  2 

Average  23  14.3  Philip  Morris  3 

High  7  22.1  ComuCorp  10 

Very  high  35  13.7  Royal  Dutch  Petroleum  3 

High  19  18.6  Tele-Communications  6 


882-0052 
225-2606 
225-2606 
225-2606 
225-2606 


MA 
MA 
MA 
MA 
MA 


617  348- 
617  954- 
617  954- 
617  954- 
617  954- 


2000 
5000 
5000 
5000 
5000 


ind,  not  rated 
ind,  not  rated 
9.8  12.7 


High 
Average 
NA 
Low 
Low 


15 
17 
NA 
NA 
14 


14.3 
19.7 
NA 
NA 
16.8 


Philip  Morris 
Philip  Morris 
NA 
NA 

Great  Lakes  Chemical 


2 
6 
NA 
NA 
6 


225-2606 
225-2606 
533-0294 
533-0294 


High 


MA 
MA 
OH 
OH 
NY 


617  954- 
617  954 
614  463- 
614  463- 
212551- 


5000 
5000 
4920 
4920 
1920 


12.6 
13.1 
11.0 
9.5 
11.1 


10.3 
15.5 
10.4 
11.7 
16.5 


Average 

Low 
Average 
Average 
Average 


34 
16 
12 
10 
32 


16.4 
12.7 
16.1 
16.3 
14.6 


Thorn-EMI 
Gillette 

Sci-Med  Life  Systems 

Corning 

Thorn-EMI 


Very  low 
Low 
High 
Very  low 
Very  low 


553-3014 
333-4726 
228-9596 
228-9596 
553-3014 


NJ 
Rl 
NE 
NE 
NJ 


201  912- 

401  751- 

402  397- 
402  397- 
201  912 


2100 
8600 
8555 
8555 
2100 


11.0 

9.6 
11.7 
9.5 


15.2 

10.8 
15.0 
12.6 


Average 
Average 
Average 

Low 
Average 


33 
23 
7 


14.6 

19.2 
13.6 
16.6 
14.8 


Thorn-EMI 
Pegosus  Gold 
Amoco 
Philip  Morris 
Philip  Morris 


Very  low 

Average 
Very  low 
Low 


553-3014 
356-5535 
356-5535 
356-5535 
356-5535 


NJ 

CT 
CT 
CT 
CT 


201  912- 
203  863- 
203  863- 
203  863- 
203  863 


2100 
5600 
5600 
5600 
5600 


-1.5 

3.7  M-L 

J_l  High 

33 

14.3 

Taunton  Technologies 

3 

Very  high 

356-5535 

CT 

203  863-5600 

13.5 

14.7 

Low 

9 

17.6 

Texaco 

6 

Average 

848-0920 

OH 

614  249-7855 

9.6 

14.5  MB 

WtM  Average 

12 

15.9 

Grand  Metropolitan 

9 

Average 

848-0920 

OH 

614  249-7855 

10.4 

12.9  LM 

Ha  Average 

8 

13.0 

General  Re 

4 

High 

877-9700 

NY 

212  850-8300 

10.4 

13.9 

S  High 

5 

15.4 

IBM 

3 

High 

877-9700 

NY 

212  850-8300 

10.5 
9.5 

10.3 
6.0 

12.9 


14.0 
8.3 

10.5 
16.8 


High 
Average 

Low 
Very  low 
Very  low 


24 
9 

18 
1 
1 


13.8 
16.2 
13.8 
11.6 
22.3 


General  Re 

General  Re 

Colonia  Versicherung 

Raytheon 

LJS  Surgical 


Low 
Average 
Average 
Average 

High 


877-9700 
877-9700 
421-0180 
343-7104 
343-7104 


NY 
NY 
CA 
MA 
MA 


212  850- 

212  850- 

213  486- 
617  267- 
617  267 


8300 
8300 
9200 
6600 
6600 


7.5 
14.4 
13.8 
9.2 
9.0 


12.1 
15.0 
15.5 
14.9 


Very  low 

Low 
Average 

Low 

Low 


11.0 
16.1 
15.1 
13.0 
13.9 


Smithkline  Beecham 
Philip  Morris 
American  Intl.  Group 
Philip  Morris 
Chambers  Develop. 


High 

Low 
Average 

Low 
Average 


343-7104 
421-0180 
279-0279 


MA 
CA 

NM 
Wl 
Wl 


617  267- 
213  486- 
505  983- 
414  272- 
414  272- 


6600 
9200 
4335 
6133 
6133 
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MUTUAL  FU^ 


FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 
$  MIL. 

%  CHG. 
1989-90 

SALES 
CHARGE  (°'o) 

EXPENSE 
RATIO  1%) 

1990 

TOTAL  RET.  (%) 

YIELD 

RANK \ - 
OBJE' 

NICHOLAS  LIMITED  EDITION 

70.9 

31 

No  load 

1.07 

Small  company 

-1.7 

1.0 

10 

NOMURA  PACIFIC  BASIN 

48.9 

-31 

No  load 

1.45 

hternationol 

-15.5 

2.8 

52 

NORTH  AMERICAN  MOD.  ASSET  ALLOC. 

35.9 

-22 

4.75 

2.59t 

Asset  allocation 

-8.8 

3.9 

15 

OLYMPIC  EQUITY-INCOME 

51.4 

-10 

No  load 

1.00 

Equity-income 

-18.1 

5.4 

29 

OPPENHEIMER  A 

NX 

178.1 

-14 

8.50 

1.10 

Growth 

-4.5 

2.5 

97/ 

OPPENHEIMER  ASSET  ALLOCATION 

83.1 

2 

4.75 

1.36t 

Asset  allocation 

0.9 

5.0 

6 

OPPENHEIMER  DIRECTORS 

<✓ 

n. 

NX 

114.7 

-17 

8.50 

1.32 

Growth 

-5.4 

3.1 

110/ 

OPPENHEIMER  DISCOVERY  (o) 

54.2 

^2 

4.75 

1.651 

Small  company 

-15.1 

1 .0 

33 

OPPENHEIMER  EQUITY-IHCOME 

1266.4 

6 

8.50 

0.78 

Equity-income 

-1.4 

5.6 

8 

OPPENHEIMER  GLOBAL 

■ 

805.0 

42 

8.50 

1.89 

International 

-0.7 

0.3 

5 

OPPENHEIMER  GOLD  &  SPEC.  MINERALS 

AVG 

156.4 

-5 

8.50 

1.42 

Precious  metals 

-26.8 

0.4 

17 

OPPENHEIMER  PREMIUM  INCOME 

AVG 

196.4 

-26 

8.50 

1.01 

Option 

-7.7 

2.1 

OPPENHEIMER  REGENCY 

/\ 

NX 

NX 

107.5 

-16 

8.50 

1.27 

Maximum  growth 

-6.4 

1 .8 

20 

OPPENHEIMER  SPECIAL 

NX 

484.2 

-12 

8.50 

0.93 

Growth 

-2.5 

3.0 

67/ 

OPPENHEIMER  TARGET 

NX 

NX 

52.7 

-20 

4.75 

1.33 

Maximum  growth 

-2. 1 

2.3 

8 

OPPENHEIMER  TIME 

AVG 

290.4 

-14 

8.50 

0.95 

Growth 

-7,1 

3.4 

133/ 

OPPENHEIMER  TOTAL  RETURN 

AVG 

396.4 

2 

4.75 

0.98t 

Growth/income 

-3.9 

3.9 

52/ 

OVER-THE-COUHTER  SECURITIES 

o 

NX 

215.4 

-32 

4.50 

1.441 

Small  company 

-20.5 

0.7 

41 

PACIFIC  HORIZON  AGGRESSIVE  GROWTH  ijftVG 

82.0 

-14 

4.50 

1.51t 

Maximum  growth 

5. 1 

0.0 

2 

PAIHEWEBBER  ASSET  ALLOCATIOH 

406.3 

-32 

5.00** 

1 .841 

Asset  allocation 

2.0 

6.5 

4 

PAINEWEBBER  CLASSIC  ATLAS 

206.4 

0 

4.50 

1.491 

International 

-7.6 

3.2 

19 

PAIHEWEBBER  CLASSIC  EUROPE  GROWTH  A 

152.0 

NM 

4.50 

1.85t 

International 

2.0 

PAINEWEBBER  CLASSIC  GROWTH 

AVG 

71.3 

-6 

4.50 

1.701 

Growth 

—7.7 

0.0 

141/ 

PAINEWEBBER  CLASSIC  GROWTH  &  IHC. 

AVG 

56.4 

-10 

4.50 

1.12t 

Growth/income 

0. 1 

1 .9 

22/ 

PAINEWEBBER  CLASSIC  REGIONAL  FINAN. 

38.4 

NM 

4.50 

1.64t 

Financial 

—  12.3 

3. 1 

PAINEWEBBER  CLASSIC  WORLD 

94.3 

-10 

4.50 

2.04t 

International 

1.1 

5.9 

1 

PAINEWEBBER  MASTER  ENERGY-UTILITY 

56.6 

99 

5.00** 

2.07t 

Specialty 

-4.2 

0.9 

PAINEWEBBER  MASTER  GROWTH 

90.8 

-8 

5.00** 

1.93t 

Growth 

—1 1 .6 

U.J 

170/ 

PARKSTONE  EQUITY 

266.8 

9 

4.50 

1.07 

Growth/income 

-3.3 

3.5 

An  / 

48/ 

PARKSTOHE  HIGH-INCOME  EQUITY 

102.9 

12 

4.50 

1.11 

Equity-income 

0.0 

5.0 

6 

PARKSTONE  SMALL  CAPITALIZATION  VAL. 

87.6 

-7 

4.50 

1.11 

Small  company 

-1.3 

1.0 

9 

PASADENA  GROWTH 

80.6 

120 

5.50 

2.20 

Growth 

-4.6 

0.0 

100/ 

PAX  WORLD  A 

■ 

119.9 

29 

No  load 

i.iot 

Balanced 

10.5 

4.1 

1 

PENN  SQUARE  MUTUAL 

AVG 

189.8 

-1 1 

4.75 

0.93t 

Growth/income 

-5.2 

4. 1 

65/ 

PENNSYLVANIA  MUTUAL  (p)  A 

AVG 

548.4 

0 

1.00* 

0.97 

Small  company 

-1 1.5 

2.7 

23 

PERMANENT  PORTFOLIO 

AVG 

80.7 

-17 

No  load 

1.17t 

Balanced 

-3.9 

3.2 

33 

PHILADELPHIA 

AVG 

89.3 

-7 

No  load 

1.19t 

Growth/income 

-1 1.5 

3.3 

93/ 

PHOENIX  BALANCED 

# 

■ 

509.8 

1 1 

6.90 

0.85 

Balanced 

7.3 

4.7 

2 

PNOEHIX  GROWTH  J. 

■ 

743.5 

4 

6.90 

1.01 

Growth 

6.1 

3.4 

3/ 

PHOEHIX  STOCK  A 

109.9 

-16 

6.90 

1.07 

Maximum  growth 

-5.6 

0.8 

15 

PILGRIM  MAGNACAP 

AVG 

197.2 

-10 

4.75 

1.50t 

Growth 

-3.0 

1.6 

73/ 

PINE  STREET 

AVG 

45.7 

-15 

No  load 

1.21 

Growth/income 

-3.5 

4.3 

50/ 

PIONEER 

o 

1390.0 

-14 

8.50 

0.74 

Growth/income 

-10.5 

3.3 

90/ 

PIONEER  II 

3759.0 

-15 

8.50 

0.75 

Growth/income 

—1 2.0 

3.8 

95/ 

PIONEER  THREE 

NX 

581.0 

-21 

8.50 

0.70 

Small  company 

-1 3.0 

3.3 

29 

PIPER  JAFFRAY  VALUE 

54.5 

36 

4.00 

1.31t 

Growth 

1.2 

1.6 

23/ 

PLYMOUTH  GROWTH  OPPORTUHITIES 

69.5 

76 

4.75 

2.00t 

Growth 

-1.7 

1.1 

53/ 

PLYMOUTH  IHCOME  &  GROWTH 

66.9 

32 

4.75 

1.85t 

Growth/income 

-2.9 

5.3 

40/ 

PNC  CAPITAL  APPRECIATION 

38.2 

NM 

4.50 

0.85t 

Growth 

-2.0 

3.1 

60/ 

PORTICO  EQUITY  INDEX 

39.5 

NM 

No  load 

0.50 

Growth/income 

-3.3 

3.2 

45/ 

*  Includes  redemption  fee.  **  Includes  deferred  soles  chorge.  t  12(b)-l  plan  in  effect.  J  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  ovoilable.  NM  =  Not  meanii 
(o)  Formerly  Oppenheimer  OTC  Fund,  (p)  Redemption  fee  applies  within  1  year  of  purchase. 
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ORIC  RESULTS 

TREND 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

 \  * 

ANN'L  TOTAL  RET.  {%) 

D\A/  1  Cl  VC  A  D 

bW  lU-TtAK 

TURNOVER 

%  CASH 

r/t 

LARGEST  HOLDING 

TOLL  FREE 

iKi  CTATF  \ 
11'*  -  O  1  M  1  C  \ 

S    5  YEARS    10  YEARS 

ANALYSIS 

RATIO 

COMPANY                 %  ASSETS 

(8001 

1  1  1  u 

Low 

10 

13.7 

Intl.  Dairy  Queen 

3 

Wl 

414  272-6133  \ 

23.0 

1  1  ■  1 

Low 

7 

NA 

Sony 

3 

Average 

833-0018 

NY 

212  208-9300 

1  1  1  u 

Average 

0 

14.3 

Philip  Morris 

2 

872-8037 

MA 

617  439-6960 

1  1  1  u 

Average 

3 

10.6 

American  Brands 

7 

346-7301 

CA 

213  623-7833 

4.8  5.5 

1  1  1  u 

Average 

13 

14.3 

Vista  Chemical 

2 

High 

525-7048 

CO 

303  671-3200 

• 

1  1  1  U 

Average 

28 

19.9 

American  Borrick 

2 

525-7048 

CO 

303  671-3200 

6.6  7.9 

Average 

2 

13.7 

Manor  Core 

4 

Average 

525-7048 

CO 

303  671-3200 

1  1  1  u 

Low 

10 

20.4 

Procter  &  Gamble 

2 

525-7048 

CO 

303  671-3200 

11.0  15.4 

Average 

29 

14.4 

Commonwealth  Edison 

2 

Very  low 

525-7048 

CO 

303  671-3200 

18.5  13.3 

Very  low 

5 

NA 

Astro 

3 

Average 

525-7048 

CO 

303  671-3200 

20.2 

Average 

29 

24.0 

American  Barrick 

6 

High 

525-7048 

CO 

303  671-3200 

8.7  10.9 

mu 

Low 

5 

15.2 

FNMA 

7 

Low 

525-7048 

CO 

303  671-3200 

6.8 

High 

13 

18.4 

Amgen 

2 

High 

525-7048 

CO 

303  671-3200 

7.8  8.4 

U  1  u 

Low 

11 

15.4 

Home  Depot 

4 

Average 

525-7048 

CO 

303  671-3200 

6.4 

1  1  1  u 

Average 

15 

15.6 

Nike 

3 

High 

525-7048 

CO 

303  671-3200 

11.9  13.1 

Low 

25 

18.4 

IBM 

2 

Average 

525-7048 

CO 

303  671-3200 

11.8  11.0 

Higfi 

13 

16.5 

Arkia 

2 

Low 

525-7048 

CO 

303  671-3200 

2.0  9.2 

Low 

7 

15.4 

V^oodward  Governor 

2 

High 

523-2578 

PA 

215  643-2510 

14.3 

LLJiJI 

Very  higfi 

0 

29.4 

Genzyme 

4 

High 

332-3863 

NY 

800  332-3863 

1  1  1  U 

Very  low 

32 

14.8 

Burlington  Northern 

1 

647-1568 

NJ 

201  902-7341 

14.5 

1  1  md 

Average 

32 

NA 

Asko  Dept.  Stores 

2 

Low 

647-1568 

NJ 

201  902-7341 

fund,  not  rated 

1  1  1  1  1 

Average 

1 1 

NA 

Petrofina 

3 

647-1568 

NJ 

201  902-7341 

11.2 

1  1  ^ 

Very  low 

8 

19.5 

Chiron 

5 

High 

647-1568 

NJ 

201  902-7341 

9.9 

III" 

Very  low 

4 

13.8 

FNMA 

6 

Low 

647-1568 

NJ 

201  902-7341 

1  1  1  U 

Very  low 

10 

NA 

Republic  New  York 

4 

647-1568 

NJ 

201  902-7341 

fund,  not  rated 



High 

43 

NA 

Waste  Management 

1 

647-1568 

NJ 

201  902-7341 

1  1  1  ■ 

Very  low 

12 

17.2 

Texaco 

5 

647-1568 

NJ 

201  902-7341 

1  1  1  U 

Low 

5 

17.6 

Philip  Morris 

3 

647-1568 

NJ 

201  902-7341 

fund,  not  rated 

1  1  1  1  1 

High 

45 

15.8 

Texaco 

4 

451-8377 

OH 

800  451-8377 

fund,  not  rated 

1  1  1  1  1 

Average 

41 

14.1 

Bristol-Myers  Squibb 

5 

451-8377 

OH 

800  451-8377 

fund,  not  rated 

1  1  1  1  1 

Average 

37 

22.1 

Biomet 

4 

451-8377 

OH 

800  451-8377 

1  1  1  ■ 

Low 

0 

17.9 

Price 

3 

882-2855 

CA 

818  351-4276 

11.4  13.1 

1  M  m 

Low 

10 

16.9 

Procter  &  Gamble 

5 

Very  low 

767-1729 

NH 

603  431-8022 

10.0  12.4 

Average 

13 

16.9 

Glaxo 

3 

Average 

523-8440 

PA 

215  670-1031 

7.7  13.6 

Very  low 

7 

13.4 

Farmer  Brothers 

1 

Low 

221-4268 

NY 

212  355-7311 

5.9 

1  1  L-J  1 

Average 

25 

14.6 

Inco 

1 

Very  low 

531-5142 

TX 

512  453-7558 

8.6  8.4 

1  U  kd 

Average 

8 

14.9 

Tele-Communications 

5 

Average 

749-9933 

FL 

407  395-2155 

12.7  16.5 

Very  high 

5 

17.6 

Philip  Morris 

3 

Very  low 

243-4361 

CT 

203  253-1000 

13.9  17.9 

Very  high 

10 

18.1 

Pfizer 

4 

Low 

243-4361 

CT 

203  253-1000 

9.2  15.2 

Very  high 

6 

19.3 

Amgen 

5 

Average 

243-4361 

CT 

203  253-1000 

10.0  15.1 

Very  low 

6 

15.4 

Intl.  Flavors  &  Frag. 

5 

Average 

334-3444 

CA 

213  551-0833 

8.5  10.6 

1  M  M 

Average 

4 

15.2 

Contel 

7 

Average 

225-8011 

NY 

212  504-4000 

8.8  10.1 

Low 

2 

15.4 

GTE 

3 

Average 

225-6292 

MA 

617  742-7825 

8.4  12.7 

Low 

9 

14.8 

Air  Prod.  &  Chemicals 

2 

Average 

225-6292 

MA 

617  742-7825 

6.8 

1  M  1  1 

Low 

2 

11.9 

Hancock  Fabrics 

2 

High 

225-6292 

MA 

617  742-7825 

1  1  1  ■ 

Average 

1 

15.1 

St.  Jude  Medical 

5 

333-6000 

MN 

612  342-6376 

1  1  1  W 

High 

7 

13.4 

FNMA 

4 

522-7297 

MA 

617  439-6793 

1  1  1  M 

Very  high 

8 

11.3 

Lubrizol 

3 

522-7297 

MA 

617  439-6793 

fund,  not  rated 



High 

21 

15.9 

CPC  International 

5 

441-7762 

DE 

302  791-1111 

fund,  not  rated 

1  1  1  1  1 

Very  low 

1 

16.1 

IBM 

3 

228-1024 

V/l 

414  287  3808 

See  pages  80-81  for  c 

in  explanation  of  BW  Rating,  Trend  am 

other  terms 

DATA: 
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Mutual  Fuwi 


FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1990 

RANK\A 

$  MIL. 

1989-90 

CHARGE  (%) 

RATIO  (%) 

TOTAL  RET  (%) 

YIELD 

OBJEC 

PORTICO  INCOME  &  GROWTH  A 

71.4 

NM 

No  load 

0.75 

Equity-income 

-0.3 

4.5 

7/ 

PORTICO  SPECIAL  GROWTH 

46.5 

NM 

No  load 

0.75 

Growth 

1.0 

1.5 

24/- 

T.  ROWE  PRICE  CAPITAL  APPRECIATION 

141.9 

7 

No  load 

1.25 

Growth 

-1.3 

3.8 

49/- 

T.  ROWE  PRICE  EQUITY-INCOME 

W 

862.1 

-11 

No  load 

1.13 

Equity-income 

-6.8 

5.2 

18/ 

T.  ROWE  PRICE  EUROPEAN  STOCK 

99.4 

NM 

No  load 

1.75 

International 

2.1 

T.  ROWE  PRICE  GKOWTH  &  INCOME 

O 

475.0 

-14 

No  load 

0.97 

Growth/income 

-11.1 

5.0 

91/ 

T.  ROWE  PRICE  GROWTH  STOCK 

AVG 

1396.5 

-8 

No  load 

0.76 

Growth 

-4.3 

2.8 

93/ 

T.  ROWE  PRICE  INTL  DISCOVERY 

136.7 

123 

No  load 

1.50 

International 

-12.8 

1.2 

42> 

T.  ROWE  PRICE  INTERNATIONAL  STOCK 

w 

1030.8 

6 

No  load 

1.09 

International 

-8.9 

1.7 

23> 

T.  ROWE  PRICE  NEW  AMERICA  GROWTH 

<y 

95.7 

-29 

No  load 

1.25 

Growth 

-12.2 

1.2 

173/ 

T.  ROWE  PRICE  NEW  ERA 

AVG 

707.5 

-14 

No  load 

0.83 

Natural  resources 

-8.8 

3.2 

T.  ROWE  PRICE  NEW  HORIZONS 

o 

o  o 

855.7 

-18 

No  load 

0.82 

Small  company 

-9.6 

0.8 

19/ 

T.  ROWE  PRICE  SCIENCE  &  TECHNOLOGY 

61.5 

159 

No  load 

1.25 

Technology 

-1.3 

0.9 

4/ 

PRIMECAP 

<✓ 

304.6 

9 

No  load 

0.74 

Growth 

-2.8 

1.1 

69/- 

PRINCOR  CAPITAL  ACCUMULATION 

1  19.6 

-9 

5.00 

i.iot 

Growth 

-10.6 

3.5 

164/ 

PRINCOR  GROWTH 

o 

o 

32.3 

-2 

5.00 

1.18t 

Growth 

-1.4 

2.0 

50/ 

PROVIDENTMUTUAL  GROWTH  (q|  A 

O 

<> 

115.8 

37 

6.00 

1.48t 

Growth 

-8.7 

0.8 

150/ 

PROVIDENTMUTUAL  INVESTMENT  (r) 

177.4 

59 

6.00 

1.17t 

Growth 

-15.9 

2.3 

187/ 

PROVIDENTMUTUAL  TOTAL  RETURN  (s) 

AVG 

58.9 

3 

6.00 

1.36t 

Balanced 

-10.2 

5.2 

39/ 

PRUDENTIAL-BACHE  EQUITY  B  A 

AVG 

575.1 

-7 

5.00** 

1.62t 

Growth 

-4.3 

2.3 

92/ 

PRUDENTIAL-BACHE  EQUITY-INCOME  B 

127.2 

-18 

5.00** 

2.18t 

Equity-income 

-5.6 

3.1 

16/ 

PRUDENTIAL-BACHE  FLEX.  CONSERV.  B 

144.8 

1 

5.00** 

2.071 

Asset  allocation 

2.9 

3.8 

2/ 

PRUDENTIAL-BACHE  FLEX.  STRATEGY  B  (t) 

173.7 

39 

5.00** 

2.10t 

Asset  allocation 

0.7 

3.3 

8/ 

PRUDENTIAL-BACHE  GLOBAL  B  A 

AVG 

254.4 

-37 

5.00** 

2.31 1 

International 

-16.5 

1.2 

57/ 

PRUDENTIAL-BACHE  GLOBAL  GENESIS  B  A 

34.2 

27 

5.00** 

3.27t 

International 

-17.3 

0.0 

59/ 

PRUDENTIAL-BACHE  GLOBAL  NATL  RES.  B 

37.7 

-26 

5.00** 

3.07t 

Natural  resources 

-15.0 

0.9 

( 

PRUDENTIAL-BACHE  GROWTH  OPPORT.  B 

o 

O 

88.0 

-42 

5.00** 

2.18t 

Small  company 

-12.5 

1.2 

27/ 

PRUDENTIAL-BACHE  OPTION  GROWTH  B 

AVG 

53.7 

-18 

5.00** 

2.15t 

Option 

-2.7 

1.9 

' 

PRUDENTIAL-BACHE  RESEARCH  B 

AVG 

260.3 

-28 

5.00** 

1.70t 

Growth/income 

-10.0 

1.1 

87/' 

PRUDENTIAL-BACHE  UTILITY  B 

# 

2394.7 

4 

5.00** 

1.66t 

Utilities 

-6.5 

4.1 

12/ 

GEORGE  PUTNAM  FUND  OF  BOSTON 

417.9 

-3 

5.75 

0.48t 

Balanced 

-0.9 

5.4 

22/ 

PUTNAM  ENERGY-RESOURCES 

AVG 

118.2 

-6 

5.75 

1.40t 

Natural  resources 

-4.9 

3.2 

PUTNAM  FUND  FOR  GROWTH  &  INCOME  J.  # 

A. 

2117.8 

8 

5.75 

0.72t 

Growth/income 

2.4 

5.3 

5/ 

PUTNAM  GLOBAL  GROWTH  (uj 

AVG 

561.9 

5 

5.75 

1.06t 

International 

-9.8 

2.1 

28/ 

PUTNAM  HEALTH  SCIENCES 

376.1 

28 

5.75 

1.14t 

Health  care 

15.5 

1.4 

( 

PUTNAM  INFORMATION  SCIENCES 

o 

o 

85.6 

-14 

5.75 

1.691 

Technology 

-6.2 

0.6 

7/ 

PUTNAM  INVESTORS 

AVG 

643.2 

-7 

5.75 

0.46t 

Growth 

-2.8 

2.4 

68/ 

PUTNAM  OPTION  INCOME 

o 

667.9 

-27 

6.75 

0.84t 

Option 

-7.3 

3.3 

PUTNAM  OPTION  INCOME  II 

AVG 

737.4 

-33 

6.75 

0.82t 

Option 

-3.0 

3.8 

< 

PUTNAM  OTC  EMERGING  GROWTH 

o 

183.9 

0 

5.75 

1.63t 

Small  company 

-9.8 

0.0 

20, 

PUTNAM  VISTA 

AVG 

237.2 

-1 1 

5.75 

0.93t 

Growth 

-7.0 

2.4 

131/ 

PUTNAM  VOYAGER 

AVG 

751.7 

3 

5.75 

i.oot 

Maximum  growth 

-2.8 

0.9 

11/ 

QUEST  FOR  VALUE 

o 

55.3 

-29 

5.50 

1.83t 

Growth 

-6.9 

0.0 

128/ 

REA-GRAHAM  SALANCED 

AVG 

36.0 

-23 

4.75 

1.60T 

Bolanced 

-5.7 

6.7 

34/ 

REICH  &  TANG  EQUITY 

AVG 

97.1 

-20 

No  load 

1.12t 

Growth 

-5.8 

2.8 

119/ 

RIGHTIME 

AVG 

141.0 

-3 

No  load 

2.55t 

Growth/income 

1.9 

1.9 

7/- 

RIGHTIME  BLUE  CHIP 

133.0 

36 

4.75 

2.31t 

Growth/income 

1.3 

2.1 

12/ 

RIGHTIME  GROWTH 

41.0 

0 

4.75 

2.32t 

Growth 

-13.8 

2.4 

181/ 

ro 

RODNEY  SQUARE  INTERNATIONAL  EQUITY 

54.8 

-21 

5.75 

1.75t 

International 

-14.3 

1.2 

49i 

RODNEY  SQUARE  GROWTH 

40.7 

3 

5.75 

1.74t 

Growth 

-7.1 

1.0 

134/ 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)- 1  plon  in  effect,  t  Not  currently  occepting  new  occounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meonin  ■- 
(q)  Formerly  Sigma  Capital  Shares,  (r)  Formerly  Sigma  Investment  Shares,  (s)  Formerly  Sigma  Trust  Shares,  (t)  Formerly  Pru-Bache  FlexiFund  Aggressively  Mgd.  (u)  Formerly  Putnam  Internal 
Equities  Fund. 
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IRIC  RESULTS  TREND  PORTFOLIO  DATA   RISK  TELEPHONE 


NN'L  TOTAL  RET.  (°i) 

BW  10-YEAR 

TURNOVER 

%  CASH 

P/E 

LARGEST  HOLDING 

TOLL  FREE 

IN-STATE  \ 

5  YEARS    10  YEARS 

ANALYSIS 

RATIO 

COMPANY                 %  ASSETS 

(800) 

1    1    1    1  1 

AveroQC 

18 

NA 

IBM 

4 

228-1024 

Wl 

414  287-3808  \ 

jnd,  not  roted 

Mill 

Average 

25 

23.5 

Surgical  Core  Affiliates 

6 

228-1024 

Wl 

414  287-3808 

1  II  U 

Average 

10 

17.2 

Fund  American 

6 

638-5660 

MD 

301  547-2308 

12.2 

Low 

1 1 

15.4 

IBM 

4 

Low 

638-5660 

MD 

301  547-2308 

md,  not  rated 

1  1  1  1  1 

Low 

10 

NA 

Norsk  Hydro 

2 

638-5660 

MD 

301  547-2308 

6.5 

1   LJ  LJ 

16 

1  4.4 

Philip  Morris 

5 

Average 

638-5660 

MD 

301  547-2308 

10.0  9.4 

Low 

9 

15.4 

General  Electric 

3 

Average 

638-5660 

MD 

301  547-2308 

ind,  not  rated 

1  1   1   1  1 

Average 

0 

NA 

PT  Indocement  Tunggal 

2 

638-5660 

MD 

301  547-2308 

18.3  15.6 

Average 

10 

NA 

Telefonos  de  Mexico 

2 

Average 

638-5660 

MD 

301  547-2308 

8.3 

LU-y 

Average 

7 

16.9 

Equifax 

7 

High 

638-5660 

MD 

301  547-2308 

11.3  9.0 

Very  tow 

18 

14.7 

Mobil 

5 

Average 

638-5660 

MD 

301  547-2308 

3.8  6.2 

Mill 

Average 

13 

17.4 

Medco  Containment 

3 

Very  high 

638-5660 

MD 

301  547-2308 

1  1  1  ■ 

Very  high 

8 

16.8 

Adobe  Systems 

9 

638-5660 

MD 

301  547-2308 

10.4 

1  1  ^ 

Low 

10 

16.6 

Intel 

4 

High 

662-7447 

PA 

215  648-6000 

7.2  13.4 

Low 

4 

14.2 

General  Electric 

4 

Average 

247-4123 

lA 

515  247-6833 

8.9  9.9 

Very  low 

8 

15.8 

United  Healthcare 

5 

High 

247-4123 

lA 

515  247-6833 

4.3  11.9 

Average 

11 

17.7 

Bristol-Myers  Squibb 

3 

High 

441-9490 

DE 

302  456-1010 

9.4  12.4 

Average 

1 

14.4 

Bristol-Myers  Squibb 

6 

Average 

441-9490 

DE 

302  456-1010 

7.5  11.4 

Average 

1 

13.4 

Compaq  Computer 

3 

Low 

441-9490 

DE 

302  456-1010 

11.0 

Average 

7 

14.2 

Seagram 

3 

High 

225-1852 

NY 

800  225-1852 

1  1  1  u 

Average 

6 

15.5 

Illinois  Power 

4 

225-1852 

NY 

800  225-1852 

1  II  u 

High 

15 

15.8 

Seagram 

2 

225-1852 

NY 

800  225-1852 

1  1  1  w 

High 

1 

15.7 

General  Public  Utilities 

1 

225-1852 

NY 

800  225-1852 

10.3 

1  1  ■  1 

Average 

7 

16.4 

Trizec 

1 

Average 

225-1852 

NY 

800  225-1852 

nd,  not  rated 

1  1  1  u 

Average 

2 

14.4 

Malayan  Cement 

1 

225-1852 

NY 

800  225-1852 

1  1  1  u 

Average 

NA 

21.2 

American  Barrick 

3 

225-1852 

NY 

800  225-1852 

5.6  8.5 

Very  low 

11 

14.4 

Learonal 

5 

High 

225-1852 

NY 

800  225-1852 

9.7 

Low 

15 

15.9 

Tenneco 

3 

Low 

225-1852 

NY 

800  225-1852 

9.9 

Average 

10 

15.7 

MCA 

3 

Average 

225-1852 

NY 

800  225-1852 

13.9 

Average 

6 

13.6 

General  Public  Utilities 

5 

Low 

225-1852 

NY 

800  225-1852 

n.l  13.6 

Average 

1 

13.2 

IBM 

3 

Low 

225-1581 

MA 

617  292-1000 

10.4  3.1 

1  1  1  ■ 

Average 

1 

16.9 

Chevron 

4 

Average 

225-1581 

MA 

617  292-1000 

13.4  13.9 

High 

17 

12.0 

IBM 

5 

Low 

225-1581 

MA 

617  292-1000 

12.6  15.4 

Average 

13 

16.2 

Mannesmann  AG 

1 

Average 

225-1581 

MA 

617  292-1000 

17.2 

II  1  iM 

Low 

12 

22.1 

Bristol-Myers  Squibb 

10 

Average 

225-1581 

MA 

617  292-1000 

1 1.2 

High 

1 1 

18.7 

Boeing 

4 

Very  high 

225-1581 

MA 

617  292-1000 

11.0  11.4 

Low 

5 

15.4 

Wal-Mart  Stores 

3 

Average 

225-1581 

MA 

617  292-1000 

6.3  9.3 

High 

0 

13.0 

Columbia  Gas  System 

3 

Average 

225-1581 

MA 

617  292-1000 

6.9 

High 

6 

16.4 

IBM 

4 

Low 

225-1581 

MA 

617  292-1000 

10.9 

Average 

6 

16.5 

Alberto-Culver 

2 

Very  high 

225-1581 

MA 

617  292-1000 

10.9  14.0 

Average 

16 

12.2 

NCR 

3 

Average 

225-1581 

MA 

617  292-1000 

14.3  14.0 

Average 

3 

19.4 

Reuters  Holdings 

4 

High 

225-1581 

MA 

617  292-1000 

8.0  17.5 

■HB 

Average 

21 

1 1.4 

American  Intl.  Group 

5 

Average 

232-3863 

NY 

212  667-7587 

4.5 

LW-U 

High 

55 

6.7 

Amro  Bonk 

2 

Very  low 

433-1998 

CA 

213  208-2282 

10.5 

1  1  ^ 

Low 

27 

15.3 

Corning 

5 

Average 

221-3079 

NY 

2  370-1248 

8.2 

1  1  M  1 

High 

14 

NA 

20th  Century  Select 

8 

Very  low 

242-1421 

PA 

215  887-81 1 1 

1  II  y 

Very  high 

67 

15.7 

IBM 

2 

242-1421 

PA 

215  887-8111 

id,  not  rated 

1  1  1  u 

Very  high 

97 

17.7 

Foster  Wheeler 

2 

242-1421 

PA 

215  887-8111 

1  1  1  u 

Average 

10 

NA 

Genzyme 

3 

225-5084 

MA 

800  225-5084 

1  1  1  w 

Average 

26 

18.3 

Bristol-Myers  Squibb 

2 

225-5084 

MA 

800  225-5084 

See  pages  80-81  for  i 

in  explanation  off  BW  Rating,  Trend  and  other  terms 

DATA:  MORNINGSTAR  INC. 

JAL  FUND  SCOREBOARD 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

%  CHG, 

SALES 

FXPFN^F 

1990 

$  MIL. 

1989-90 

CHARGE  (%) 

RATIO  (%1 

TOTAL  RET,  (%) 

YIELD 

OBJE< 

ROYCE  VALUE 

o 

148.4 

-23 

1,00** 

1.88t 

Small  company 

-13.6 

2.1 

30, 

RUSHMORE  NOVA 

41.0 

NM 

No  load 

1,25 

Maximum  growth 

-9.7 

1.7 

24, 

RUSHMORE  STOCK  MARKET  INDEX  PLUS 

AVG 

69.0 

195 

No  load 

0,95 

Growth/income 

-3.1 

1.1 

41/ 

SAFECO  EQUITY 

AVG 

55.6 

-7 

No  load 

0.97 

Growth/income 

-8.6 

2.1 

82/ 

SAFECO  GROWTH 

o  ^ 

65.4 

-17 

No  load 

1.06 

Growth 

-15.0 

0.6 

184/ 

SAFECO  INCOME  A 

AVG 

174.6 

-23 

No  load 

0.77 

Equity-income 

-10.8 

6.4 

24. 

SALEM  GROWTH 

AVG 

104.6 

10 

4.00 

1.40t 

Growth 

-3.4 

3.3 

82/ 

SALOMON  BROTHERS  CAPITAL  (v)  A 

o  o 

75.8 

6 

5.00 

1.49 

Maximum  growth 

-9.1 

1.9 

23' 

SALOMON  BROTHERS  INVESTORS  (w) 

o 

330.8 

-16 

5.00 

0.63 

Growth/income 

-6.5 

3.7 

74/ 

SALOMON  BROTHERS  OPPORTUNITY  (x) 

o 

87.8 

-23 

No  load 

1.20 

Growth 

-16.0 

0.0 

188/ 

SBSF  GROWTH 

# 

92.0 

-7 

No  load 

1,15 

Growth/income 

-2.7 

3.9 

38/ 

SCI/TECH  HOLDINGS  A 

o 

113.8 

-22 

6.50 

1.77 

Technology 

^.2 

1.0 

8. 

SCUDDER  CAPITAL  GROWTH 

o 

806.2 

-19 

No  load 

0.94 

Growth 

-17.0 

2.3 

191/ 

SCUDDER  DEVELOPMENT  A 

310.4 

10 

No  load 

1.38 

Small  company 

1.5 

0.0 

4, 

SCUDDER  GLOBAL 

237.6 

64 

No  load 

1.76 

International 

-<5.4 

3.5 

16, 

SCUDDER  GROWTH  &  INCOME 

490.8 

0 

No  load 

0,95 

Growth/income 

-2.3 

5.1 

35/ 

SCUDDER  INTERNATIONAL  A 

802.3 

5 

No  load 

1,17 

International 

-8.9 

2.2 

24, 

SECURITY  ACTION 

222.1 

3 

8.50 

0.81 

Growth 

-10.1 

0.8 

159/ 

SECURITY  EQUITY 

AVG 

247.0 

-8 

5.75 

1.08 

Growth 

-5.7 

2.9 

115/ 

SECURITY  INVESTMENT  A 

AVG 

72.0 

-14 

5.75 

1.28 

Equity-income 

-3.0 

7.2 

11, 

SECURITY  ULTRA 

<>  o  o 

37.5 

-35 

5.75 

2.58 

Maximum  growth 

-27.4 

0.0 

32, 

SELECTED  AMERICAN  SHARES 

AVG 

400.6 

1 1 

No  load 

1.35t 

Growth/income 

-3,9 

3,4 

53/ 

SELECTED  SPECIAL  SHARES 

AVG 

50.5 

1 

No  load 

l,41t 

Small  company 

-6,9 

2.1 

17, 

SELIGMAN  CAPITAL 

120.8 

-3 

4.75 

0.92 

Maximum  growth 

1,4 

0.0 

3, 

SELIGMAN  COMMON  STOCK 

AVG 

422.1 

-15 

4.75 

0.66 

Growth/income 

-4,0 

3.6 

55/ 

SELIGMAN  COMMUNICATIONS  &  INFO.  & 

35.3 

-16 

4,75 

1,67 

Technology 

-11,0 

0.0 

10, 

SELIGMAN  GROWTH 

o 

478.1 

-14 

4,75 

0.71 

Growth 

-5.2 

2.1 

109/ 

SELIGMAN  INCOME 

AVG 

127.9 

-20 

4,75 

0,76 

Income 

-8.3 

10.2 

SENTINEL  BALANCED 

AVG 

76.2 

0 

8.50 

0.91 

Balanced 

1.9 

6.3 

8, 

SENTINEL  COMMON  STOCK  J. 

AVG 

550.3 

-8 

8.50 

0.76 

Growth/income 

-2,7 

4.2 

39/ 

SENTINEL  GROWTH 

o 

51.5 

-2 

5,25 

1.20 

Growth 

0.5 

1,3 

33/ 

SENTRY  J. 

AVG 

49.3 

5 

8,00 

0.69 

Growth 

5.2 

2.6 

7/ 

SEQUOIA  ^ 

870.2 

-6 

No  loodj 

1.00 

Growth 

-3.8 

3.2 

87/ 

SHEARSON  AGGRESSIVE  GROWTH  (/) 

91.1 

6 

5,00 

1.17 

Maximum  growth 

-6.0 

0,0 

16, 

SHEARSON  APPRECIATION  (z) 

# 

1103.4 

16 

5,00 

0.83 

Growth 

-0.3 

3.0 

37/ 

SHEARSON  DIRECTIONS  VALUE  (a|  A 

o 

246.9 

-12 

5,00** 

0.90t 

Growth 

-6.8 

1.6 

127/ 

SHEARSON  FUNDAMENTAL  VALUE  (b)  A 

o 

57.4 

-23 

5,00 

1.20 

Growth 

-«.4 

4.2 

147/ 

SHEARSON  GLOBAL  OPPORTUNITY  (c)  A 

o  o 

62.4 

-30 

5.00 

1.70 

International 

-11,3 

1.6 

33, 

SHEARSON  GROWTH  (d) 

AVG 

731,9 

-19 

5.00** 

0.85t 

Growth 

-4,5 

4.2 

98/ 

SHEARSON  GROWTH  &  OPPORTUNITY  (e) 

134.3 

-35 

5.00** 

2.15t 

Growth 

-15.3 

2.9 

185/ 

SHEARSON  INTERNATIONAL  (f)  A 

46.2 

-33 

5,00** 

l,80t 

International 

-10,6 

0.1 

31, 

SHEARSON  MULTIPLE  OPPORTUNITIES  (g) 

154.1 

-38 

3,00** 

2,00t 

Asset  allocation 

-0.1 

0.0 

9, 

SHEARSON  l990'S(h) 

38.8 

NM 

5,00 

l,50t 

Growth 

0.0 

SHEARSON  OPTICN-INCOME  (i) 

AVG 

444.9 

-22 

5,00** 

1.04t 

Option 

2.1 

8.9 

SHEARSON  PRECIOUS  METALS  (j)  A 

o  o 

59.9 

-35 

5.00** 

1.45t 

Precious  metals 

-23.6 

0,3 

11, 

SHEARSON  SECTOR  ANALYSIS  (k) 

153.5 

-44 

5.00** 

1.20t 

Growth 

-7,2 

3.8 

135/ 

SHEARSON  SPECIAL  EQUITIES  (1)  A 

o  o  o 

76.6 

-51 

5,00** 

1.35t 

Small  company 

-24.3 

3,0 

43, 

SHEARSON  STRATEGIC  INVESTORS  (m) 

191.3 

-7 

5,00** 

l,05t 

Asset  allocation 

-2.2 

3.3 

10, 

SHEARSON  TELECOM!^.  GROWTH  (n) 

o 

33.1 

NM 

5,00 

1.20 

Utilities 

-13.5 

1,9 

15, 

SHEARSON  TELECOMMi.  INCOME  (o) 

#  'fr  # 

94.9 

NM 

5.00^ 

0.90 

Utilities 

-1.8 

4.4 

8, 

*  Includes  redemption  fee.   **  Includes  deferred  sales  charge, 
(v-x)  Formerly  Lehman  (v)  Copital  Fund.,  (w)  Investors  Fund,  (x 
Fundamental  Vol.;  (c)  Global  Oppor.  Fd;  (d)  Growth  Portfolio; 

t  I2(b}-1  plan  in  effect,  J  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  —  Not  meonin 
Opportunity  Fund,  (y-o)  Formerly  Sfiearson  Lefiman  Hutton  (y)  Agg,  Growth  Fund;  (z)  Appreciotion  Fd.;  (a)  Basic  Valu€ 
(el  Grtfi/Oppor  Port,;  |f)  IntI  Portfolio;  (g|  Multiple  Oppor.;  (h|  1 990's  Fund;  (i)  Option-Income;  (j|  Precious  Metals;  (k)  S 
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*>RIC  RESULTS 

NN'L  TOTAL  RET.  (%l 
5  YEARS    10  YEARS 


TREND 

BW  10-YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER      %  CASH 


P/E 
RATIO 


LARGEST  HOLDING 


%  ASSETS 


5.8 

jnd,  not  rated 
10.8 

10.8  11.3 
6.2  8.8 


Low 
Very  high 
Very  high 
Average 
Average 


13.3 
17.7 
16.3 
17.1 
13.9 


Farmer  Brothers 
Philip  Morris 
AT&T 
Seagram 

Tech/ Ops  Landouer 


Low 

Average 
Average 
High 


221-4268 
343-3355 
343-3355 
426-6730 
426-6730 


7.4 
11.8 
6.9 
9.5 
6.9 


13.3 

13.2 
12.4 
14.0 


Low 
Very  low 

High 

Low 
Very  low 


1 

10 
16 
8 
15 


12.3 
13.4 
19.0 
14.8 
12.0 


GTE 

Philip  Morris 
Fund  American 
IBM 
Loews 


Low 

Low 
Very  high 
Average 
Average 


426-6730 
326-3241 
221-5350 
221-5350 
221-5350 


V/A 
NC 
NY 
NY 
NY 


206  545 
704  374- 
212  668- 
212  668- 
212  668 


5530 
4343 
8578 
8578 
8578 


9.8 
7.6 
10.8 


13.0 
9.0 


Average 
High 
High 
Average 
Average 


15 
20 
9 
6 
2 


17.9 
16.6 
18.3 
22.0 
16.6 


Smithkline  Beecham 
Texas  Instruments 
Tele-Communications 
US  Surgical 
Monnesmann  AG 


Low 
Average 
High 
High 


422-7273 
637-3863 
225-2470 
225-2470 
225-2470 


NY 
NJ 
MA 
MA 
MA 


212  903 
609  282 
617  439 
617  439 
617  439 


1200 
2800 
4640 
4640 
4640 


11.1 
15.9 

5.7 
12.0 

7.8 


14.7 


10.7 
7.9 


Average 
Average 
Average 

High 
Average 


12 
12 
1 

9 
0 


15.1 
NA 
14.8 
13.7 
16.7 


American  Home  Prod. 

Huntingdon  Intl. 

Sysco 

FNMA 

IBM 


Low 
Average 

High 
Average 

Low 


225-2470 
225-2470 
888-2461 
888-2461 
888-2461 


MA 
MA 
KS 
KS 
KS 


617  439- 
617  439 
913  295- 
913  295- 
913  295- 


4640 
4640 
3127 
3127 
3127 


-3.0 
10.6 
9.1 
9.8 
10.3 


2.2 
14.3 

9.7 
12.3 
13.1 


High 
Average 

High 

Low 
Average 


-3 
4 
4 

10 
4 


15.8 
18.1 
13.8 
22.9 
15.5 


Stanhome 
FHLMC 

Capital  Cities/ABC 
Circus  Circus  Enter. 
Bristol-Myers  Squibb 


Very  high 
Average 
Average 

High 
Average 


888-2461 
553-5533 
553-5533 
221-2450 
221-2450 


KS 
IL 
IL 
NY 
NY 


913  295 
312641 
312  641 
212  488 
212  488 


3127 
7862 
7862 
0200 
0200 


11.3 
10.4 
5.6 
9.9 
1 1.7 


9.5 
11.0 
14.4 
15.5 


I  I  m 


High 

Low 
Average 
Average 
Very  low 


15.4 
18.1 
8.7 
14.9 
14.4 


Novell 
PepsiCo 

New  England  Electric 
IBM 

American  Home  Prod. 


High 
High 
Very  low 
Very  low 
Average 


221-2450 
221-2450 
221-2450 
282-3863 
282-3863 


NY 
NY 
NY 
VT 
VT 


212  488 
212  488 
212  488 
802  229- 
802  229 


0200 
0200 
0200 
3900 
3900 


9.6 
10.6 
10.7 
14.6 
13.4 


12.7 
10.4 
17.7 

14.8 


Low 
Low 
Low 
Low 
Low 


4 

26 
39 
0 
0 


17.9 
17.6 
13.9 
15.0 
16.4 


Atlantic  Richfield 
Philip  Morris 
Capital  Cities/ABC 
Quantum 
IBM 


3 
6 
15 
6 
3 


Average 
Average 
Very  low 

High 

Low 


282-3863 
533-7827 


451-2010 
451-2010 


VT 
Wl 
NY 
NY 
NY 


802  229 
800  533 
212  245 
212  528 
212  528 


3900 
7827 
4500 
2744 
2744 


7.5 
7.1 
6.0 
8.8 


Average 
Average 
Average 
Very  high 
Low 


12.5 
19.2 
15.7 
16.5 
11.2 


Philip  Morris 
Raytheon 
Roche  Holdings 
Philip  Morris 
Chubb 


Average 
Average 
Average 
Average 


451-2010 
451-2010 
451-2010 
451-2010 
451-2010 


NY 
NY 
NY 
NY 
NY 


212  528 
212  528 
212  528- 
212  528- 
212  528 


2744 
2744 
2744 
2744 
2744 


id,  not  rated 
9.6 
9.7 


Average 
Average 
Very  low 
Average 
High 


14 
1 

0 
15 
-5 


NA 
13.6 

NA 
14.1 
25.4 


New  Scotland  Shares 
IBM 

Paramount  Comm. 
Philip  Morris 
American  Borrick 


8 
19 
6 
1 

5 


Low 
Very  high 


451-2010 
451-2010 
451-2010 
451-2010 
451-2010 


NY 
NY 
NY 
NY 
NY 


212  528 
212  528 
212  528 
212  528 
212  528- 


2744 
2744 
2744 
2744 
2744 


-0.7 

9.8 
17.1 


Very  high 
Very  high 
Average 
Very  low 
Very  low 


-31 
36 
0 
0 
1 


16.8 
17.3 
13.5 
NA 
NA 


Vy/aste  Management 
Upjohn 
Philip  Morris 
Century  Telephone 
Bell  Atlantic 


5 
4 
3 
7 
23 


Very  high 

High 
Low 


451-2010 
451-2010 
451-2010 


NY 
NY 
NY 
MA 
MA 


212  528 
212  528 
212  528 
617  573 
617  573 


2744 
-2744 
2744 
9410 
9410 


(I)  Speciol  Equities;  (m)  Strot.  Inv,  Port;  (n)  Telecom  Grth  Fd; 

See  pages 


(o)  Telecom  Inc  Fund. 
80-8I  for  on  explanalien  el  BW  Rating,  Trend  and  other  terms 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1990 

RANK  N 

$  MIL. 

1989-90 

CHARGE (%) 

RATIO  (%| 

TOTAL  RET(%) 

YIELD 

OBJE 

SHEARSON  UTILITIES  (p) 

671.2 

12 

5.00** 

i.oot 

Utilities 

3.3 

6.7 

1 

SIT  "NEW  BEGINNING"  GROWTH 

o 

68.6 

17 

No  load 

1.10 

Small  company 

-2.0 

1.0 

11 

SMALLCAP  WORLD 

610.3 

NM 

5.751 

1.17t 

International 

2.5 

SMITH  BARNEY  EQUITY 

AVG 

72.7 

-10 

5,75 

0.77t 

Growth 

-3.2 

3.0 

77/ 

SMITH  BARNEY  INCOME  &  GROWTH  X 

AVG 

513.6 

-13 

5.75 

0.45 

Growth/income 

-9.8 

6.5 

85/ 

SOGEN  INTERNATIONAL  X 

# 

209.4 

29 

3.75 

1.38t 

International 

-1.3 

4.2 

e 

SOUTHEASTERN  ASSET  MGT.  SMALL-CAP 

47.9 

-8 

No  load 

1.43 

Small  company 

-30.0 

4.1 

4i 

SOUTHEASTERN  ASSET  MGT.  VALUE 

129.6 

-13 

No  load 

1.32 

Growth 

-16.4 

1.4 

189/ 

SOUTHEASTERN  GROWTH 

83.9 

-19 

5.00** 

2.25t 

Growth 

-n.3 

0.6 

166/ 

SOVEREIGH  INVESTORS  X 

83.5 

26 

5.00 

1.07t 

Growth/income 

4.4 

4.7 

2/ 

STATE  BOND  COMMON  STOCK 

AVG 

36.6 

-1 

4.75 

1.19t 

Growth 

0.9 

2.0 

27/ 

STATE  STREET  INVESTMENT 

AVG 

525.5 

-6 

4.50 

0.50 

Growth 

-1.0 

2.8 

46/ 

STEINROE  CAPITAL  OPPORTUNITIES  A 

o 

o 

89.7 

-64 

No  load 

1.14 

Maximum  growth 

-29.1 

1.0 

33 

STEINROE  PRIME  EQUITIES 

46.7 

40 

No  load 

1.08 

Growth/income 

-1.7 

2.6 

30/ 

STEINROE  SPECIAL 

AVG 

388.3 

21 

No  load 

1.02 

Growth 

-5.8 

2.0 

117/ 

STEINROE  STOCK 

AVG 

225.8 

10 

No  load 

0.73 

Growth 

0.9 

2.3 

26/ 

STEINROE  TOTAL  RETURN 

AVG 

128.3 

-10 

No  load 

0.88 

Equity-income 

-1.7 

4.7 

IC 

STRATEGIC  INVESTMENTS 

0 

38.0 

-36 

8.50 

1.62 

Precious  metals 

-43.4 

1.6 

21 

STRONG  DISCOVERY 

56.3 

-3 

2.00 

1.90 

.Maximum  growth 

-2.8 

2.5 

IC 

STRONG  INVESTMENT 

203.6 

-15 

1.00 

1.30 

Balanced 

2.8 

7.9 

7 

STRONG  OPPORTUNITY 

it 

131.9 

-36 

2.00 

1.70 

Growth 

-11.3 

4.6 

167/ 

STRONG  TOTAL  RETURN 

AVG 

646.6 

-39 

1.00 

1.40 

Growth/income 

-7.1 

7.4 

78/ 

SUNAMERICA  CAPITAL  APPRECIATIOH  (q) 

123.5 

-31 

5.00** 

2.51t 

Growth 

-25.2 

0.5 

197/ 

TEMPLETON  FOREIGN 

934.3 

66 

8.50 

0.77 

International 

-3.0 

3.6 

£ 

TEMPLETON  GLOBAL  OPPORTUNITY 

158.9 

NM 

6.25 

1.64t 

International 

3.2 

TEMPLETON  GROWTH  J. 

AVG 

2330.0 

-5 

8.50 

0.67 

International 

-9.1 

3.9 

2t 

TEMPLETON  SMALLER  COS.  GROWTH  (r) 

o 

685.3 

-24 

8.50 

0.96 

International 

-15.7 

2.6 

5^ 

TEMPLETON  WORLD  J. 

3667.5 

-22 

8.50 

0.69 

International 

-15.9 

4.0 

5t 

THOMSON  GLOBAL  B(s) 

35.8 

-34 

5.00** 

2.30t 

International 

-15.5 

0.0 

52 

THOMSON  GROWTH  B  (t) 

# 

343.2 

-1 

5.00** 

1.70t 

Growth 

0.3 

1.2 

34/ 

THOMSON  OPPORTUNITY  B  (u) 

o 

38.9 

-15 

5.00** 

1.90t 

Maximum  growth 

-7.3 

0.0 

2: 

TOWER  CAPITAL  APPRECIATION 

64.5 

26 

4.50 

0.42t 

Growth 

-2.0 

3.3 

58/ 

TRANSAMERICA  GROWTH  &  INCOME 

AVG 

63.6 

-7 

4.75 

1.29t 

Growth/income 

-0.4 

3.7 

24/ 

TRANSAMERICA  TECHNOLOGY 

AVG 

56.8 

-4 

4.75 

1.54t 

Technology 

-6.4 

1.5 

? 

TRUSTEES'  COMMINGLED  INTL.  EQUITY 

# 

703.5 

9 

No  load 

0.46 

International 

-12.2 

3.4 

3? 

TRUSTEES'  COMMINGLED  U.  S.  EQUITY 

AVG 

99.6 

-17 

No  load 

0.52 

Growth/income 

-8.3 

4.7 

81/ 

20THCEHTURY  BALANCED 

74.3 

m 

No  load 

1.00 

Balanced 

1.8 

3.6 

? 

20TH  CENTURY  GROWTH 

AVG 

1914.7 

17 

No  load 

1.00 

Growth 

-3.9  , 

0.7 

88/ 

20TH  CENTURY  HERITAGE 

210.7 

46 

No  load 

1.00 

Growth 

-9.2 

1.6 

153/ 

20TH  CENTURY  SELECT  J. 

AVG 

3196.7 

12 

No  load 

1.00 

Growth 

-0.5 

1.8 

39/ 

20TH  CENTURY  ULTRA 

o 

458.3 

33 

No  load 

1.00 

Small  company 

9.4 

0.0 

1 

20TH  CENTURY  VISTA 

o 

o 

388.7 

33 

No  load 

1.00 

Small  company 

-15.7 

0.0 

3^ 

U.  S.  BOSTON  OROWTH  &  INCOME 

# 

34.1 

-4 

1.00** 

1.85t 

Growth/income 

-1.1 

1.7 

26/ 

U.  S.  TREND 

AVG 

82.3 

-6 

4.75 

0.94 

Growth 

-3.2 

3.0 

78/ 

UMB  STOCK 

AVG 

44.9 

-1 

No  load 

0.88 

Growth 

-2.4 

4.5 

65/ 

UNITED  ACCUMULATIVE 

AVG 

767.7 

-13 

8.50 

0.64 

Growth 

-10.2 

4.7 

162/ 

UNITED  CONTINENTAL  INCOME 

o 

287.7 

-11 

8.50 

0.86 

Balanced 

-6.1 

5.5 

3t 

UNITED  GOLD  &  GOVERNMENT 

o 

54.5 

-35 

8.50 

1.54 

Precious  metals 

-21.6 

1.8 

{ 

UNITED  INCOME 

AVG 

1578.1 

2 

8.50 

0.68 

Equity-income 

-5.5 

3.7 

1; 

UNITED  INTERNATIONAL  GROWTH  & 

AVG 

252.4 

-13 

8.50 

1.17 

International 

-13.7 

2.6 

4; 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-1  plan  in  effect.  J  Not  currently  accepting  new  occounts  or  deposits.  NA  —  Not  available.  NM  =  Not  meani 
(p)  Formerly  Sheorson  Lehman  Hutton  Utilities  Port.,  (q)  Formerly  Integroted  Capitol  Appreciotion  Fund,  (r)  Formerly  Templefon  Globol  Fund,  (s)  Formerly  Thomson  McKinnon  Global  Fui 
Formerly  Thomson  McKinnon  Growth  Fond,  (u)  Formerly  Thomson  McKinnon  Opportunity  Fund. 
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ORIC  RESULTS 

ANNl  TOTAL  RET.  1%) 
S    5  YEARS    10  YEARS 


TREND 

BW  10- YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


TOLL  FREE 
(800) 


fund,  not  rated 

11.1 
fund,  not  rated 

10.6  11.1 
9.1  13.8 


Average  0  12.0  Penn.  Power  &  Light  2 

Average  12  20.8  Equifax  2  High 

NA  17  NA  Telephone  &  Data  Sys.  2 

Average  8  17.2  Texaco  4  Average 

Average  6  15.0  Mobil  5  Low 


451-2010 
332-5580 
421-0180 
544-7835 
544-7835 


NY  212  528-2744 
MN  612  332-3223 
CA  213  486-9200 
NY  212  698-5349 
NY  212  698-5349 


13.4  16.4 
fund,  not  rated 


4.8 
11.9 


14.9 


Low  23  16.2  Bank  For  Intl.  Holdings  3 

Low  2  12.7  Blair  8 

Average  4  1 7.8  Fund  American  9 

Average  8  1 5.6  American  Software  4 

Average  22  14.8  Philip  Morris  4 


Very  low 


High 
Low 


334-2143 
445-9469 
445-9469 
999-4328 


NY  212  397-8550 
TN  901  761-2474 
TN  901  761-2474 
VA  804  649-2311 
PA  215  254-0703 


13.8  10.7 
11.7  12.0 
3.6  3.9 


13.3 


14.5 


Very  low 
Low 
High 
Average 
Average 


14 

3 
18 
14 
19 


19.3 
17.1 
17.0 
17.6 
16.1 


Bristol-Myers  Squibb 
Bristol-Myers  Squibb 
Blockbuster  Entertain. 
Abbott  Laboratories 
Unilever 


Average 
Average 
Very  high 

Average 


333-3952 
882-0052 
338-2550 
338-2550 
338-2550 


MN  612  835-0097 

MA  800  882-0052 

IL  312  368-7800 

IL  312  368-7800 

IL  312  368-7800 


11.2  9.0 

8.5  9.3 

-3.7  -7.6 

7.9 


Average  19  18.9  Wal-Mart  Stores  4  Average  338-2550  IL  312  368-7800 

Average  6  17.0  General  Mills  2  Very  low  338-2550  IL  312  368-7800 

Low  3  NA  Hartebeesrfontein  Gold  15  Very  high  527-5027  TX  214  484-1326 

Very  high  3  14.9  Regional  Elec.  of  Eng.  6  368-3863  Wl  414  359-1400 

Very  high  12  15.2  Public  Service  Ent.  1  Very  low  368-3863  V^l  414  359-1400 


17.0 

7.0 

3.3 
19.9 
fund,  not  rated 


Very  high  40  16.2  Philip  Morris 

Very  high  2  16.8  Philip  Morris 

High  23  15.2  Loews 

Very  low  21  16.0  Telefonos  de  Mexico 

Low  6  NA  Broken  Hill  Proprietary 


Low 
Low 
High 
Very  low 


368-3863 
368-3863 
821-5100 
237-0738 
237-0738 


V/l  414  359-1400 
Wl  414  359-1400 
NY  212  353-5125 
FL  813  823-8712 
FL  813  823-8712 


11.5 
6.1 
8.6 

14.8 


12.7 


13.3 


Low 
Low 
Low 
High 
Average 


10 
14 
6 
10 
14 


13.5 
11.4 
12.9 
17.6 
17.3 


Telefonos  de  Mexico 
Telefonos  de  Mexico 
Merrill  Lynch 
NEC 

Schlumberger 


Low 
Average 
Average 

Average 


237-0738 
237-0738 
237-0738 
628-1237 
628-1237 


FL  813  823-8712 

FL  813  823-8712 

FL  813  823-8712 

CT  203  352-4900 

CT  203  352-4900 


9.0 

fund,  not  rated 

9.1  11.7 
16.2 
19.7 


High 

High 
Average 
Very  high 

Low 


8 
13 
0 
6 
12 


24.4 
14.8 
18.3 
18.3 
NA 


Medical  Core  Intl. 
Northern  Telecomm 
IBM 
BloGen 

Onward  Kashiyomo 


High 

Very  low 
High 
Low 


628-1237 
344-2488 
999-3863 
999-3863 
662-7447 


CT  203 

LA  504 

TX  713 

TX  713 

PA  215 


352-4900 
587-2708 
751-2400 
751-2400 
648-6000 


9.4  12.6 
fund,  not  rated 

13.7  11.2 


13.3 


15.8 


High 
Average 
High 
High 
Average 


13 
1 
2 
9 
3 


15.0 
18.0 
17.6 
17.7 
16.9 


IBM 

Bristol-Myers  Squibb 
Amgen 

Bristol-Myers  Squibb 
Procter  &  Gamble 


Average 

High 
Average 


662-7447 
345-2021 
345-2021 
345-2021 
345-2021 


PA  215 

MO  816 

MO  816 

MO  816 

MO  816 


648-6000 
531-5575 
531-5575 
531-5575 
531-5575 


14.8 
12.0 
14.0 
11.0 
9.4 


10.7 


High 
High 
High 
Average 
Very  low 


1 

14 
0 
1 

26 


22.3 
19.4 
12.8 
17.0 
15.7 


US  Surgical 
Glaxo 

CPC  International 
Philip  Morris 
Amoco 


Very  high 
Very  high 

Low 
Average 

Low 


345-2021 
345-2021 

262-6631 
422-2766 


MO  816 

MO  816 

MA  617 

TX  713 

MO  816 


531-5575 
531-5575 
259-1144 
750-8000 
471-5200 


10.7 
7.3 
10.5 
13.6 
10.4 


13.7 
13.6 

16.9 
14.5 


Average 
Very  high 
Average 
Low 
High 


25 
5 
5 
5 

10 


14.7 
13.4 
21.3 
14.6 
NA 


IBM 
IBM 

BHP  Gold  Mines 
Caterpillar 
Bundes  Republic 


Low 
Low 
High 
Average 
Average 


366-5465 
366-5465 
366-5465 
366-5465 
366-5465 


KS  913 
KS  913 
KS  913 
KS  913 
KS  913 


236-2000 
236-2000 
236-2000 
236-2000 
236-2000 


See  pages  80-81  for  an  explanation  of  BW  Rating,  Trend  and  other  terms 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1990 

RANK  Vv 

$  MIL. 

1989-90 

CHARGE  (%) 

RATIO  (7o) 

TOTAL  RET  (%) 

YIELD 

OBJEC 

UNITED  NEW  CONCEPTS 

o 

o 

58.8 

-19 

8.50 

1.36 

Small  company 

2.0 

1.7 

2/ 

UNITED  RETIREMENT  SHARES 

AVG 

167.6 

20 

8.50 

0.90 

Cjrowth/income 

1.8 

4.4 

9/1 

UNITED  SCIENCE  &  ENERGY 

AVC 

239.1 

-3 

8.50 

0.90 

Technology 

-3.5 

2.2 

6/ 

UNITED  SERVICES  GOLD  SHARES 

o 

pi 

o 

262.5 

-26 

No  load 

1.46 

Precious  metals 

-34.2 

4.5 

20/ 

UNITED  SERVICES  WORLD  GOLD  (v) 

o 

o 

68.5 

-30 

No  load 

1.95 

Precious  metals 

-27.9 

0.0 

19/ 

UNITED  VANGUARD 

Ave 

729.1 

-4 

8.50 

0.98 

Growth 

-3.6 

3.1 

84/1 

USAA  INVESTMENT  BALANCED 

39.8 

43 

No  load 

1.00 

Balanced 

1.4 

5.0 

12/ 

USAA  INVESTMENT  CORNERSTONE  A 

♦ 

# 

551.7 

0 

No  load 

1.21 

Balanced 

-9.2 

3.8 

38/ 

USAA  INVESTMENT  GOLD  A 

o 

141.1 

-21 

No  load 

1.43 

Precious  metals 

-26.6 

0.9 

16/ 

USAA  MUTUAL  AGGRESSIVE  GROWTH 

o 

<> 

o 

135.3 

-9 

No  load 

0.94 

Maximum  growth 

-11.9 

0.7 

26/ 

USAA  MUTUAL  GROWTH 

AVO 

243.3 

3 

No  load 

1.18 

Growth 

-0.1 

3.3 

36/1 

USAA  MUTUAL  INCOME 

# 

481.8 

35 

No  load 

0.53 

Income 

7.7 

9.0 

1 

USAA  MUTUAL  INCOME  STOCK 

92.0 

40 

No  load 

1.00 

Equity-income 

-1.4 

5.9 

9/ 

VALUE  LINE 

AVG 

202.1 

4 

No  load 

0.71 

Growth 

-0.8 

1.9 

42/1 

VALUE  LINE  INCOME 

141.0 

-5 

No  load 

0.77 

Income 

2.0 

6.1 

4 

VALUE  LINE  LEVERAGED  GROWTH  IHC.  A 

AVG 

236.1 

-7 

No  load 

0.96 

Maximum  growth 

-1.7 

1.6 

6/ 

VALUE  LINE  SPECIAL  SITUATIONS 

o 

o 

103.9 

-1 1 

No  load 

1.11 

Maximum  growth 

-4.5 

1.3 

13/ 

VAN  ECK  GOLD/RESOURCES 

175.2 

-29 

6.75 

1.48t 

Precious  metals 

-26.4 

0.6 

14/ 

VAN  ECK  WORLD  TRENDS 

AVG 

46.8 

-23 

5.75 

1.48t 

International 

-7.9 

3.0 

21/ 

VANCE  SANDERS  SPECIAL 

o 

o 

o 

36.4 

-36 

4.75 

i.iot 

Maximum  growth 

-23.5 

0.4 

30/ 

VANGUARD  ASSET  ALLOCATION 

179.1 

39 

No  load 

0.50 

Asset  allocation 

0.9 

5.4 

7/ 

VANGUARD  EQUITY-INCOME 

398.9 

19 

No  load 

0.48 

Equity-income 

-11.9 

6.9 

26/ 

VANGUARD  EXPLORER  (w) 

o 

o 

237.9 

-8 

No  load 

0.50 

Small  company 

-10.8 

1.3 

21/ 

VANGUARD  HIGH-YIELD  STOCK 

n 

o 

66.9 

-54 

No  load| 

0.50 

Equity-income 

-29.5 

12.4 

30/ 

VANGUARD  INDEX  500 

AVG 

2173.0 

20 

No  load 

0.21 

Growth/income 

-3.3 

3.7 

46/1 

VANGUARD  INDEX  EXTENDED  MARKET 

178.8 

22 

No  load 

0.23 

Small  company 

-14.0 

2.8 

32/ 

VANGUARD  QUANTITATIVE 

211.3 

21 

No  load 

0.53 

Growth/income 

-2.4 

3.5 

37/1 

VANGUARD  SMALL  CAPITALIZATION  STOCK  O 

o 

46.1 

39 

No  load 

0.33 

Small  company 

-18.1 

2.0 

39/ 

VANGUARD  SPECIAL  ENERGY 

119.4 

66 

1.00* 

0.38 

Natural  resources 

-1.4 

3.1 

2 

VANGUARD  SPECIAL  GOLD  &  PREC.  MET. 

o 

129.1 

-33 

1.00* 

0.45 

Precious  metals 

-19.9 

3.5 

5/ 

VANGUARD  SPEC.  HEALTH  CARE 

163.6 

108 

1.00* 

0.39 

Health  care 

16.8 

2.1 

4 

VAHGUARDSTAR 

1038.3 

9 

No  load 

0.00 

Balanced 

-3.6 

6.7 

32/ 

VANGUARD  WORLD  INTL.  GROWTH 

733.6 

7 

No  load 

0.68 

International 

-12.1 

1.9 

37/ 

VANGUARD  WORLD  U.  S.  GROWTH 

AVG 

355.9 

80 

No  load 

0.74 

Growth 

4.6 

1.8 

9/1 

VANGUARD/MORGAN  GROWTH  (x) 

AVG 

696.9 

-5 

No  load 

0.56 

Growth 

-1.5 

3.0 

51/1 

WASHINGTON  MUTUAL  INVESTORS  J. 

AVG 

5606.9 

25 

5.75 

0.74t 

Growth/ income 

-3.1 

5.3 

43/1 

WELLESLEY  INCOME 

1021.9 

30 

No  load 

0.45 

Income 

3.8 

8.1 

2 

WELLINGTON 

2449.2 

17 

No  load 

0.42 

Balanced 

-2.8 

6.2 

29/ 

WESTCORZ  BASIC  VALUE 

94.0 

-27 

4.50 

0.89 

Growth/income 

-13.8 

4.3 

97/1 

WESTCORE  MIDCO  GROWTH 

78.0 

11 

4.50 

0.83 

Growth 

4.4 

0.7 

10/1 

WESTON  NEW  CENTURY  CAPITAL 

33.4 

-22 

No  load 

1.90t 

Growth 

-4.3 

8.1 

94/1 

WESTWOOD 

45.0 

-21 

4.00 

1.26 

Asset  allocation 

-6.3 

4.8 

13/ 

WINDSOR  J. 

o 

6523.8 

-19 

No  loodl 

0.41 

Growth/income 

-15.5 

7.0 

99/1 

WINDSOR  II 

AVG 

2334.5 

2 

No  load 

0.53 

Growth/income 

-10.0 

5.7 

86/1 

WINTHROP  FOCUS  GROWTH 

o 

46.0 

-15 

4.00** 

1.37t 

Growth 

-7.3 

2.8 

136/1 

WPG GROWTH 

117.8 

-14 

No  load 

1.05 

Small  company 

-12.8 

1.1 

28/ 

WPG TUDOR  A 

o 

162.2 

-12 

No  load 

1.11 

Growth 

-5.2 

1.0 

108/1 

YAMAICHI  GLOBAL 

55.0 

0 

4.75 

1.75t 

International 

-19.4 

0.0 

60/ 

ZWEIG  PRIORITY  SELECTION 

39.4 

228 

5.50 

1.77t 

Growth 

-2.3 

1.6 

64/1' 

ZWEIG  STRATEGY 

299.0 

-10 

5.50 

1.67t 

Growth 

-2.2 

2.8 

62/1 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  f  Not  currently  occepting  new  occounts  or  deposits.  NA  =  Not  ovailable.  NM  =  Not  meoning 
(v)  Formerly  United  Services  New  Prospector  Fund,  (w)  Formerly  Explorer  Fund,  (x)  Formerly  W.  L.  Morgan  Growth  Fund. 
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9RIC  RESULTS 


^NN'LTOTALRET.  (%) 
;    5  YEARS    10  YEARS 


TREND 

BW  10  YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER      7o  CASH 


P/E 
RATIO 


LARGEST  HOLDING 
COMPANY 


'/„  ASSETS 


TOLL  FREE 
(800) 


5.0 
10.0 
12.2 
4.8 
4.4 


12.7 
11.0 
-2.0 


High  23  20.6  Forest  Laboratories  4  High 

Average  26  18.0  Alcoa  3  Low 

Very  high  18  22.2  General  Motors  4  Average 

Low  2  NA  Driefontein  Con,  Mines  8  Very  high 

Low  7  33.7  American  Borrick  13  Very  high 


366-5465 
366-5465 
366-5465 
873-8637 
873-8637 


913  236-2000 


913  236-2000 
913  236-2000 
512  523-2453 
512  523-2453 


10.7  14.0 
fund,  not  rated 
13.0 
5.3 
4.2 


High 
High 
Average 
Average 
Average 


32 
21 
12 
10 
9 


14.4 

17.0 
18.7 
33.7 
21.1 


IBM 

IBM 

Union  Pacific 
American  Borrick 
Biomet 


Average 

Very  low 
Very  high 
Very  high 


366-5465 
531-8 
531-8 
531-8 
531-8 


KS 
TX 
TX 
TX 
TX 


913  236-2000 
512  498-4499 
512  498-4499 
512  498-4499 
512  498-4499 


9.5 
9.9 

11.9 
9.8 


8.4 
13.0 

10.1 
12.6 


Average 
Very  low 
Average 

High 
Average 


3 
5 

16 
10 


15.9 
13.7 
15.7 
17.8 
14.0 


Atlantic  Richfield 

Texas  Utilities 

Nynex 

US  Surgical 

Alltel 


Average 
Very  low 

High 
Very  low 


531-8 
531-8 
531-8 
223-0818 
223-0818 


TX 
TX 
TX 
NY 
NY 


512  498-4499 
512  498-4499 
512  498-4499 
212  687-3965 
212  687-3965 


11.9 
2.8 

10.9 

-2.2 


12.6 
4.1 


2.4 


U_BU 


High 

Low 
Very  low 
Very  low 

High 


11 
9 
8 
4 

14 


17.3 
20.1 
31.1 
20.4 
15.9 


Philip  Morris 
Medical  Care  Intl. 
American  Borrick 
Rheinelectro 
MacDermid 


3 
4 
11 
6 
5 


High 
High 

Low 
Very  high 


223-0818 
223-0818 
221-2220 
221-2220 
225-6265 


NY 
NY 
NY 
NY 
MA 


212  687-3965 
212  687-3965 
212  687-5201 
212  687-5201 
617  482-8260 


fund,  not  rated 
fund,  not  rated 

0.9  6.0 
1.2  14.3 
12.8  13.5 


Very  low 
Very  low 

Low 

Low 
Very  low 


1 

12 
7 
5 
1 


16.0 
14.6 
15.8 
7.1 
16.0 


IBM 

IBM 

Fiserv 

Cigna 

IBM 


2 
3 
2 
11 
3 


High 
Average 
Average 


662-7447 
662-7447 
662-7447 
662-7447 
662-7447 


PA 
PA 
PA 
PA 
PA 


215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 


1.0 
15.5 
13.3 


5.0 


I  I  ■  I 


Low 
Average 

High 
Average 

Low 


16.1  BCE  1  662-7447  PA  215  648-6000 
13.6  Philip  Morris  3  662-7447  PA  215  648-6000 
14.8  American  Precision  Ind.  0'  Very  high  662-7447  PA  215  648-6000 
16.8  Exxon  4  Average          662-7447  PA  215  648-6000 

27.2  DeBeers  Con.  Mines  5  Very  high  662-7447  PA  215  648-6000 


19.2 
9.5 

16.6 
9.7 

10.9 


12.3 


Low 
Very  low 
Average 
Average 

Low 


10 
13 
5 
9 
12 


19.8 
NA 
NA 
18.4 
15.4 


Imcero 
V^indsor  II 
Tokio  Marine  &  Fire 
Philip  Morris 
General  Electric 


5 
39 
3 
5 
3 


Low 
Very  low 
Average 
Average 
Average 


662-7447 
662-7447 
662-7447 
662-7447 
662-7447 


PA 
PA 
PA 
PA 
PA 


215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 


12.8  16.9 

10.6  14.6 

10.7  14.1 


Very  low 
Low 
Low 
Low 
High 


14.9 
12.3 
14.1 
10.5 
20.0 


Southwestern  Bell 

Mobil 

IBM 

PPG  Industries 
Home  Depot 


Average 
Very  low 
Low 


421-0180 
662-7447 
662-7447 
666-0367 
666-0367 


DC 
PA 
PA 
CO 
CO 


202  842-5665 
215  648-6000 
215  648-6000 
303  623-2577 
303  623-2577 


fund,  not  rated 

8.8  15.7 
11.3 

5.9  6.1 


Very  high  29  NA  AIM  Weingarten  Fund  7  MA  617  239-0445 

High  18  13.1  USX  4  323-7023  NY  718  895-1206 

Average  11  10.1  Ford  Motor  7  High            662-7447  PA  215  648-6000 

Low  6  14.4  Exxon  4  Average          662-7447  PA  215  648-6000 

Average  8  17.1  Contel  7  High            225-8011  NY  212  504-4000 


9.2  14.4 
fund,  not  rated 


fund,  not  rated 


High 
Average 
High 
High 
High 


15 
7 
2 
6 

30 


18.1 
17.2 
15.7 
17.6 
13.8 


Carnival  Cruise  Lines 

Toys  'R'  Us 

IBM 

Procter  &  Gamble 
Duke  Power 


High 


223-3332 
223-3332 
257-0228 
444-2706 
444-2706 


NY 
NY 
NY 
NY 
NY 


800  223-3332 
800  223-3332 
212  466-6805 
212  635-9800 
212  635-9800 


6 


See  pages  80-81  for  an  explanation  of  BW  Rating,  Trend  and  other  terms 
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WHEN  THEY  TOLD 


US    we  were 


adopted 

WE  FELT 


e  e 


99 


NORTH     HIGH     BASKETBALL    TEAM,   Tor  r  a  nt  e  .    c  A 


THE  BOYS  PLAYED 
THEIR  HEARTS  OUT,  " 
said  a  disappointed 
coach  Nielsen  after 
the  big  game.  The 

Saxons,  in  a  tight,  nail-biting 
finish  were  eliminated  from 
the  area  tournament  finals.  "It 
was  a  gutsy  effort,  we're  all  real 
proud,"  said  the  coach. 

In  the  locker  room  the  boys 
weren't  in  the  mood  to  do 
much  talking.  "Well  I'm  glad 
you  took  that  photograph 
before  the  game,"  joked  Darren 
Sato,  the  captain.  "Right  now 
we  look  more  like  a  bunch  of 
undertakers!"  He  was  full  of 
praise  f  o  r  the  coach.  "He's 
super-dedicated.  He  not  only 


whipped  us  into  shape,  he  also 
organized  the  whole  event." 
Needless  to  say,  it  ran  like 
clockwork. 

We  have  to  admit  that  all  of 
us  at  Toyota  were  rooting  for 
North  High.  Even  though  we 
had  sponsored  the  tournament. 


we  couldn't  help  but  be  biased. 

Because  North  High 
happens  to  be  our  adopted 
school. 

While  we're  happy  to 
provide  the  kind  of  support 


that  puts  balls  into  baskets,  it's 
only  a  small  part  of  our 
c  o  m  m  i  t  m  e  n  t . 

Among  other  things,  we 
have  donated  summer  school 
scholarships  and  provided 
transport  for  t  li  e  wrestling 
team.  (Go  team  I)  This  year. 
To yota  employees  will  also 
tutor  pupils  and  give  career 
guidance. 

We're  also  participating  in 
meetings  with  parents  and 
teachers  to  discuss  new  ideas. 

Including  how  we  can 
help  North  High  win  the 
championship  next  year.  And 
the  year  after.  And  the  year 
after  that.  And  the  year... 

TOYOTA 

INVESTING  IN  THE  INDIVIDUAL 


SIZE  FEES 


OBJECTIVE     1 990  RESULTS 


ASSETS 
$  MIL 


EXPENSE 
RATIO  (%) 


1990  TOT'L.  RET  (%)  YIELD 


NAV 


SHARES 


TREND      SHARE  DATA 

3-YEAR 
ANALYSIS 


1990  PRICE  DIFFERENC 

HIGH-LOW     12/31  AO    FROM  NA> 


"^ADAMS  EXPRESS 
ASA 

ASIA  PACIFIC 
BAKER  FENTRESS 
CENTRAL  FUND  OF  CANADA 


529.5  0.50  Equity-income          2.1  5.5  4.4 

450.7  0.43  Precious  metals  -30.0  -8.9  4.3 

105.9  2.35  Internotional  -19.8  -39.5  0.4 

350.2  0.68  Growth  -16.3  -23.9  4.6 

79.9  NA  Precious  metals  -12.1  -22.7  0.0 


16% -141/8 
723/4-38V4 
22V2-93/4 
21  5/8-1 4V4 
6V8-4 


143/4 
46% 
lOVs 
141/2 
41/4 


-12.3 
-0.2 
-15.9 
-22.3 
-8.6 


CENTRAL  SECURITIES  111.2  0.98  Growth  -9.3  -11.8  3.9 

CHILE  94.3  1.81  International  27.3  7.2  0.0 

DUFF  &  PHELPS  SELECTED  UTILITIES  1663.3  1.27  Utilities  2.6  11.3  9.5 

EMERGING  GERMANY  131.7  1.60  International  2.1 

GABELLI  EQUITY  469.3  1.19  Growth  -12.6  -17.3  3.6 


rrm 


9%-73/8 

22 1/2-11 

83/4-7% 
11%-63/4 
14-83/4 


73/4 
151/2 

83/4 

7% 

103/8 


-22.0 
-11.6 
5.5 

-16.2 

-1.1 


GEMINI  II  CAPITAL  SHARES  125.6  0.00  Growth  -33.4  -38.5  0.0 

GEMINI  II  INCOME  SHARES  102.0  0.55  Income  18.3  0.3  15.1 

GENERAL  AMERICAN  INVESTORS  382  2  1  07  Growth  5  4  4  5  11 

GERMANY  144.5  1.30  International  -5.2  -40.7  2.8 

GROWTH  FUHD  OF  SPAIN  178.7  1.17  International  3.5 


161/8-8 
131/4-103/4 
221/4-15% 
251/8-101/8 

14-6% 


91/2 
111/2 
17 

n 

81/8 


-17.5 
23.1 

-17.5 
-0.5 

-20.7 


GROWTH  STOCK  OUTLOOK 

ITALY 

JAPAN  OTC 

KOREA 

LIBERTY  ALL-STAR  EQUITY 


120. 
72, 
75, 
242, 
478, 


9  0. 

8  1. 

8  1. 

2  1. 

7  1. 


Growth 

International 

International 

International 

Growth/income 


-2.0 
1.8 

-28.2 
2.8 


4.0 

-32.6 


-56.7 
5.4 


0.2 
5.7 
2.6 
5.6 
12.9 


105/8-91/4 
191/8-9 

163/4-73/8 
343/8-113/8 

8V8-6% 


101/4 
101/4 

33/8 
121/2 

73/4 


3.7 
-12.5 
-6.0 
12.6 
-13.1 


MALAYSIA  90.4  1.77  International  -8.1  -38.3  1.9 

MEXICO  287.7  1.44  International  28.3  18.5  3.1 

NIAGARA  SHARE  202.0  1.13  Growth/income  -6.5  -4.7  4.7 

PETROLEUM  &  RESOURCES  308.6  0.57  Natural  resources  0.3  1.7  4.2 

PILGRIM  REGIONAL  BANKSHARES  74.9  1.20  Financial  -18.4  -12.5  12.6 


24% -9% 
171/8-1 1 
151/4-11% 
34-24% 
91/2-6I/3 


1  13/8 

131/8 

121/8 

251/8 
71/8 


-8.6 
-16.1 
-15.3 
-12.1 

-4.9 


QUEST  FOR  VALUE  DUAL  PURPOSE  CAP.  295  8  0  00  Growth  -6  1  -13  6  0  0 

QUEST  FOR  VALUE  DUAL  PURPOSE  INC.  208  8  0  83  Income  14  2  12  1  13  2 

ROC  TAIWAN  235.6  2.08  International  -34.9  -41.2  0.9 

ROYCE  VALUE  TRUST  118.3  0.94  Small  company  -13.6  -11.2  2.1 

SALOMON  BROTHERS  (a)  906.0  0.46  Growth/income  -5.8  -6.3  4.1 


14%-10i/8 
14-11% 
17%-5% 
9%-7 
131/2-10 


12 
12% 
71/2 
81/8 

1 1 


-28.4 
11.1 

-17.9 
-5.3 

-17.5 


SCUDDER  NEW  ASIA 
SCUDDER  NEW  EUROPE 
SOURCE  CAPITAL 
SPAIN 

SWISS  HELVETIA  (b) 


94. 
169. 
286. 
105. 
105. 


6  1 

0  1 

5  0 

5  2 

4  1 


International 

International 

Growth/income 

International 

International 


-4.7 

-3.2 
-14.4 
1.3 


-10.3 

-5.6 
-62.5 
-21.2 


3.9 
0.0 
7.4 
2.4 
0.5 


16-101/4 

13%-73/4 

433/8-351/8 

313/4-101/4 

171/2-10% 


12 
8% 
36V2 
10% 
11% 


-10.8 
-18.3 

-1.2 
0.8 

-9.8 


TEMPLETON  EMERGING  MARKETS  138.4  1.89  International            2.2  -2.6  1.8 

THAI  135.7  1.28  International        -17.7  -45.9  1.3 

TRI-CONTINENTAL  1538.0  0.56  Growth/income      -6.8  -2.5  5.1 

ZWEIG  389.8  1.30  Maximum  growth      2.3  0.0  4.2 

ZWEIG  TOTAL  RETURN  573.8  1.10  Growth/income       4.2  -2.0  8.8 


161/4-9% 
351/2-I4 
25%-20i/2 
12%-10i/8 
10-7% 


12% 
151/2 

213/8 

11 1/8 
8% 


7.9 
12.3 
-12.7 

6.2 
-4.4 


NA  =  Not  available.  NM  =  Not  meaningful, 
(a)  Formerly  Lehman,  (b)  Formerly  Helvetia  Fund. 


See  pages  80-81  for  an  explanation  of  terms  not  defined  below 
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HOW  TO  USE  THIS  TABU 


Closed-end  funds  are  publicly  traded 
companies  that  own  a  portfolio  of  invest- 
ment securities.  The  price  of  a  fund's 
shares  depends  on  two  variables:  the 
underlying  value  of  its  portfolio  of  securi- 
ties and  the  level  of  demand  for  the 
fund's  shares.  Some  of  the  column  head- 
ings in  this  table  reflect  the  special  char- 
acteristics of  closed-end  funds. 


NET  ASSET  VALUE 

The  market  value  of  a  closed-end  fund's 
assets  expressed  in   per-share  terms  is 
called  net  asset  value,  abbreviated  NAV 
in  the  column  headings. 
1990  RESULTS 

The  first  column  is  the  total  return  that  a 
fund  earned  on  its  invested  assets  or 
NAV.  The  second  column  is  the  total 
return  that  an  investor  would  have 
earned  by  owning  the  fund's  shares. 


TREND 

The  amount  of  color  in  each  box  indi 
cates  performance  of  the  fund's  shares 
relative  to  those  of  oil  other  funds. 
CURRENT  SHARE  DATA 
The  final  column  shows  the  relationship 
between  a  fund's  share  price  and  net 
asset  value.  Shares  in  a  closed-end  fund 
usually  trade  for  less  than  the  NAV  of 
the  fund's  portfolio.  Currently,  the  medi- 
an discount  is  -9.8%. 
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>&u  can't  he/p  but  nofjce  «L  Worse,  you  can't  he/p 
but  breathe  it.  That  brown-gray  haze  we've  often 
come  to  call  the  air       You  know  the  major 
cause:  traffic.  What  you  may  not  know:  There 
are  solutions  that  will  let  us  drive  without  signifi- 
cantly polluting  the  air  ^  One  of  the  best  is  natu- 
ral gas.  Vehicles  that  run  on  clean  natural  gas 
reduce  carbon  monoxide  and  reactive  hydrocar- 
bons by  80%  —  which  helps  reduce  urban  smog, 
tm^  Someday,  we  may  all  be  driving  natural  gas 
cars.  Until  then,  natural  gas  is  the  ideal  fuel  for  fleet 
vehicles  —  buses,  taxis,  delivery  vans,  garbage 
trucks  and  the  like  —  that  return  to  a  central  depot 
every  night  to  be  fueled.  ^  In  fact,  nearly  30,000 
natural  gas  vehicles  are  in  place  now.  Thousands 
more  soon  will  be,  in  order  to  comply  with  the 
U.S.  Qovernment's  Clean  7\ir  mandate.  We  have  the 
natural  gas  here  in  North  /America.  We  have  the 
know-how.  But  most  important,  we  have  the  need. 


*  1991  American  Gas  Association 
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BANKING  I 


THE  INSIDE  BATTLE  IS  ABOUT 
OVER  AT  FIRST  BOSTON 

Credit  Suisse  has  the  upper  hand.  Now  its  U.S.  investment  bank  must  regain  its  lost  standing 


langing  sedately  on  the  walls  of 
First  Boston  Corp.'s  elegant  ex- 
lecutive  dining  room  in  its  mid- 
town  Manhattan  headquarters  are  por- 
traits of  the  investment  banking  firm's 
chief  executives.  Last  fall,  one  of  the 
paintings — of  Peter  T.  Buchanan,  who 
ran  First  Boston  from  1983  to  1988— 
abruptly  disappeared.  It  was  removed 
by  those  who  blame  Buchanan  for  the 
firm's  deteriorating  financial  condition. 
Ultimately,  another  former  First  Boston 
CEO,  George  Shinn,  got  the  firm  to  re- 
store the  painting  to  its  rightful  place. 

To  some  First  Boston  executives,  the 
incident  was  rich  in  symbolism.  Tradi- 
tionally, First  Boston 
has  had  a  cohesive,  col- 
legial  culture.  Yet  over 
the  past  several  years, 
the  once-preeminent  in- 
vestment bank  has  been 
badly  damaged  by  bitter 
rivalries,  dismissals,  and 
resignations  of  much  of 
its  senior  manage- 
ment— and  sagging  mo- 
rale among  survivors. 
SOUR  DEALS.  Some  of  the 
troubles  derive  from 
losses  on  more  than  $1 
billion  in  bridge  loans  it 
made  to  facilitate  merg- 
ers and  acquisitions  in 
the  hot  market  of  the 
late  1980s.  Analysts  esti- 
mate cs  First  Boston 
lost  $500  million  last 
year.  "While  they've  re- 
duced their  merchant 
banking  exposure,  First  Boston  retains 
a  very  large  merchant  banking  expo- 
sure that  in  aggregate  is  substantial, 
long-term,  and  illiquid — and  an  impor- 
tant risk  to  the  firm,"  says  John  J.  Kriz, 
an  analyst  for  Moody's  Investors  Ser- 
vice Inc. 

But  many  of  First  Boston's  problems 
relate  to  its  unusual  ownership  struc- 
ture. It  is  controlled  by  Zurich-based  CS 
Holding,  which  indirectly  bought  into 
First  Boston  in  1978  and  now  owns  607'. 
CS  Holding  also  owns  Credit  Suisse,  the 


large  Swiss  bank,  London-based  Credit 
Suisse  First  Boston,  and  CS  First  Boston 
Pacific  in  Tokyo.  Fierce  power  struggles 
erupted  among  the  turf-conscious  heads 
of  CS  Holding's  subsidiaries  and  be- 
tween F^irst  Boston  executives  and 
Rainer  E.  Gut,  the  Swiss  banker  who  is 
chairman  of  both  CS  Holding  and  Credit 
Suisse. 

By  most  accounts.  Gut  has  taken  firm 
control.  Last  November,  with  First  Bos- 
ton on  the  brink  of  insolvency,  CS  Hold- 
ing rescued  the  firm  with  a  $300  million 
equity  infusion  and  removed  $470  mil- 
lion in  bridge  loans  from  First  Boston's 
books.  Ruedi  Stalder,  a  former  Credit 


tate,  and  fixed  income.  A  CS  Holdin? 
official  denies  that  Gut  has  direct  con 
trol  of  First  Boston.  "You  can't  manage 
CS  First  Boston  out  of  Zurich,"  he  says 
First  Boston's  managers  hope  thesi 
moves  will  enable  them  to  rebuild  thi 
firm  and  regain  the  momentum  the; 
have  lost.  The  mergers  and  aquisition; 
department  remains  strong,  but  tha 
isn't  helping  during  the  current  dea 
dearth.  The  firm  is  lagging  in  man 
newer  areas,  such  as  the  Tokyo  marke 
and  in  trading  technology,  according  t( 
several  executives  who  recently  left.  It 
share  of  such  markets  as  private  place 
ments  and  global  underwritings  has  de 


f 

1 

Suisse  executive,  has  been  appointed 
chief  financial  officer  of  CS  First  Boston 
and  is  considered  Gut's  eyes  and  ears. 
In  addition  to  John  M.  Hennessy,  the 
CEO  of  CS  First  Boston,  Gut  installed 
Archibald  Cox  Jr.  as  CEO.  The  50-year- 
old  son  of  the  famous  Watergate  prose- 
cutor, Cox  has  axed  managers  in  charge 
of  such  money-losing  divisions  as  junk 
bonds.  Virtually  all  the  members  of  the 
First  Boston  operating  committee  have 
been  replaced.  Cox  has  been  installing 
handpicked  managers  in  equity,  real  es- 


clined.  One  bright  spot  is  derivative 
products,  handled  by  a  special  London 
based  unit  under  Allen  D.  Wheat,  als( 
CEO  of  CS  First  Boston  Pacific  Inc. 

A  First  Boston  official  points  t< 
Moody's  recent  reaffirmation  of  the  c; 
First  Boston  credit  ratings  as  evidenci 
that  it  has  resolved  its  financial  prob 
lems.  When  asked  about  political  strife 
he  dismisses  it  as  unimportant  and  say; 
the  firm's  recent  deal  performance  i, 
still  among  the  best  on  Wall  Street. 

First  Boston  still  possesses  a  redoubt 
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)le  investment  banking  franchise. 
)mbined  with  a  strong  Swiss  parent 
ul  its  affiliation  with  Credit  Suisse 
rst  Boston's  prestigious  London  oper- 
ion,  the  firm  would  seem  almost  un- 
;atable.  Yet  in  the  view  of  many  ob- 
•rvers,  the  future  of  that  franchise  is 
serious  question.  "The  challenge  is  to 
ake  this  a  successful  investment  bank 
^ain,"  says  Rodney  Schwartz,  analyst 
ith  Lehman  Brothers  Inc.  in  London. 
Itimately,  First  Boston's  future  may 
,rn  on  whether  a  conservative  Swiss 
immercial  banking  conglomerate  in  Zu- 
:h  can  successfully  manage  an  oppor- 
nistic,  risk-oriented  U.  S.  investment 
mk. 

iAR  AND  LOATHING.  None  of  these  prob- 
ms  was  apparent  in  1978,  when  First 
Dston  entered  into  a  London-based 
int  venture  with  Credit  Suisse  named 
redit  Suisse  First  Boston.  The  alliance 
as  immensely  prospering.  First  Bos- 
n's  ties  with  CSFB,  which  dominated 
e  Euromarket,  gave  it  a  powerful  in- 
rnational  presence.  Further,  Gut's  be- 
;f  in  decentralized  management  dove- 
iled  with  First  Boston's  culture.  The 
rm  had  long  been  run  by  unassertive 
■:0s  who  gave  free  rein  to  junior  execu- 
tes. Stars  such  as  Bruce  Wasserstein 
id  Joseph  Perella  were  allowed  to 
lild  self-contained  empires. 


To  restore  order,  First 
Boston  CEO  Buchanan  and 
Gut  created  in  1988  a  new 
holding  company,  CS  First 
Boston,  that  would  be 
45.5'a  owned  by  cs  Hold- 
ing. CS  First  Boston  in  turn 
would  own  First  Boston, 
CSFB,  and  a  new  entity  in 
Tokyo,  cs  First  Boston  Pa- 
cific Inc.  Each  had  specific 
terrain  to  cover.  Yet  Bu- 
chanan and  Gut,  whose  relationship  had 
begun  to  cool,  fought  over  several  key 
issues.  Gut  had  his  way  on  one  front: 
He  insisted  that  Hennessy,  who  had 
successfully  run  CSFB  in  London  and 
was  close  to  Gut,  head  CS  First  Boston 
instead  of  Buchanan's  candidate. 

Gut  gradually  consolidated  his  con- 
trol. "No  important  decisions  [at  First 
Boston]  were  made  without  Gut's  ap- 
proval," says  one  former  member  of  the 
operating  committee.  Unfortunately,  the 
merger  failed  to  resolve  the  transatlan- 
tic battles.  First  Boston  kept  warring 
with  CSFB.  And  Gut  eventually  came  to 
be  deeply  resented  by  many  First  Bos- 
ton managers. 

The  feeling  became  mutual.  In  De- 
cember, 1989,  First  Boston's  huge  bet 
on  bridge  loans  began  to  go  sour.  It  set 
aside  $135  million  in  reserves  against 


First  Boston 

logs  behind 
in  technology, 
and  its  share 
in  major  maricets 
is  down 


the 


was  so  angry  that  he  had 
[no  choice  but]  to  put  his 
name  to  it,"  says  one  exec- 
utive who  recently  re- 
signed. "Gut  and  the  Swiss 
loathe  being  visible.  That 
created  a  deep  and  linger- 
ing anger  toward  the  U.  S. 
operation."  In  October, 
Moody's  placed  First  Bos- 
ton on  credit  watch.  By 
November,  Gut  was  forced 
firm  out  and  take  majority 


...DUE  TO  BIG  LOSSES 
AT  FIRST  BOSTON 


'89  ■%• 


IRST  BOSTON'S  SWISS-APPOINTED  CEO,  IS  PICKING  NEW  MANAGERS 


DATA:  CS  FIRST  BOSTON  CORP.,  6W 


Yet  with  a  management  vacuum  at 
le  top,  deep  rifts  developed.  London 
ime  to  resent  the  higher  salaries  paid 
I  officials  in  New  York.  And  instead  of 
operating  in  the  increasingly  global 
arketplace,  New  York  and  London  be- 
lan  squabbling  over  which  firm  should 
)ntrol  trading  of  European  stocks,  and 
hether  junk  bonds  should  be  sold  in 
urope.  Hans-Joerg  Rudloff,  Credit 
aisse  First  Boston's  German-born  boss, 
as  protective  of  his  franchise  and 
'ath  to  obey  decrees  from  New  York. 


bridge  loans  to  beleaguered  Campeau 
Corp.  The  firm  played  down  its  $1.1  bil- 
lion bridge  loan  exposure.  But  after 
Drexel  Burnham  Lambert  Inc.  filed  for 
bankruptcy  last  February,  speculation 
grew  about  First  Boston's  worsening  fi- 
nancial condition.  On  Feb.  28,  reports 
spread  that  First  Boston  couldn't  roll 
over  its  commercial  paper. 

To  calm  the  situation,  Gut,  who  was 
at  a  board  meeting  in  New  York,  dis- 
tributed a  memo  reassuring  customers 
that  the  firm's  position  was  solid.  "Gut 


to  bail 
control. 

The  move  angered  many  First  Boston 
executives.  When  CS  First  Boston  was 
created  in  1988,  they  had  been  encour- 
aged to  buy  stock.  Many  took  out  loans 
of  up  to  $1  million.  But  under  the  bail- 
out, the  stock  value  fell  by  half.  Some 
managing  directors  are  said  to  be  facing 
personal  bankruptcies.  Yet  they  had  lit- 
tle choice  but  to  accept  the  deal.  "The 
viability  of  First  Boston  was  in  the  most 
serious  doubt,"  says  one  adviser  to  the 
transaction.  "Their  stock  and  their  jobs 
would  have  been  wiped  out." 

To  stem  the  steady  flow  of  defectors, 
First  Boston's  management  has  given 
executives  significant  raises,  but  with 
strings  attached.  They  must  give  back 
40'7f  of  their  1990  cash  bonus  and  all  or 
part  of  the  pay  they  received  in  stock  if 
they  leave  before  1992. 
Some  employees  plan  to 
leave  after  Feb.  15, 
when  they  are  scheduled 
to  receive  their  bonuses, 
and  then  challenge  First 
Boston  in  court,  explains 
Jeffrey  Liddle,  a  part- 
ner at  Liddle,  O'Connor, 
Finkelstein  &  Robin- 
son who  represents 
some  First  Boston 
employees. 

Especially  serious  has 
been  the  impact  of  the 
turmoil  on  the  remain- 
ing First  Boston  employ- 
ees. The  shift  in  control 
from  New  York  to  Zu- 
rich has  proven  unset- 
tling and  created  the 
feeling  in  New  York 
that  First  Boston  has 
lost  its  identity. 
Some  observers  contend  that  Gut  has 
permanently  damaged  First  Boston.  Yet 
if  Cox's  new  team  jells  and  he  can 
recreate  a  First  Boston  culture  that 
can  cooperate  with  London  and  Tokyo, 
the  firm  has  a  chance  to  reclaim  its 
former  glory.  Gut  and  Cox  could  even 
wind  up  in  prominent  positions  on  the 
walls  of  First  Boston's  executive  dining 
room. 

By  Leah  Nathans  Spiro  in  New  York, 
Blanca  Riemer  in  Zurich,  and  Richard  A. 
Melcher  i7i  London 
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A  layer  of  fat  and  a 
covering  of  t.-^athers  keep 
penguins,  livii  q  in  ttie 
Antarctic,  from  losing 
body  tieat. 


Thanks  to  a  special, 
heat  reflective  coating. 
"Thermax"  glass  panels 
for  oven  doors  keep  all 
the  heat  in  the  oven. 


The  South  Pole  is  home  to 
emperor  penguins.  A  large  part 
of  their  activity  involves 
swimming  and  diving  in  icy 
waters. 

 To  keep  these  penguins 

from  losing  body  heat,  nature 
has  endowed  them  with  a  per- 
fect insulating  system.  A  one- 
inch  layer  of  fat  protects  them 
against  hypothermia,  while  their 


thick  feather  covering  repels 
water  and  retains  body  heat. 

 Special  glass  oven  door 

panels  from  Schott  also  help  to 
retain  heat  through  insulation. 
"Thermax"  panels  are  particu- 
larly effective  in  this  respect 
because  they  are  coated  with 
metal  oxide  on  one  or  both  sides 
This  coating  reflects  the  heat  ir 
the  oven  and  offers  two  advan 


tages.  Very  little  heat  escapes 
from  the  oven,  and  the  outside 
of  the  oven  door  stays  relatively 
cool.  Even  when  the  temperature 
inside  reaches  932  °F,  as  it  does 
in  many  self-cleaning  ovens. 

 "Thermax",  available 

from  Schott  America,  is  just  one 
example  of  how  Schott's  innovative 
development  responds  to 
specific  needs.  In  today's  world, 


special  glass  helps  keep 
technology  advancing. 

 Schott  worldwide:  50,000 

products,  50  production  facili- 
ties, represented  in  more  than 
100  countries,  with  over  $  1  billion 
in  sales. 

 Schott  in  North  America: 

11  companies  employing  more 

than  1,800  people. 

 Would  you  like  to  know 


more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  B  32,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


S  SCHOTT 

Nobody  knows  more  about  glass. 


L 
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CORPORATE  FINANCE! 


T.  BOONE  PICKENS  IS  DOWN, 
BUT  HE  SWEARS  HE  ISN'T  OUT 


While  the  raider's  woes  multiply,  he  still  has  a  big  grubstake  left 


is  swashbuckling  raids  on 
Gulf  Oil,  Cities  Service, 
and  Phillips  Petroleum 
have  faded  into  the  history  of 
the  get-rich  1980s.  His  oil  and 
gas  company.  Mesa  Limited 
Partnership,  is  saddled  with  debt 
and  huge  losses.  A  controversial 
investment  in  a  Japanese  auto- 
parts  company  hasn't  delivered 
any  profits.  Does  his  losing 
streak  worry  T.  Boone  Pickens 
Jr.?  Says  the  irrepressible  oil- 
man: "I  play  pretty  good  with 
my  back  against  the  wall." 

Pickens  is  currently  scram- 
bling to  close  several  deals  that 
he  hopes  can  give  him  breathing 
room.  Most  immediately,  there's 
a  private  debt  placement  man- 
aged by  Salomon  Brothers  Inc. 
Pickens  hopes  to  raise  $616  mil- 
lion to  pay  down  Mesa's  $900  mil- 
lion in  bank  debt,  much  of  which 
matures  over  the  next  five  years.  CIGNA 
Corp.  is  taking  the  lead  with  a  $125  mil- 
lion investment.  The  new  debt  would  re- 
lieve some  of  the  tension  over  looming 
principal  repayments:  A  lot  of  it  would 
not  come  due  for  15  years.  But  exchang- 
ing debt  won't  solve  Pickens'  hefty  debt- 
service  costs,  which  totaled  about  $160 
million  last  year.  The  move  simply 
"gives  Mesa  a  longer  leash  on  which  to 
hang  itself,"  says  Timothy  J.  Curro  of 
UBS  Securities  Inc.  Analysts  figure  that 
cash  flow  from  operations  barely  covers 
interest  costs — a  precarious  position 
when  the  gas  business  is  bad. 
NO  DEAL.  Mesa  claims  it  can  cut  the  in- 
terest burden  by  about  one-fifth  with 
the  pending  sale  of  U7f  of  its  2.6  trillion 
cubic  feet  of  gas  reserves.  Mesa  expects 
to  garner  $275  million  from  two  buyers. 
The  company  could  also  use  part  of  that 
money  to  buy  back  some  of  its  $600 
million  in  junk  bonds  at  a  discount,  says 
energy  analyst  Jack  N.  Aydin  at  McDon- 
ald &  Co.  in  Cleveland. 

Lately,  though,  Pickens  has  had  a 
lame  record  in  raising  money.  Early  last 
year,  he  tried  to  attract  up  to  $400  mil- 
lion by  selling  stock  in  Mesa's  interest  in 
the  Hugoton  gas  field  in  Kansas  only  to 
watch  the  deal  fizzle  when  gas  prices 
plunged.  In  December,  a  $350  million 


DRY  SPELL:  PICKENS  DOUBTS  GAS  WILL  REBOUND  BEFORE  1995 
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sale  of  reserves  to  Seagull  Energy  Corp. 
fell  through  when  Seagull  couldn't  com- 
plete the  financing. 

His  biggest  problem  remains  the  price 
of  gas,  which  since  1985  has  slumped 
nearly  40%,  to  $1.62  per  thousand  cubic 
feet  last  year,  as  supplies  outstripped 
demand.  Mesa  is  expected  to  post  a  loss 
of  $100  million  for  1990,  following  $63 
million  in  red  ink  in  1989.  And  the  out- 
look isn't  much  brighter  this  year.  "I 
never  believed  we  would  see  gas  sell  at 
such  a  huge  discount  to  crude  oil,"  .says 


MESA  IS  RUNNING 
OUT  OF  GAS 


121^ 


JULY  89 
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DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


Pickens,  who  doesn't  look  for  a  stron; 
turnaround  until  1995.  That  caution  is  ii 
distinct  contrast  to  his  excessive  opti 
mism  when  he  took  on  debt  to  buy  Ten 
neco  Inc.'s  oil  and  gas  properties  fo 
$715  million  in  1988.  Then,  when  casl 
flow  couldn't  support  Mesa's  stock  divi 
dends,  he  borrowed  to  fund  the  payouts 
Last  year,  he  finally  suspended  divi 
dends,  saving  $250  million. 
With  a  parade  of  bad  news  like  that 
no  wonder  the  stock  market  ha; 
reacted  coolly  to  Pickens'  lates 
debt-reduction  efforts.  Mesa'; 
shares,  at  'IVi,  are  trading  neai 
record  lows  (chart). 

Mesa's  woes  are  more  thai 
embarrassing  for  Pickens.  Th( 
value  of  his  4.5'/i  Mesa  stake  ha; 
plunged.  He's  out  $12  million  ir 
annual  dividends,  and  he  receives 
no  salary  until  common  dividends 
resume.  Since  1986,  Pickens  fig 
ures  his  net  worth  has  fallei 
50'^  to  $54  million. 

Some  believe  Pickens'  financia 
slide  prompted  his  acriinoniou.' 
and  widely  publicized  adventure 
in  Japan,  where  he  hoped  in  vair 
to  score  a  profit.  After  acquiring 
a  26.4'7<  stake  in  Koito  Manufac 
turing  Co.,  a  major  supplier  tc 
Toyota  Motor  Corp.,  Pickens  un 
successfully  demanded  represen 
tation  on  the  company's  board 
claiming  the  system  shuts  out 


foreign  investors.  He  wanted  higher  div 
idends  and  access  to  company  books,  but 
Koito  resisted.  His  position  was  under 
mined  in  December  when,  under  a  new 
Japanese  law,  he  had  to  disclose  that  his 
stake  was  financed  by  Kitaro  Watanabe 
a  Japanese  speculator  who  Koito  says 
had  tried  to  greenmail  it.  Pickens  stal 
wartly  says  he  will  keep  fighting. 
HAPPY  RANCHER.  If  these  Setbacks  have 
fazed  the  62-year-old  oilman,  it  doesn't 
show.  He  still  spends  time  at  his  2E 
Ranch  north  of  Amarillo,  Tex.,  namec 
for  Boone  and  his  wife,  Bea.  "He's  just 
his  same  old  self,  very  optimistic,"  says 
Randal  B.  McDonald,  a  friend  and  for- 
mer Pennzoil  Co.  president.  "But  he  maj 
be  whistling  past  the  graveyard." 

Pickens,  however,  does  have  an  ace  in 
the  hole  that  could  probably  solve  his 
problems:  his  still-vast  gas  reserves.  He 
says  unloading  even  half  of  them  could 
wipe  out  all  his  debt.  Pickens,  though, 
believes  he  would  cheat  shareholders  out 
of  a  golden  return  by  doing  that.  He 
says  he  can  muddle  through  until  gas 
prices  turn  around.  Then,  he  may  be 
back  to  his  old  roistering  behavior.  He 
even  talks  of  running  for  governor  ol 
Texas  in  1994.  For  Pickens,  tomorrow  is 
always  brighter  than  today. 

By  Wendy  Zellner  in  Dallas 
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I  IT'S  A  MATTER  OF  TIME  BEFORE 
YOU  SEE  THE  TRUE  VALUE  OF 
OWNING  AN  AUDI. 


When  it  comes  to  an 
automobile's  true  value, 
there  is  always  a  bottom  line. 

Ours  is  simple:  Overtime,  few, 
if  any  car  makers  will  ever  come  close 
to  ensuring  you're  in  as  much  control 
of  your  wallet  as  you  are  of  the  road. 
Witness  our  Audi  Advantage. 
In  addition  to  the  coverage  of 
our  comprehensive  limited  warranty 
all  scheduled  maintenance  IS  taken 
care  of  by  Audi  — brake  pads,  tune 
ups.  Everything.  And  all 
throughout  the  first 
three  years  or 


J  fQtQUj 


50,000  miles  of  ownership. t 

Indeed,  Audi  is  setting  new 
standards  in  owner  protection:  No 

GOOO 

TAKE  CONTROL 


deductibles.  No  unforeseen  costs.  And 
most  important,  no  surprises. 

You'll  also  benefit  from  24- 
hour  365-day  Roadside  Assistance.' 

And  the  option  of  choosing 
to  lease  with  Audi's  3-YearTest  Drive 
Program,  (Whether  you  buy  or  lease, 
you're  automatically  protected  by 
the  Audi  Advantage,) 

The  way  we  see  it,  ourowner 
protection  plan  is  simply  another 
way  Audi  lets  you 
take  control. 


See  your  dealer  for  details  *A  3-year  membership  in  the  United  States  Auto  Club.  Motoring  Division,  Inc  01991  Audi  of  America 
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Commentarv/bv  Judith  H.  Dobrzvnski 


SHOULD  YOU  SUE  YOUR  INVESTMENT  BANKER  FOR  LOUSY  ADVICE? 


I 


Investment  bankers  make  easy,  and 
juicy,  targets.  All  through  the 
19S0s.  whenever  takeover  artists 
and  corporations  danced  to  merger- 
and-acquisition  tunes,  these  slick-suited 
and  suspendered  Wall  Streeters 
seemed  to  appear  at  everj-  turn,  one 
hand  crunching  numbers  on  a  personal 
computer,  the  other  extended  to  collect 
a  gigantic  fee.  There  frequently  were 
several  financial  advisers  on  each  side 
of  a  transaction.  And  they  were  the 
ones  who  often  got  the  ball  rolling — 
peddling  an  acquisition  idea  or  sug- 
gesting that  a  company  was  in  play 
and  had  to  take  defensive  action. 

Now,  company  after  company  is 
stumbling  into  financial  trouble  in- 
duced by  too  much  debt,  too-rosy 
projections  of  cash  flow  or  asset 
sales,  too  unlikely  a  business  combi- 
nation— the  verj'  items  on  which  in- 
vestment bankers  opined.  Just  the 
conditions,  in  the  litigious  U.  S.,  for 
sprints  to  the  courthouse. 
FILING  FEVER.  That's  exactly  what's 
starting  to  happen,  despite  the  in- 
demnification that  investment  bank- 
ers receive  in  their  standard  con- 
tract. On  Jan.  24,  at  the  same  time 
that  Interco  Inc.  filed  for  bankrupt- 
cy protection,  it  sued  Wassei'stein, 
Perella  &  Co.,  which  designed  the 
recapitalization  plan  Interco  used  to 
ward  off  a  hostile  takeover.  Interco 
charged  Wasserstein  with  negli- 
gence, professional  malpractice, 
breach  of  fiduciaiy  duty,  and  fraud. 
Days  earlier,  a  court-appointed  ex- 
aminer analyzing  the  1986  buyout  of 
Revco,  now  bankrupt,  said  the  com- 
pany had  grounds  to  sue  Salomon 
Brothers  Inc.  for  recoverj-  of  fees. 

Even  more  threatening,  shareholders 
of  PJR  Nabisco  Inc.  have  won  two 
court  rulings  letting  them  sue  Lazard 
Freres  &  Co.  and  Dillon,  Read  &  Co., 
which  advised  the  RJR  board  during  its 
1988  buyout.  Disposition  of  that  suit 
awaits  the  outcome  of  a  shareholder 
suit  against  the  RJR  board  itself.  Other 
suits,  seeking  to  blame  bankers  for 
deals  gone  awry,  are  likely. 

Plenty  of  managers,  shareholders, 
bondholders,  and  lenders  smell  re- 
venge— and  boot\ — in  these  suits.  But 
in  most  cases,  Wall  Street  isn't  the  key 
locus  of  blame.  Directoi-s,  including  the 
chief  executive  and  the  other  top  man- 
agers on  the  board,  are. 


To  be  sure,  something  seems  wrong 
with  a  system  that  allows  investment 
bankers  to  walk  away  scot-free  from 
the  deals  they  sold.  The  lack  of  respon- 
sibility, after  all,  may  have  encouraged 
the  cavalier  attitudes  they  sometimes 
exhibited.  A  few  years  ago,  the  head  of 
merchant  banking  at  a  major  leveraged 
buyout  lender  was  asked  if  anyone  at 
his  bank  ever  worried  about  the  poten- 
tially negative  effects  of  all  this  lever- 
age on  a  company — or  on  the  economy. 
"Not  in  my  department,"  he  retorted, 
implying  that  anyone  who  did  would  be 
unfit  for  the  job.  Any  honest  Wall 
Streeter  would  have  had  the  same  re- 
sponse. In  the  '80s,  the  emphasis  was 


on  transactions,  not  on  consequences. 
At  base,  investment  bankers  were  in- 
terested only  in  generating  fees. 

Their  compensation  agreements  en- 
couraged them  to  recommend  more 
complex,  more  leveraged  transactions 
and  to  get  the  deal — any  deal — done, 
no  matter  what  the  outcome.  Financial 
analysis  is  not  a  science,  so  they  could 
easily  change  their  view  as  the  situa- 
tion, or  the  management  that  hired 
them,  demanded.  As  Delaware  Chan- 
cery Court  Judge  William  T.  Allen, 
who  has  ruled  on  many  important  take- 
over cases,  has  wTitten:  Courts  have 
"taken  note  of  the  remarkable  abilit}' 
of  bankers  from  time  to  time  to  shift 


this  range  [of  a  company's  fair  value] 
upward  veiy  materially  during  a  con- 
test for  control  without  a  material 
change  in  the  business  of  the  fii'm  or 
the  larger  financial  context  within 
which  the  firm  exists." 
'MINE  FIELD.'  Investment  bankers,  usu- 
ally so  confident  in  their  opinions, 
can't  really  explain  such  manipulation. 
They  don't  want  to  talk  about  their 
responsibility-  for  the  wTeckage  of  the 
'80s,  either.  As  one  takeover  specialist 
says:  "It's  not  a  mine  field  I  want  to 
get  into." 

The  fact  that  investment  bankers  are 
mercenary,  however,  does  not  neces- 
sarily imply  that  they  are  legally  culpa- 
ble. Certainly,  in  recent  yeare.  direc- 
tors were  forced  to  confront  new 
circumstances  that  seemed  to  de- 
mand quick  decisions.  They  some- 
times let  investment  bankers  step 
into  the  power  vacuum  that  devel- 
oped, and  the  bankers  may  have 
jumped  in  too  eagerly. 

But  unless  they  specifically  forced 
an  action,  it's  hard  to  see  how  under 
U.  S.  law,  bankers  can  be  blamed 
for  poor  corporate  decisions.  Direc- 
tors may  not  abdicate  responsibility, 
and  they  have  no  business  voting 
for  options  they  don't  understand. 
As  Chancellor  Allen  has  wTitten:  "It 
is  important  for  all  participants  to 
recall  at  all  times  that  the  dutj'  to 
exercise  corporate  powers  rests  with 
the  board  or  a  duly  constituted  com- 
mittee. . . .  the  board  may  not  dele 
gate  to  its  advisors  ultimate  respon- 
sibility for  the  transaction." 

It's  tempting  to  want  to  make  in- 
vestment bankers  scapegoats  for  re- 
cent excesses.  But  aside  from  fraud 
or  extortion,  they  are  probably  not  lia- 
ble unless  they  willfully  or  recklessly 
misrepresented  a  situation  or  were 
egregiously  negligent  in  reaching  a 
recommendation.  In  other  words,  only 
malpractice — not  disagreement  or  er- 
ror— might  imply  liability,  and  then 
probably  only  for  the  fee  paid  them. 

There  have  been  few  checks  on  the 
behavior  of  investment  bankers.  It  will 
be  helpful  for  some  malpractice  cases 
to  be  heard,  so  that  courts  may  deter- 
mine what  is  acceptable  Wall  Street 
practice  and  what  is  not.  But  the  vast 
amount  of  blame,  or  credit,  for  corpo- 
rate action  must  lie  with  directors  and 
managers,  not  their  ad\isers. 
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"CSX  Transportation  is 
spread  all  up  and  down  the 
eastern  seaboard.  So  we  rely 
on  fax  machines  for  sending 
everything  from  bills  of  lading 
to  employee  time  cards." 

"Right  now  we've 
installed  over  1200  Pitney 
Bowes  fax  machines. ..and 
we  are  updating  our  older 
equipment  as  fast  as  we  can. 
Because  for  every  existing 
fax  machine  we  replace  with 
a  Pitney  Bowes  machine, 
we're  saving  money." 

"Pitney  Bowes  fax 
machines  give  us  the  cost, 
service,  and  reliability 
we're  looking  for." 

"We  don't  have  any 
problems  with  service, 
there's  very  little  upkeep, 
and  anytime  I  have  a 
question  about  the  sale  of  a 
new  machine  or  billing,  one 
call  gets  me  through  to  my 
rep  and  he  takes  care  of  it." 

"Pitney  Bowes  makes 
you  feel  like  you're  the 
customer." 

At  Pitney  Bowes, 
customer  satisfaction  is  a 
commitnjent  that's  at  the 
very  fiber  of  our  business. 
It  shapes  the  attitudes  and 
actions  of  our  people.  And 
it's  reflected  in  the  quality 
and  reliability  of  our 
products.  What's  more, 
we  back  it  up  with  our 
Customer  Satisfaction 
Guarantee^'''  For  more 
information,  call  1-800- 
MR  BOWES  ext.  1055. 


"Pitney  Bowes  has  replaced 
over  1 200  fax  machines 
for  us... and  we're  ordering 
more.  Every  one  we 
add  saves  us 
money." 


0700. 


Steve  McCann 

Manager,  Office  Equipment 

CSX  Transportation 
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BY  GENE  G.  MARCIAL 


ON  A  CIEAR  DAY, 

YOU  CAN  SEE 

AN  UPSWING  AT  GM 


Since  last  autumn,  investment 
manager  Tony  Hitschler  has 
seen  his  portfolio  of  little-known, 
out-of-favor  issues  with  depressed 
price-earnings  ratios  take  flight.  Now, 
a  generally  disdained  but  highly  visible 
giant  tops  his  shopping  list:  General 
Motors. 

On  Feb.  4,  the  nation's  largest  auto 
maker  cut  its  quarterly  dividend  from 
75$  a  share  to  40$  and  slashed  capital 
spending  plans  by  a  half-billion  dollars 
a  year  over  the  next  three  years.  Ana- 
lysts had  anticipated  some  cost-cutting 
by  the  industry  because  of  the  reces- 
sion, but  even  so,  many  put  out  "sell" 
or  "avoid"  recommendations  on  GM  af- 
ter the  dividend  cut.  They  also  lowered 
their  1991  earnings  estimates.  One  ana- 
lyst reduced  his  to  a  loss  of  $2.50  a 
share,  vs.  an  earlier  loss  estimate  of 
50$.  A  more  bullish  analyst  cut  his  esti- 
mate from  $4.50  to  $1.50.  For  1990,  GM 
is  expected  to  post  a  loss  of  20$  to  39$ 
a  share  because  of  a  big  charge  in  the 
fourth  quarter  related  to  plant  clos- 
ings. In  1989,  GM  earned  $6.11  a  share. 

But  Hitschler  takes  a  contrarian 
view.  "Based  on  valuation  measures 
that  we  respect,  GM  is  a  very  cheap  buy 
right  now,"  says  Hitschler,  president 
of  Brandywine  Asset  Management, 
which  shepherds  nearly  $1  billion.  Al- 
though some  analysts  contend  that 
GM's  stock  tends  to  fall  sharply  after  a 
dividend  cut,  Hitschler  insists  that  this 
time,  GM  will  snap  back  from  its  cur- 
rent 35,  possibly  reaching  its  52-week 
high  of  50y2.  Given  "several  factors  we 
see  ahead,"  he  adds,  "gm  could  come 
near  its  book  value  of  $61  a  share  in 
the  next  12  to  18  months." 
MARGIN  WATCH.  Hitschler  says  the 
most  valid  timing  tool  he  uses  for  GM  is 
the  company's  pretax  profits  as  a  per- 
cent of  sales.  When  pretax  margins 
collapse,  says  Hitschler,  the  stock 
drops  to  very  attractive  levels.  Pretax 
margins  have  declined  almost  to  zero, 
pulling  the  stock  close  to  its  52-week 
low.  Hitschler  recalls  that  during  1981- 
82,  GM's  pretax  margins  did  fall  to 
zero.  The  stock  hit  a  low  of  16,  but  by 
1984,  when  pretax  margins  had  climbed 
up  to  6.57',  the  stock  had  risen  to  41. 
When  pretax  margins  slipped  to  4%  in 
late  1986,  the  stock  fell  back  to  32.  In 
1988,  GM's  pretax  margins  were  up 
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again,  and  the  stock  rose  as  well, 
reaching  50  the  following  year. 

Hitschler  thinks  GM's  margins  will 
show  a  dramatic  improvement  next 
year  because  of  sweeping  cost-cutting 
and  the  attractive  line  of  new  cars  it 
has  in  the  pipeline.  Another  important 
reason  for  Hitschler's  bullishness  is 
the  Federal  Reserve  Board's  aggres- 
sive cutting  of  interest  rates  in  recent 
weeks.  As  rates  move  lower,  he  notes, 
consumers  start  buying  cars. 


THE  WAR  MAY  MAKE 
QUANTUM  LEAP 


I  ot  too  long  ago,  the  big  worry 
about  Quantum  Chemical,  the 
1  nation's  largest  polyethylene 
producer,  was  how  it  would  survive. 
Earnings  had  plunged  from  $4.45  a 
share  in  fiscal  1989  to  79$  in  1990.  The 
company  was  $2.5  billion  in  debt,  and 
its  stock  had  dropped  from  30  in  early 

1990  to  8  on  Oct.  16.  Since  then, 
though,  the  stock  has  been  moving  up, 
rising  from  12  to  17  in  recent  weeks. 

"The  worst  may  finally  be  over  for 
Quantum,"  says  Len  Bogner,  an  ana- 
lyst at  Prudential-Bache  Securities  who 
has  been  negative  on  the  stock  for  two 
years.  Its  fundamentals  "look  better  in 

1991  than  we  had  expected,"  says 
Bogner.  So  he  has  upgraded  his  rating 
from  a  "sell"  to  a  "buy"  and  raised  his 
1991  earnings  estimate  from  zero  to 
$1.35  a  share.  For  next  year,  he  lifted 
the  estimate  from  $2.50  to  $4. 

What's  intriguing  about  Quantum, 
notes  one  big  New  York  investor  who 
says  he  has  accumulated  a  37'  stake,  is 
how  it  will  benefit  from  the  war.  In 
Kuwait  and  Iraq,  fighting  has  cut  off 


production  of  naphtha,  which  is  used  to 
make  plastics.  Those  refineries  sup- 
plied 507  of  the  Asian  naphtha  market 
and  a  smaller  part  of  the  European. 

In  the  U.  S.,  natural  gas  rather  than 
naphtha  is  used  to  make  ethylene, 
which  in  turn  goes  into  the  production 
of  polyethylene.  Since  Quantum  is  a 
big  producer  of  ethylene,  it  will  benefit 
from  an  expected  surge  in  demand  for 
U.  S.  polyethylene.  Quantum's  big  new 
Texas  ethylene  plant,  which  will  be 
producing  in  a  matter  of  days,  should 
slash  Quantum's  costs.  That,  plus  the 
rise  of  polyethylene  prices  since  July, 
says  Bogner,  will  help  boost  Quan- 
tum's earnings. 

Indeed,  the  company  may  become  a 
takeover  target,  says  the  New  York 
investor,  because  "foreign  companies 
need  its  U.  S.  petrochemical-feedstock 
refineries."  He  puts  Quantum's  take- 
over value  at  $50  a  share. 


A  BACK-OFFICE 
BUSINESS  BOOMS 


Ameriscribe  used  to  be  Service 
Resources,  which  owned  such 
diversified  businesses  as  an  Ec- 
uadorian brewery  and  a  musical-instru- 
ment maker.  When  it  changed  its  name 
in  1990,  Ameriscribe  had  sold  every- 
thing except  Ameriscribe  Management 
Services.  That  unit  provides  copier, 
messenger,  and  mailroom  management 
for  investment  banks  and  law  and  ac- 
counting firms.  Ho  hum,  right?  So  why 
are  some  savvy  investors  buying  sig- 
nificant stakes? 

Value  investor  Mario  Gabelli  owns 
16%  of  Ameriscribe,  and  another  big 
money  manager  is  said  have  been  been 
accumulating  shares  to  match  Gabelli's 
stake.  Some  pros  say  the  company  is 
benefiting  from  the  trend  among  ser- 
vice companies  toward  shedding  their 
mailroom  and  photocopying  operations 
in  favor  of  contracting  out  such  ser- 
vices. Ameriscribe  operates  the  in- 
house  mailroom  and  messenger  ser- 
vices of  133  clients  in  30  cities, 
including  Goldman  Sachs,  Price  Water- 
house,  and  the  New  York  law  firm  of 
Baker  &  McKenzie. 

One  investor  says  shares  of  Ameri- 
scribe are  worth  twice  their  current 
price  of  $7  based  on  the  company's 
earning  power,  which  is  believed  to  be 
masked  right  now  by  one-time  charges 
related  to  a  debt  restructuring.  For 
1990,  Ameriscribe  is  expected  to  post 
earnings  of  25$  a  share,  up  from  4$  in 
'89.  For  '91,  a  profit  of  $1  a  share  won't 
be  a  surprise,  says  one  pro. 
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UDS  offers  more  choices, 
more  features  than  any  other 
modem  builder 


UDS,  acknowledged  by  leading  trade 
magazines  and  independent  research 
organizations  as  the  world's  premier 
supplier  of  V.32  modems,  offers  more 
variations  on  the  V.32  theme  than  any 
other  manufacturer. 

Every  modem  in  the  UDS  V.32  family 
has  the  dial-up,  full-duplex  9600  bps 
and  associated  fallback  capabilities 
mandated  by  the  CCITT  recommenda- 
tion. Beyond  basic  V.32  conformity 
lies  a  myriad  of  features  and  options. 
Among  the  user  options  available  are: 

PACKAGING  -  UDS  V,32s  may  be 
ordered  as  board-level  IBM  plug-ins, 
in  standalone  packages  or  as  central 
site  rack-mountable  cards. 


THROUGHPUT  -  Selected  models 
offer  MNP"  levels  4  and  5  for  error 
control  and  data  compression;  others, 
in  compliance  with  CCITT  V.42  bis, 
offer  MNP  or  LAP-M  compression 
throughput  rates  up  to  38,400  bps. 

CONNECTIVITY  -  Sync  Up  ^  board 
level  versions  of  V.32s  are  available 
for  various  combinations  of  BSC,  SNA 
and  OS/2  host-to-remote  communi- 
cation for  EDI,  X.25,  BSC,  SNA  and 
LU6.2  applications. 

PC  APPLICATIONS  -  V  32s  are 

available  in  the  FasTalk*  configuration, 
designed  especially  for  PC  use. 

INTERNATIONALACCEPTABILITY- 

Several  versions  of  the  UDS  V.32  have 


already  been  qualified  to  non-U.S. 
operating  standards,  assuring  their 
acceptability  in  multi-national  networks. 

Features  and  value  make  UDS  the 
favorite  choice  for  V.32s.  For  a  look  at 
the  whole  menu,  contact  UDS, 
5000  Bradford  Drive,  Huntsville,  AL 
35805-1993.  Telephone  205/430-8000; 
FAX  205/430-8926. 


MOTOROLA 


MNP  IS  a  trademarti  ot  Microcom,  Inc  .  OS/2  is  a  irademark  of  Internalional  Business  Machines,  Sync  Up  and  FasTalk  are  liademarks  ot  UDS 
Created  by  Dayner/Halt.  Inc.,  Winter  Park.  Florida 
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Qie  line. 


At  Ford,  we're  not  gambling 
on  the  future.  We're  creating  it. 

With  a  new  long  conventional 
tractor  —  the  AeroMax  120.  The 
most  fuel-efficient  linehauler  in 
the  Ford  fleet. 

And  a  new  attitude.  A  new  way 
of  doing  business  with  customer 
satisfaction  as  our  top  priority. 

hi  performance,  in  cab  com- 
fort, in  ease  of  maintenance, 
there's  never  been  anything  from 
Ford  like  the  AeroMax  120. 

And  there's  never  been  any- 
thing fi'om  Ford  like  our 
innovative  after-sale  support. 
Our  Emergency  Road  Service. 
The  Ford  LineHauler  Club. 
Our  expanded  Parts  &  Service 
network.  Extended  Service 
Coverage.  And  more. 
The  AeroMax  120.  Because 
the  future  is  what 
you  make  it. 


TRUCKS 


Not  just  a  new  Ford. . . 
a  new  Ford  attitude. 


DETROIT  VS.  PORTLAND:  AFTER  TWO  CONSECUTIVE  TITLES,  THE  PISTONS  WANT  A  "THREE-PEAT" 


'SOMETIMES  THE  GAME 
IS  THE  DULL  MOMENT' 


The  Pistons  are  a  model  of  sports  management — on  and  off  court 
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h,  no,  not  another  proposal," 
(groans  one  fan,  as  a  young 
man  and  his  date  appear  on  the 
nine-foot-high  video  screen  built  into  the 
scoreboard.  The  man  drops  to  one  knee, 
and  an  intimate  message  flashes  to  the 
20,()00-plus  basketball  fans  at  the  Palace 
of  Auburn  Hills:  "Mary,  will  you  marry 
me?  Dave."  Sighs  the  fan:  "It's  getting 
so  you  can  hardly  go  to  a  Pistons  game 
without  somebody  proposing." 

Cupid  may  not  be  in  the  lineup  at  ev- 
ery home  game  of  the  champion  Detroit 
Pistons,  but  management  does  its  best 
to  make  sure  no  one  is  snoozing  in  the 
stands.  When  the  stuffs  and  shot-block- 
ing stop,  Piston  fans  are  treated  to  ce- 
lebrity free-throw  competitions,  video 
games,  maybe  even  chainsaw  jugglers. 
"There's  never  a  totally  dull  moment. 
Sometimes  the  game  is  the  dull  mo- 
ment," says  Tom  Wilson,  the  Pistons' 
chief  executive  officer  and  the  creator  of 
what  has  become  a  management  l)lue- 
print  for  other  teams. 

The  Pistons  worried  about  boring  bas- 
ketball? C'mon.  The  team  is  aiming  for  a 
third  consecutive  National  Basketball 
Assn.  championship.  Even  without  star 
guard  Isiah  Thomas,  who's  out  for  at 
least  the  rest  of  the  regular  season  with 


a  wrist  injury,  the  team  plays  a  gritty 
defensive  game  that  Detroiters  love.  The 
Pistons  have  displaced  the  city's  profes- 
sional football,  baseball,  and  hockey 
franchises  as  the  hottest  ticket  in  town: 
Their  home  arena  has  been  sold  out  for 
125  straight  games. 

Off  the  court,  the  Pistons  are  winning, 
too.  "They're  the  kind  of  full-service 
marketing  company  that  more  and  more 
of  our  teams  are  becoming,"  says  NBA 
Commissioner  David  J.  Stern.  In  a 
league  where  a  team  that  earns  over  $10 
million  had  a  great  year,  the  Pistons 
could  make  nearly  $13  million  this  sea- 
son— before  any  playoff  revenues.  Now, 
Pistons  management  is  out  to  build  fan 
loyalty  that  will  sustain  the  franchise 
even  when  the  team's  fortunes  fade. 

Not  so  long  ago,  loyal  fans  and  win- 
ning seasons  were  just  a  pipe  dream. 


After  one  rowdy  game,  a  rival 

player  called  the  Pistons 
Voung  punks' — and  Leather 
Jacket  Night  was  born 


During  the  1979-80  season,  Wilson's  firs 
as  CEO,  the  team  lurched  to  a  16-66  rec 
ord  and  drew  only  8,128  fans  a  game  t( 
the  vast,  80,638-seat  Pontiac  Silverdome 

Desperate  times  called  for  desperat< 
measures.  While  extensively  rebuilding 
the  team,  management  promoted  it: 
games  as  good  entertainment,  if  no[ 
great  hoops.  The  front  office  lured  fan 
with  all  manner  of  cut-price  promotions 
such  as  Leather  Jacket  Night.  After  on( 
foul-filled  game  in  late  1981,  an  opposing 
player  called  the  Pistons  "young  punks. 
The  team  promptly  announced  that  any 
one  wearing  a  leather  jacket  would  ge 
in  to  the  next  game  for  $1.  Some  10,00( 
people  showed  up  clad  in  cowhide. 

The  Pistons  did  more  than  dream  u{ 
goofy  gimmicks.  The  team  was  one  0 
the  NBA  pioneers  in  buying  airtime  fron 
a  local  television  station  and  producing 
its  own  games.  That  meant  forgoing  the 
guaranteed  check  that  comes  when 
station  buys  broadcast  rights,  but  it  al 
lowed  the  Pistons  to  use  commercia 
time  to  hawk  tickets  to  upcoming 
games.  And  when  retailers  hesitated  t( 
carry  Pistons  T-shirts  and  posters,  th( 
team  opened  its  own  Great  Stuff  outlets 

By  the  time  the  Pistons  moved  to  th( 
Palace  for  the  1988-89  season,  the  tean 
was  winning.  Suddenly,  the  problen 
wasn't  finding  fans  but  divvying  up  the 
new  arena's  scarce  21,454  seats. 
SUITE  DEAL.  The  Palace  itself  symbolize: 
the  Pistons'  marketing  hustle:  It  was  fi 
nanced  through  the  lease  of  180  corpo 
rate  suites.  No  tax  moneys  were  in 
volved.  Designed  for  corporate  enter 
taining — a  staple  of  the  auto  industry- 
the  suites  lease  for  up  to  $120,000  foj 
five  years. 

New  franchises  are  following  the  Pis 
tons'  formula.  Two  expansion  clubs,  th( 
Minnesota  Timberwolves  and  the  Orlan 
do  Magic,  ordered  massive  four-side( 
video  scoreboards  after  seeing  the  Pis 
tons'  screens  in  action.  Minnesota  usee 
the  Palace  as  a  model  when  it  designe( 
the  suites  in  its  Target  Center.  But  wha 
Spencer  Stolpen,  general  manager  of  th( 
Charlotte  Hornets  expansion  club,  realh 
likes  about  the  Pistons  is  their  "overal 
attitude  of  servicing  your  client." 

The  centerpiece  of  all  that  service,  0 
course,  is  a  good  show.  Back  at  th( 
game,  it's  the  third  quarter.  The  Piston: 
are  leading  the  Chicago  Bulls,  but  jus 
barely.  So  Coach  Chuck  Daly  calls  time 
out  and  gathers  the  starters  and  first 
string  reserves  around  him.  The  bench 
warmers  also  rise — so  that  they  can  ge 
a  better  look  at  the  animated  action  01 
the  video  scoreboard.  Even  for  the  play 
ers,  basketball  isn't  the  only  game  ii 
Pistontown. 
By  James  B.  Treece  in  Auburn  Hills.  Mich 
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SPORTS  BUSINE' 


"Industry,  Perseverance  &  " 
Frugality,  Make  Fortune  Yield" 


Benjamin  Franklin,  1758 


Franklin  Federal  Tax-Free  Income  Fund 


Ben  Franklin's  words  of  wisdom  apply  to  today's 
investment. 

Frugality.  Keep  more  of  what  you  earn  by  invest- 
ing in  the  Franklin  Federal  Tax-Free  Income  Fund. 
Your  dividend  income  will  be  free  from  federal  tax 
and  the  benefit  of  tax-free  income  grows  with  your 
tax  bracket.t 

Perseverance.  Since  1947  Franklin  has  been  in  the 
business  of  helping  investors  like  you.  Our  profes- 
sional managers  seek  to  select  only  those  municipal 
securities  that  offer  the  best  combination  of  yield 
and  quality. 

Industry.  Your  dollars  are  invested  in  municipal 
securities  issued  to  help  communities  construct  a 
wide  range  of  public  facilities  such  as  schools  and 
hospitals.  And,  by  investing  in  municipal  securities, 
your  dividends  will  be  free  from  federal  tax. 


+The  fund's  dividends  are  subject  to  most  state  and  local  taxes. 
For  some  investors,  federal  or  state  alternative  minimum  tax 
consideration  may  also  apply.  Investment  return  and  prin- 
cipal value  will  fluctuate  with  market  conditions. 


Call  Franklin  toll  free  today  for 
a  free  brochure. 

1-800-342-FUND  Ext.  745 


Franklin  Distributors,  Inc. 
777  Mariners  Island  Blvd. 
San  Mateo,  CA  94404-1585 


BWK91 
745 


Yes!  1  would  like  a  free  prospectus  containing  more 
complete  information  on  the  Franklin  Federal  Tax-Free 
Income  Fund,  including  charges  and  expenses.  I  will  read 
it  carefully  before  I  invest  or  send  money. 

□  I  am  currently  a  Franklin  shareholder. 

Name  


Address . 


City/ State/ Zip . 


Daytime  Phone  . 


F  R  k  Nl  %  1 1  Nl 

Member  $43  Billion  Franklin  Group  of  Funds 
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ENTREPRENEURS! 


THE  SONS  OF  APOLLO  MAY 
OUTSHINE  THE  ORIGINAL 


The  once-hot  workstation  maker  has  spawned  a  raft  of  startups 


lor  young  computer  engineers  in 
I  the  early  1980s,  the  name  Apollo 
Computer  Inc.  was  magic.  It  was 
the  company  that  created  engineering 
workstations — flashy,  high-powered 
desktop  computers  that  automated  the 
design  of  everything  from  computer 
softv/are  to  airplanes.  As  the  Chelms- 
ford (Mass.)-based  company's  revenues 
and  reputation  soared,  it  attracted  doz- 
ens of  whiz  kids  looking  for  technical 
challenge,  wealth,  and  a  chance  to  play 
in  the  bigs  at  a  tender  age. 

By  1989,  though,  the  joyride 
was  over.  Engineering  worksta- 
tions were  hotter  than  ever.  But 
Sun  Microsystems  Inc.  was  reap- 
ing the  rewards.  By  starting 
slightly  later,  the  Silicon  Valley 
company  spotted  a  critical  trend: 
the  demand  for  nonproprietary 
software,  namely  American  Tele- 
phone &  Telegraph  Co.'s  Unix  op- 
erating system.  As  Apollo's  man- 
agement reluctantly  began  to  re- 
engineer  its  systems  for  Unix, 
Apollo's  lead  disappeared  and  the 
red  ink  began  to  flow.  It  had 
gone  public  in  1983  at  a  lofty  four 
times  annual  revenues.  When  it 
agreed  to  sell  out  to  Hewlett- 
Packard  Co.  in  1989,  it  fetched  a 
mere  $476.4  million — less  than  its 
1988  sales.  An  era  in  computer 
history  was  gone. 

But  not  forgotten.  Today,  the 
hotshots  behind  Apollo  are  seek- 
ing to  recreate  its  magic — and 
money.  John  William  Poduska  Sr., 
the  engineer  who  launched  the 
company  in  1980,  is  running  his 
third  startup  (page  125).  The 
Apollo  engineers  who  created  its 
workstations,  networks,  and  soft- 
ware have  started  eight  other 
companies.  These  sons  of  Apollo 
represent  the  largest,  and  per- 
haps most  promising,  batch  of 
corporate  offspring  in  Boston's 
Route  128  high-technology  belt. 
WELLSPRING.  Many  of  the  new 
ventures  spring  from  work  begun 
at  Apollo.  David  B.  Leblang's 
Atria  Software  Inc.,  for  example, 
is  advancing  Apollo's  work  in 
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software  engineering  with  a  system  to 
allow  software-design  teams  using  vari- 
ous workstation  brands  to  work  togeth- 
er. R.  Bruce  McClure,  chief  designer  of 
Apollo's  pioneering  Domain  network,  is 
using  fiber-optic  technology  at  Synerne- 
tics  Inc.  to  boost  network  speeds. 

Apollo's  reputation  for  technical 
breakthroughs  made  it  easy  for  key 
alumni  to  raise  money.  So  keen  were 
venture  capitalists  to  fund  McClure's 
Synernetics  that  they  committed  twice 


APOLLO'S  OFFSPRING 


Company  name 

Product 

Venture  funding 

ALFALFA  SOFTWARE 

Electronic-mail  package 

Privately  financed 

ATRIA  SOFTWARI 

Software-design  programs 

$2.1  million 

AVID  TECHHOLOCY 

Video-editing  workstation 

$6.3  million 

COGNIVISION 

Visualization  software 

Privately  financed 

ELECTRONIC  BOOK 
TECHNOLOGIES 

Multimedia  software 

Privately  financed 

FLUENT  MACHINES 

Multimedia  software 

$4.75  million 

STARDENT 
COMPUTER 

Superworkstations 

$180  million 

SYNERNETICS 

High-speed  networks 

$6.5  million 

WORKSTATION 
SOLUTIONS 

Peripherals,  software 

Privately  financed 

DATA:  BW 

the  $6.5  million  he  needed.  "Apollo  was  i 
nurturing  ground  for  the  kinds  of  peopk 
who  tend  to  be  successful  entrepre 
■neurs,"  says  Gardner  C.  Hendrie,  a  ven 
ture  capitalist  at  Sigma  Partners  in  Bos 
ton,  which  backs  both  Atria  anc 
Synernetics. 

Simply  raising  money  is  no  guarantee 
of  commercial  success,  but  the  new  com 
panics  are  off  to  a  promising  start.  Al 
falfa  Software  Inc.  in  Cambridge,  Mass. 
has  persuaded  France's  Groupe  Bull  anc 
Germany's  Siemens  Nixdorf  Informatior 
Systems  Inc.  to  sell  its  electronic-mai 
package.  Avid  Technology  Inc.'s  video 
editing  systems  are  used  by  120  compa 
nies  to  produce  TV  commercials.  Thdj 
Burlington  (Mass.)  company,  founded  bj  n 
former  Apollo  manager  William  J 
Warner,  did  $7  million  in  sales  last  yearjof 

One  reason  Apollo  was  such  a  gooc 
training  ground  was  the  fast  tract 
it  provided  for  ambitious  young  engi  j 
neers.  McClure  hired  on  in  1982  tc  i| 
design  network  software.  B})[ 
1984,  he  was  running  the  net  it 
work-installation  group  as  well,  £  \ 
multimillion  dollar  business.  SucI  m 
opportunities  were  a  magnet  tc  o 
top  engineering-school  grads  ancjj 
those  frustrated  by  humdrunif 
jobs  at  big  companies,  such  as  ( 
nearby  Digital  Equipment  Corp 
"Apollo  was  the  fourth  company  ]  fo 
had  worked  for,"  says  McClure », 
"But  it  had  the  best  talent  densi  ^ 
ty  of  them  all."  J[ 
WORN  CHAIRS.  As  Apollo  fortunes  j, 
faded  and  HP  imposed  cutbacks  ;|i 
following  the  acquisition,  that  tal  ;j( 
ent  found  its  way  to  the  startups  ji 
When  Warner  launched  Avid  ir 
1987,  for  example,  he  hired  ar  31 
Apollo  engineer  as  his  first  em  jf 
ployee  and  turned  for  funding  tCip 
a  venture  capitalist  who  had  beer 
an  Apollo  manager.  All  sever  n; 
members  of  Leblang's  startufi; 
team  at  Atria  Software  were  for  ji 
mer  Apollo  co-workers.  And  thej'oi 
feel  right  at  home  in  the  compa  [}, 
ny's  Natick  (Mass.)  offices:  Thcip, 
furnishings  are  Apollo  castoffs  (j 
sold  when  HP  consolidated  offices  ] 
Some  Apollo  legacies  the  new  2( 
entrepreneurs  would  just  as  soor  55 
avoid.  One  is  growth  for  growth's  [5 
sake.  "Apollo  had  to  be  a  billiorij, 
dollars  or  bust,"  says  David  L  \\ 
Nelson,  an  Apollo  founder  whose  yi 
Framingham  (Mass.)-based  start  jj 
up.  Fluent  Machines  Inc.,  builds 
sound  and  video  software  for  per  \^ 
sonal  computers.  Apollo  did  growjj- 
fast — to  $216  million  in  fouroj 
years.  But  the  sudden  success  | 
blinded  management  to  the  new 
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)pen-sy.stems  movement  that  Sun  had 
;eized.  "Apollo  people  were  very  ambi- 
ious,"  says  Atria's  Leblang.  "But  they 
iometimes  deluded  themselves.  We 
)romise  we'll  not  do  that."  Perhaps  that 
vay,  a  bit  of  Apollo's  magic  will  indeed 
ive  on. 

By  Gary  McWilliams  in  Bosfo» 


A  ROUTE  128 
lEGEND  STUMBLES 


At 


polio's  most  famous  son,  John 
William  Poduska  Sr.,  left  in 
1985  to  launch  Stellar  Computer 
Inc.  and  create  a  "superworkstation." 
The  founder  of  Prime  Computer  Inc. 
md  Apollo  Computer  Inc.  vowed  that 
lis  third  startup  would  be  the  biggest 
)f  all. 

Not  quite.  Stellar  "hasn't  taken  off 
IS  we'd  like,"  admits  Poduska.  Stel- 
ar — renamed  Stardent  Computer  Inc. 
ifter  a  1989  merger  with  Ardent  Com- 
)uter  Corp. — has  run  through  $180  mil- 
ion  of  capital  without  turning  a  profit. 
ts  1990  sales,  about  $40  million,  are  a 
small  slice  of  the  $260  million  market 
'or  superworkstations,  which  convert 
lata  into  dazzling  3-D  images.  To  stay 
ifloat,  the  Concord  (Mass.)  company  re- 
;ently  sold  rights  to  its  graphics  soft- 
vare,  AVS,  to  Japan's  Kubota  Corp. 
•OO  EXPENSIVE.  Stellar  did  get  off  to  a 
jood  start.  Its  $12.7  million  first-year 
ales  surpassed  those  of  Prime  and 
k.pollo,  but  Poduska  bet  wrong  by  us- 
ng  a  custom  chip  instead  of  the  off-the- 
helf  microprocessors  other  worksta- 
ions  had.  Stardent  machines  cost 
100,000  when  Silicon  Graphics  Inc.  was 
elling  3-D  workstations  for  as  little  as 
at  30,000.  Now,  Silicon  Graphics  has  66% 
M  if  the  business  and  Stardent  has  14%, 
;t(  .ccording  to  Dataquest  Inc. 
ea    Another  setback  was  the  shotgun 
vei  narriage  with  Ardent,  a  West  Coast 
till  iva!  backed  by  Kubota.  Ardent's 
for  ounders  have  sued  Kubota,  saying  it 
he)  orced  the  merger  to  gi-ab  technolog>^ 
'hat,  and  the  departure  of  key  engi- 
eers,  has  delayed  a  new  line  of  work- 
tations  using  standard  chips. 
Poduska  isn't  gi\'ing  up.  He  expects 
20  million  in  funding  from  Kubota  this 
lonth  and,  if  sales  pick  up,  $13  million 
lore  in  July.  "We'll  be  in  the  $60  mil- 
on  [sales]  range  this  year  [and]  profit- 
ble,"  he  says.  One  good  omen:  The 
VS  graphics  package  now  runs  on  Con- 
ex  Computer  Corp.  and  Digital  Equip- 
ment Corp.  hardware,  perhaps  seeding 
le  market  for  Stardent's  new  models, 
•ut  if  sales  don't  materialize,  Poduska 
juld  be  looking  for  startup  No.  4. 
By  Gary  McWilliams  in  Concord,  Mass. 
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NOTHING  VENTURB). 
NOTHING  GAINED. 


if  you  haven't  "ventured"  into 
investing  with  the  number  two 
small  company  grovvlh  Fund  in  the 
United  States,  you've  missed  out  on 
some  impressive  gains! 

The  Janus  Venture  Fund  recently 
ranked  second  in  the  small  compa- 
ny growth  category  returning 
109.3'/i)  for  the  five-year  period  end- 
ing December  31,  1990.* 

For  The  More  Adventurous.  The 
Janus  Venture  Fund  isn't  for  the 
conservative  investor,  but  for  the 
more  adventurous. 


We  look  for  "small"  company 
stocks  that  offer  excellent  growth 
potential.  It's  a  strategy  that  has 
yielded  impressive  results. 

So  why  not  venture  into  an  out- 
standing small  company  growth 
Fund  today?  If  not. ..nothing  ven- 
tured, nothing  gained. 

Rnd  out  more.  Call  or  return  the 
coupon  for  a  free  prospectus  that 
contains  additional  information. 
Please  read  the  prospectus  careful- 
ly before  you  invest  or  send 
monev. 


I 


^  J  anus  Venture  Fund 

P.O.  Box  173375,  Denver,  Colorado  80217-3375 
1-800-525-8983  Ext.  9600 

'Per  Lipper  Analytical  Se^vice^,  Inc..  tor  the  year  ended  December  31,  1990.  Janus  Venture  Fund's 
average  annual  total  returns  for  one  and  five  years  were  {A'^'i )  and  l.'S>K'f  respectively,  and  the  average 
annual  total  return  tor  the  life  of  the  Fund' from  April  M).  I9X.'^  through  December  .'^l.  1990  was 
I7.0"'.f .  Past  pertbrmance  does  not  guarantee  future  results.  Your  return  and  share  price  will  vary  and 
may  be  worth  more  or  less  at  redemption  than  at  purchase, 

YE$~  I  would  like  to  know  more  about  the  Janus  Venture  Fund!    Send  to: 

Janus  Group  of  Mutual  Funds 


Name 


City/State/Zip 


Address 


P.O.Box  173375 
Denver,  CO  80217-3375 
1-800-52^983  Ext.  9600 
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TELECOMMUNICATIONS  I 


THE  FCC  TRIES  TO  REVERSE 
SOME  OVERSEAS  CHARGES 


It's  prodding  foreign  phone  carriers  into  cutting  international  rates 


MAXIMUM  RATES  FOR  A 
10  MINUTE,  DIREa-DIAL' 


GERMANY 


BRAZIL 


The  Federal  Communications  Com- 
mission doesn't  often  enter  the 
rough-and-tumble  of  global  trade 
wars.  But  the  annual  payments  imbal- 
ance in  international  phone  calling  is 
growing  so  fast — doubling  since  1987  to 
a  projected  S2.7  billion  this  year 
(chart}— that  FCC  Chairman  Alfred  C. 
Sikes  is  ready  to  take  extraordinary 
steps.  As  early  as  March,  the  commis- 
sion is  expected  to  adopt  measures  to 
prod  state-owned  foreign  phone  monopo- 
lies into  ending  practices  that  inflate  the 
cost  of  international  calling  and  exacer- 
bate the  U.  S.  current-account  deficit — 
the  amount  by  which  imports  of  goods 
and  services  exceed  exports. 

Specifically,  Sikes  is  gunning  for  ac- 
counting rates,  the  negotiated  payments 


between  carriers  in 
the  international 
phone  business.  Un- 
der the  system,  U.  S. 
carriers  pay  their 
foreign  counterparts 
for  delivering  inter- 
national calls  to  final 
destinations  within 
the  receiving  na- 
tions, and  vice  versa. 

Accounting  rates 
are  the  same  in  both 
directions,  but  the 
U.  S.  loses  out  since 
it  sends  about  twice 
as  many  calls  abroad 
as  it  receives.  The 
foreign  carriers  get 
a  huge  boost  from 
holding  out  for  over- 
priced rates.  To 
make  things  worse, 
many  countries  jack 
up  their  internal  call- 
ing rates  to  curb  out- 
going calls:  It  can 
cost  several  times  as 
much  to  call  from  a 
foreign  country  to 
the  U.  S.  as  it  costs 
to  go  the  other  way. 
That  ensures  there 
will  be  few  outgoing 
calls  from  the  coun- 
try and  many  lucra- 
tive inbound  ones. 
According  to  the  FCC,  the  accounting 
rates  are  set  so  high — averaging  $2.10  a 
minute  last  year — that  about  75$  of  ev- 
ery dollar  collected  by  U.  S.  carriers  for 
international  calls  is  turned  over  to  for- 
eign carriers.  Sikes  calculates  that  by 
eliminating  the  "cartel  activity"  that  he 
says  sustains  high  ac- 


counting rates,  the  price 
of  many  international 
calls  could  be  cut  by  as 
much  as  50%'  over  the 
next  three  years. 

Sikes  is  threatening  to 
use  the  FCC  to  force  ac- 
counting-rate reductions. 
One  controversial  propos- 
al would  let  the  agency — 
as  a  last  resort— veto 


ANOTHER  DEFICIT 
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agreements  between  U.  S  and  oversea: 
carriers,  if  it  deems  that  negotiated  ac 
counting  rates  are  excessive.  After  ; 
veto,  the  FCC  would  either  direct  U.  S 
'companies  to  stop  paying  their  foreigi 
counterparts  until  a  new  deal  wa: 
struck,  or  it  would  set  a  new  rate  itself 
The  proposal  is  backed  by  Americai 
Telephone  &  Telegraph  Co.,  which  car 
ries  two-thirds  of  overseas  calls  from  tht 
U.  S.  and  has  long  pushed  for  lower  ac 
counting  rates — assuming  that  the} 
would  spur  more  traffic. 

The  FCC  proposals  appeal  to  callers 
especially  multinational  businesses,  bu 
they  don't  sit  well  overseas.  Many  coun 
tries  have  come  to  rely  on  the  mone} 
flowing  in  with  calls  from  the  U.  S.  as  ai 
informal  subsidy.  In  Germany,  for  in 
stance,  the  accounting-rate  money  help.- 
finance  postal  delivery.  Other  govern 
ments  use  the  funds  for  everythin.i 
from  schools  to  the  military.  Developinj. 
countries,  which  have  the  highest  ac 
counting  rates,  fear  that  the  loss  of  in 
come  would  cripple  modernization  ef 
forts.  Twenty  South  American  am 
Caribbean  nations  wrote  the  FCC  in  Au 
gust,  warning  that  its  proposal  couk 
hamper  "economic  and  social  programs 
of  developing  countries." 

Even  countries  that  support  the  FCC's 
cost-cutting  goals  are  unhappy  with  its 
tactics.  The  threat  of  a  veto  strikes 
many  carriers  as  an  intrusion  in  theii 
domestic  affairs.  Says  Bruce  W.  Stan 
ford,  vice-president  for  correspondent  re 
lations  at  British  Telecommunications 
PLC  in  New  York:  "That's  not  a  mattei 
for  the  FCC  to  regulate  on.  They  have  nc 
power  to  do  so." 
POPULAR  CAUSE.  If  Sikes  is  wading  intc 
foreign-policy  waters,  he  does  so  wit? 
the  State  Dept.'s  blessing.  "There's  nc 
usurpation  of  roles  here,"  says  Richarc 
C.  Beaird,  deputy  director  of  the  Stat( 
Dept.'s  Bureau  of  International  Commu 
nications  &  Information  Policy.  Indeed 
bringing  down  international  rates  has 
become  a  popular  cause  in  Washington 
drawing  support  from  the  Defense  Dept 
and  Janice  Obuchowski,  head  of  the  Na 
tional  Telecommunications  &  Informa 
tion  Administration. 

Sikes  is  trying  to  raise  the  conscious 
ness  of  the  general  public  as  well.  "1 
think  most  people  jusi 
don't  have  much  insight 
into  the  level  of  over 
charging,"  he  says 
"They  think  it  costs  a  lol 
of  money  to  call  overseas 
just  because  it's  a  long 
ways  away."  Not  so 
With  fiber-optic  cables 
beneath  the  oceans,  it's 
not  much  more  expensive 
to  reach  the  shores  oi 
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JOIN  OVER  1 MILUON  STOCK  FUND  INVECTORSj 


V 


1\vo  Proven 
Performers 
From  Fidelity! 

Hard  work  and  a  keen  eye  for  value  are  what's  behind  Fidelity's  top  performing  stock  funds.  Over  a  mil  lion 
Americans  have  invested  $30  billion  in  our  wide  variety  of  stock  funds.  For  funds  that  can  help  you  pursue 
your  goals  through  changing  market  conditions,  w  hy  not  look  to  America's  largest  manager  of  stock  funds? 


FideUty  Magellan  Fund- 
America's  #  1  Fund  For  Ten  Years 

Magellan's  go-anywhere  approach  to  finding 
stocks  with  the  potential  for  capital  appreciation  has 
made  it  the  nation's  #  1  mutual  fund  for  the  ten  year 
period  ended  12/31/90  according  to  Lipper. ' 
Magellan's  aggressive  investment  style  focuses  on 
fundamental  research  to  seek  out  growth  companies 
both  large  and  small,  at  home  and  abroad. 


How  Fidelity  Manages  For 
Tbp  Performance 


Fidelity follows  the  search for  growth  wherever  it 
leads-to  companies  both  large  and  small,  at  home 
or  anywhere  in  the  imrld.  It's  a  bottom-up  investing 
style  that  has  helped  make  Fidelity  the  largest  stock- 
fund  manager  in  the  nation.  For  over  forty  years  our 
goal  in  managing  money  has  remained  simple:  to  do 
exactly  what  you  would  do  for  yourself  if  you  had  the 
time  and  resources. 


Fidelity  Growth  &  Income  Portfolio-#l  For  Five  Years 

Looking  for  a  conservative  strategy  for  stock  market  iiwesting?  Over  the  past  five  year  period,  Fidelity  Growth 
&  Income  Portfolio  has  been  the  best  performing  growth  and  income  fund  in  America! ' 

Fidelity  Growth  &  Income  Portfolio's  moderate  approach  to  growth  focuses  on  liigh  dividend-paying  stocks 
with  long-term  grow  th  potential. 

Call  today.  For  more  complete  information,  including  management  fees,  expenses,  Magellan's  3%  sales 
charge  and  Grow  th   Income's  2%  sales  charge,  call  or  write  for  a  free  prospectus.  Read  it  carefullv  before  you 
invest  or  send  money  Start  with  just  $2,500,  or  $500  for  IRAs. 

Visit  Our  Nationwide  Investor  Centers  or  Call  24  Hours 

1-800-544-8888 


Fidelity 


investments 


® 


CODE:  BW/MAG/021891 


'  Acccirdinulo  Lipper  AnalMical  St'i  vict's.  Inc  .  an  iiulepciult'iil  iminial  fund  piTforniance  moiiilor.  (Inm  th    Inconit'  Porlfdiid  rank-d  #1  duI  of  I  Knind        mil  of  190 
growih  and  micopk'  fund^  foilhf  S  and  1  \i'ar  pi-nods  ended  Magellan  ranked  #1  oiil  of -)■('■).       out  of  Sdli.  and  #W)oiit  of  1"(W  funds  lor  the  II).  S.  and  I  \ear 

periods  ended  l2/.ilA)l).  respecli\el\  (relleets  ehange  m  portfolio  management  effective  ()/ 1/90),  Share  price  and  reliun  will  \ar\.  Past  performance  is  no  guarantee  of  future 
results,  andxou  ma\  have  a  gam  or  loss  when  \ou  .sell  \oin-  shares.  Pidelitv  Distrihutors  Corporation  (deneral  Dislrihutioii  \gent),  PO  l!o\  ddOdO-i,  Dallas.  T.\  "S2()()-II605. 


T.  Rowe  Price  International  Stock  Fund  was  ranked  the  top 

performing  international  tund  tor  the  10  years  ended  12/31/90.*  It  invests 
in  leading  companies  in  Europe  and  the  Pacific  Basin.  By  tapping  into  strong 
perforining  markets  around  the  world,  the  Fund  can  enhance  your  portfolio's 
return  potential  and  add  halance 
to  a  domestic  portfolio,  hiterna- 
tional  investing  involves  special 
risks,  including  currency  fluctu- 
ations. $2,,S00  minimum  ($1,000 
for  IRAs).  No  sales  charges. 


Call  24  hours  for 
a  free  Information  kit 

1-800-638-5660 


T.  Rowe  Price,  1 00  E.  Pratt  St.,  Baltimore,  MD  2 1202 
Send  a  prospectus  with  more  complete  information, 
including  management  fees  and  other  charges  and 
expenses,  I  will  read  it  carefully  hefore  I  invest  or 
send  money. 


1 


Name 


Address 


City/State/Zip 

Phone      □  Home    □  Business 


Iiivcf^t  Witli  Coiifiilcih  i 

TRoweftice 


ISFOI2044 


'According  to  Lipper  Analytical  Services.  Inc ,  which  monitored  7  international  funds  with  10-year  performance  records 
for  the  period  ended  12/31/90  Past  performance  cannot  guarantee  future  results 
T  Rowe  Price  Investment  Services,  Inc ,  Distributor 


PRESERVATION 

PLAN  ON  IT 

Planning  on  restoring  a  house, 
saving  a  landmark,  reviving  your 
neighborhood; 

Gain  a  wealth  of  experience  and 
help  preserve  our  historic  and 
architectural  heritage.  Join  the 
National  Trust  for  Historic 
Preservation. 

Make  preservation  a  blueprint  for 
the  future. 

Write: 

National  Trust  for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


France  than  the  shores  of  Lake  Erie 
Part  of  the  phone  deficit  is  inevitable 
As  a  wealthy,  information-intensive 
country,  the  U.  S.  will  always  make 
■more  calls  than  it  receives.  Still,  the  FC( 
says,  high  accounting  rates  and  prohibi 
tive  outgoing  phone  rates  abroad  make 
the  problem  worse.  Through  bilateral  ne 
gotialions  between  carriers,  the  averagijf 
accounting  rate  has  actually  dropped, 
but. only  by  a  modest  38$  a  minute  since; 
1985,  to  $2.10.  Meanwhile,  the  enormous 
growth  in  overseas  calling  has  kept  the 
U.  S.  (ieficit  rising. 

Sikes's  plan  to  force  rates  down  faste 
would  please  big  customers  like  Bank  o; 
America  National  Trust  &  Savings  Assn 
in  San  Francisco.  The  bank  just  createe 
a  global  network  of  private  lines  to  some 
foreign  branches.  Calls  made  over  those 
lines  are  not  subject  to  accounting-rate 


While  the  FCC  caii  order  U.S 
phone  companies  around,  its 
ability  to  muscle  foreign  ones 
into  line  is  liixiited 


charges.  John  P.  Macri,  vice-presiden 
for  telecommunications  acquisition  ane 
regulatory  affairs,  figures  the  networl 
will  save  him  So'-'  on  international  calls 
PRODDING.  Further  drops  in  accounting 
rates  are  all  but  inevitable  as  conipeti 
tion  and  capacity  expand.  Several  coun 
tries,  including  Britain,  may  soon  act  t( 
lower  prices  by  permitting  new  forms  o: 
competition  in  international  calling.  Brit 
ish  regulatory  authorities  and  the  Euro 
pean  Community  are  investigating 
whether  current  phone  practices  are 
anticompetitive.  And,  says  Thomas  R 
Luciano,  deputy  director  of  Internationa 
settlements  for  .■\T&T,  new  transoceanie 
fiber-optic  cables  will  continue  to  drive 
down  costs. 

With  progress  under  way,  the  FCC'i 
threats  are  unnecessary,  say  overseas 
carriers.  And,  in  truth,  those  threat; 
may  be  mostly  bluster.  While  the  FC( 
can  order  domestic  carriers  around,  i 
can  do  little  to  muscle  foreign  phone 
companies  into  line.  In  effect,  the  FCC'i 
tough  stance  may  be  just  a  "warning 
shot,"  says  Gregory  C.  Staple,  a  Wash 
ington  communications  lawyer  and  au 
thor  of  a  recent  study  on  Internationa 
phone  rates.  "They  would  like  te 
strengthen  the  negotiating  position  o; 
American  carriers." 

Foreign  phone  companies  may  take 
umbrage.  Clearly,  though,  Sikes  believe.' 
that  a  bit  of  a  prod  can't  hurt. 

By  Mark  Leivyn  in  Washington 
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IfAQ 


iptain  Goes  Down  WthHisShip,DoesAQptain 
Of  Industry  GoDownWthHis  Computer? 


If  the  computers  you  purchased  fail  too 
frequently  you're  the  one  who's  responsible, 
Captain  Bly  Not  the  poor  swabs  who  operate 
the  computers.  Not  your  secretary  You. 

Computers  today  fortunately  are  very 
reliable.  But  the  power  that  makes  them  run  is 
anything  but. 

Utility  power  is,  in  fact,  full  of  surges,  sags 
and  other  irregularities  that  damage  sensitive 
computers  and  cause  well  over  half  of  all 
computer  crashes. 

Namrally  it  goes  without  saying  computer 
crashes  can  paralyze  your  business.  And,  if 
they're  frequent  enough,  cause  customers  to 
look  elsewhere. 

Formnately  there  are  Exide  Electronics 
Uninterruptible  Power  Systems. 


Exide  Electronics'  systems  condition  power, 
smoothing  it  out  before  it's  fed  into  the  computer 

And  in  case  of  a  lengthy  power  outage,  they 
provide  the  most  reliable  power  backup  in  the 
industry  for  systems  ranging  from  a  single  PC 
to  the  world's  largest  mainframes  and  networks. 

As  the  world's  premier  power  consultant, 
we  have  yet  to  meet  a  power  problem  that  we 
could  not  solve. 

So  if  your  customers  have  been  hearing 
"Sorry  but  our  computers  are  down"  a  little  too 
often,  you  may  just  banish  the  phrase  forever 

Call  1-800-554-3448  for  more  information. 
Or  fax  toll-free  1-800-75 -EXIDE. 

Because  with  computers  as  critical  as  they 
are  today  the  best  way  to  keep  yourself  in  power 
maybe  to  keep  them  in  power 


■EXIDE  -ELECTRONICS 

Helping  You  Stay  In  Power™ 


5608  Spnng  Court,  Raleigh,  NC  27690-0457 


SEMICONDUCTORS! 


THE  MAN  NATIONAL 

IS  PUTTING  ITS  CHIPS  ON 


For  Gilbert  Arnelio,  Charles  Sporck  will  be  a  tough  act  to  follow 


AMELIO  GOT  ROCKWELL  FLYING  IN  JAPAN.  NOW  HE'LL  HAVE  TO  CRANK  UP  A  REAL  SLOWPOKE 


Gilbert  F.  Amelio  is  an  old  hand  at 
solving  problems.  Shortly  after 
being  named  head  of  Rockwell 
International  Corp.'s  semiconductor  divi- 
sion in  1983,  he  went  calling  on  Japanese 
customers.  One  maker  of  fax  machines 
complained  that  the  chips  in  Rockwell- 
made  modems  were  breaking  down.  So 
Amelio  promptly  returned  to  the  U.  S., 
picked  a  team  of  13  troubleshooters,  in- 
cluding the  modem  plant  manager,  and 
put  them  on  a  plane  to  Japan.  "I  told 
them  not  to  come  back  until  they  had 
the  problem  fixed,"  he  recalls. 

The  job  took  three  weeks.  But  after 
that  display  of  customer  service  and 
commitment  to  quality,  Rockwell's  sales 
in  Japan  soared.  Today,  it  holds  a  707' 
share  of  Japan's  modem  market.  At 
some  Japanese  plants,  the  devices  go 
straight  from  the  delivery  dock  to  the 
factory,  their  quality  taken  for  granted. 
NEW  VISION.  That's  the  kind  of  success 
National  Semiconductor  Corp.  will  be 
looking  for  when  Amelio  steps  into  the 
Paul  Bunyan-size  shoes  of  its  longtime 
Chief  Executive  Charles  E.  Sporck,  who 
will  retire  this  May  at  age  63.  Amelio's 
success  in  Japan  helped  tip  the  scales  in 
his  selection,  says  National  Chairman 
Peter  J.  Sprague:  "Clearly,  we  are  very 


much  an  international  company.  Just  as 
clearly,  Japan  has  not  been  a  success  for 
National."  But,  Sprague  adds,  the  prob- 
lems cut  deeper  than  lackluster  sales  in 
Japan,  and  he's  counting  on  Amelio  for  a 
new  vision  of  National's  future.  "There 
are  going  to  be  changes,"  he  adds. 

Analysts  are  impressed  with  Amelio's 
credentials.  The  47-year-old  PhD  in  phys- 
ics from  Georgia  Institute  of  Technology 
started  out  as  a  Bell  Laboratories  re- 
searcher and  has  16  patents  under  his 
belt,  including  the  image-sensor  chip 
used  in  video  cameras.  Before  his  Rock- 
well stint,  he  headed  the  microprocessor 
division  of  Fairchild  Camera  &  Instru- 
ment Corp.,  since  acquired  by  National. 

But  it  was  at  Rock- 
well that  Amelio,  an 
avid  pilot,  honed  his 
market-driven  strategy: 
using  new  technology 
to  serve  customer  needs 
better,  not  just  to  build 
jazzier  products.  The 
key  to  Rockwell's  domi- 
nance of  the  modem 
market  in  Japan,  he 
says,  is  "delivering 
more  value  to  the  cus- 
tomer. Sure,  we  sell  lots 


130  BUSINESS  WEEK/FEBRUARY  18,  1991 


STILL  SEARCHING 
FOR  A  REBOUKD 


NATIONAL 
SEMICONDUaOR'S 
NET  PROFIT 

OR  loss 


FiSai  YEARS  ENDING  IN  MAY 


■87  88  '89  90  91 ' 
▲  MILLIONS  OF  DOLLARS  E5T. 

•EXCLUDES  A  SI 44  MILLION  CHARGE 

DATA:  NATIONAL  SEMICONDUODR  CORP, 
PRUDENTIAL-6ACHE  SECURITIES  INC.  EST 


of  silicon.  But  silicon  is  just  the  mediu 
for  the  solution." 

Until  recently,  few  chipmakei 
thought  that  way.  They  existed  to  pr 
duce  chips,  and  what  customers  did  wii 
them  wasn't  a  concern.  National  h; 
been  slower  than  most  at  changing  i 
stripes,  partly  because  its  roots  in  hig 
volume  manufacturing  run  deep.  Spore 
one  of  the  founding  stalwarts  of  Silicr 
Valley,  took  over  the  company  in  196 
focused  it  on  low-cost  manufacturin: 
and  built  it  into  one  of  the  world's  lea^ 
ing  chipmakers.  Through  the  earl 
1980s,  National's  manufacturing  m; 
chine  was  so  efficient  that  it  regular 
undercut  the  prices  of  its  rivals. 
TRADE  WARRIOR.  Then,  seemingly  ove 
night,  Japan  emerged  as  a  potent  forC' 
Sporck  soon  devoted  much  of  his  time  t 
competitiveness  issues,  lobbying  Wasl 
ington  for  more  favorable  trade  and  eci 
nomic  policies.  He  championed  the  batt 
to  block  Japanese  suppliers  that  wei 
dumping  below-cost  chips  in  the  U.  S.  t 
drive  Americans  out  of  targeted  ma 
kets,  a  campaign  that  led  to  the  19i- 
Semiconductor  Trade  Agreement.  H 
also  drummed  up  support  for  Sematecl 
the  consortium  aimed  at  restoring  Ame 
ica's  prowess  in  chips,  and  served  as  it 
chairman  until  last  month.  - 
But  while  Sporck  battled  in  Washing 
ton.  National  was  suffering.  It  chase 
the  growth  market  in  microprocessor; 
only  to  be  squashed  by  the  entrenche 
leaders,  Intel  Corp.  and  Motorola  In( 
Building  on  its  leadership  in  very  fas 
chips  for  supercomputers,  it  even  took 
run  at  the  mainframe  business,  foundin. 
National  Advanced  Systems.  But  NA 
barely  dented  the  market.  Funding  vai 
efforts  to  develop  a  strong  systems  bus, 
ness,  on  top  of  sagging  momentum  in  it 
something-for-everyone  chip  lineup,  too 
its  toll.  Revenues  topped  out  in  1987  a 
$1.9  billion,  and  the  company  has  been  i 
the  red  for  four  of  the  past  five  year; 
Daniei  L.  Klesken,  an  analyst  with  Prt 
dential-Bache  Securities  Inc.,  estimate 
that  when  this  fi.scal  year  ends,  in  Ma> 
National  will  lo.se  $150  million  on  a  4/ 
gain  in  sales,  to  $1.7  billion. 

Those  numbers  couL 
mask  an  incipient  turr 
around.  Two  years  age 
Sporck  began  whippinj 
the  company  back  int 
shape.  The  nas  subsid 
iary  was  sold  to  Hitach 
Ltd.  And  the  bulk  o 
this  year's  loss  come: 
from  a  $144  million  re 
structuring  charge  tak 
en  last  August  to  cove 
the  costs  of  dropping 
out  of  National's  tw< 


SCIENCE  &  TECHNOLO' 


The  Frequent  Traveler 

A  Special  Advertising  Section  in  Business  Week. 


Where  7.1*  million  on-the-go  business  travelers  all  come 
together  --  the  largest,  most  affluent  travel  marketplace  of  any 
general  business  magazine. 

MAXIMUM  REACH  FOR  YOUR  AD 

Business  Week's  Frequent  Traveler  is  one  of  the  most  respected 
and  widely  read  advertising  features  of  its  kind.  The  sections' 
bright,  distinctive  design  and  Steve  Birnbaum's  expert  coverage 
make  an  ideal  environment  for  your  message. 

All  at  regular  Business  Week  rates! 

Plan  to  be  there:  Issue  Date:  April  22,  1 991 

Closing  Date:  March  11,  1991 

Issue  Date:  June  10,  1991 
Closing  Date:  April  29,  1991 

Please  call:  John  Holden,  Market  Manager, 
Travel  Advertising  212-512-6394 

•Source:  SMRB  1989/BW  Estimate 
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VANGUARD 


35  WAYS  TO  INVEST 
FOR  TAX-DEFERRED  EARNINGS 


With  Vanguard,  you're  not  limited 
to  fixed-rate  savings  accounts  or  bank 
CDs*  for  your  IRA.  We  offer  12  income- 
producing  alternatives  that  invest  in 
corporate  or  government  bonds.  For 
example,  seek  high  current  income 
with  our  GNMA  Portfolio. 

You  can  also  choose  from  22  equity 
and  other  growth-oriented  invest- 
ments in  your  IRA  plan.  If  you  want 
capital  growth  and  income,  for 
instance,  consider  Windsor  II. 

Or  you  can  diversify  your  IRA  among 
7  Vanguard  funds  with  a  single  invest- 
ment in  Vanguard's  unique  STAR  Fund. 

You  may  open  your  Vanguard  IRA 
in  any  of  our  35  Portfolios  for  as  little  as 
$500,  commission-free.  Or  switch  your 
existing  retirement  assets  to  Vanguard. 

*Bank  savings  accounts  and  CDs  are  insured  as  to 
principal  and  interest  by  an  agency  of  the  Federal 
Government. 


GUI  1-800-662-SHIP 
24  Hours,  7  Days 

ASK  FOR  OUR  FREE  Vanguard  IRA  Infor- 
mation Kit,  or  send  the  coupon. 

r"vanguard  IRA  ~l 
P.O.  Box  2800 

Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  free  Vanguard  IRA 
Information  Kit.  It  contains  a  prospec- 
tus for  STAR  Fund  that  gives  complete 
information  on  advisory  fees,  distribu- 
tion charges  and  other  expenses.  I  will 
read  it  carefully  before  I  invest  or  send 
monev.  Also  send  information  on 
□  Keogh/Pension  (70)  □  SEP-IRA  (08). 

Name  


Address- 
Citv  


Slate - 

(71) 


-Zip- 


I      u  LI   _    _  bwHi-cay     _  I 

THTOmOTaracROUP 

*^OF  INVESTMENT  COMR^NILS 


AMERICA'S  TECHNOLOGY 


mm 


Uncover  new  business 
opportunities  with  fast-growing 
high-tech  manufacturers 

Target: 

•  hard-to-find  private  companies 

•  key  decision  makers 

•  divisions  of  large  companies 

•  makers  of  3.000  +  product  types 

Identify: 

•  new  markets 

•  new  opportunities 

•  new  partners 

•  new  investments 

Directories  •  Databases 
Mailing  Lists  •  Reports 

National/ Regional /Custom 
FREE  Information  Kit:  1-800-333-8036 


12  Alfred  Street,  Suite  200 
Woburn,  Massachusetts  01801 
(617)  932-3939  •  FAX  (617)  932-6335 
TLX  497-2961  CRPTECH 
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rr  ALL  AWAY. 

1-800-CALL-EDF 


biggest  money-losing  markets.  Satisfit 
that  National  is  now  on  track,  Spori 
feels  "pretty  good  about  turning  ov* 
the  company  to  a  new  CEO." 

With  the  poor  performers  weeded  ou 
it's  up  to  Ainelio  to  find  growth  replac 
ments.  He  has  a  good  base  to  woi 
from:  National  is  No.  1  in  analog  chip 
with  Q'/'  of  that  $13  billion  market.  Thes 
circuits  process  wavelike  signals  such  { 
sounds  in  their  natural  form,  not  as  di^ 
tized  pulses.  Most  companies  have  i 
nored  this  technology  because  it  gre 
slowly  during  the  1980s,  says  G.  Dj 
Hutcheson,  president  of  market-watch( 
VLSI  Research  Inc.  But  now,  celluh 
phones,  communications  networks,  ar 
"multimedia"  computing  are  triggerir 
an  analog  boom — especially  in  so-calk 
mixed-signal  chips,  which  process  boi 
analog  and  digital  signals.  "National 
sitting  on  a  gold  mine,"  says  Hutcheso: 
NICHE  NURTURING.  When  Amelio  joint 
Rockwell,  it  was  a  broad-based  chip  su 
plier,  too.  He  reoriented  it  toward  cor 
munications,  particularly  mixed-sign: 
chips.  (In  this  niche,  Rockwell's  litt 
chipmaking  unit — with  total  annual  rev 
nues  estimated  at  S300  million — hi 
sales  of  S136  million,  vs.  National's  $j 
million.)  Then,  Amelio  used  those  chii 
to  build  a  thriving  systems  business  : 
finished  modem  "cards"  that  manufa 
turers  simply  plug  into  their  product 
Rockwell  even  relieves  its  customers  ( 
getting  the  modems  certified  by  the  tel 
communications  authority  in  every  cou 
try  where  a  customer  does  business. 

"The  moral,"  says  Amelio,  "is  this:  T 
day,  you  have  a  whole  bunch  of  nicl 
markets— some  pretty  large,  maybe,  bi 
still  niches — and  each  requires  focus  ar 
deep  commitment  to  service  custom( 
needs."  National  has  come  to  the  sarr 
conclusion.  That's  why  Sporck  has  bee 
paring  down  the  company  to  its  coi 
strengths:  analog  chips  for  communic 
tions  and  ultrafast  digital  chips  f< 
mainframes.  He  has  also  focused  micr 
processor  development  on  graphics  a 
plications.  "They've  done  a  helluva  lot  ( 
the  spadework,"  says  Amelio.  "But  tl 
process  still  has  a  ways  to  go." 

That  raises  one  of  the  two  questic 
marks  hanging  over  Amelio.  Can  I 
cope  with  a  company  roughly  twice  tl 
size  of  Rockwell  Communications  Sy 
tems,  which  he  has  headed  for  only  tv. 
years?  The  other  concern  is  how  wt 
Amelio's  vision  will  play  out  in  the  cu 
throat  open  market.  Rockwell's  chipma 
ing  operation,  after  all,  exists  chiefly  i 
support  its  parent  company. 

Still,  anyone  who  has  made  it  big 
Japan  should  stand  a  good  chance  an 
where  else.  So  Amelio  could  be  just  tl 
man  to  get  National  back  on  course. 
By  Richard  Brandt  in  San  Frayicisi 
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YOU'RE  LOOKING  ATM 
BEST  REASON  TO  BUY 
THE  NEW  FUJITSU  dex  530 
PLAIN  PAPER  FAX. 


We  printed  this  ad  directly  from 
the  new  dex*  530,  to  show  you  its 
impressive  reproduction  capabilities. 

Now  take  a  look  at  the  price. 
Because  we  think  you'll  be  equally 
impressed.  At  half  the 
price  of  traditional  plain 
paper  fax  machines, 
the  dex  530  pro- 
duces a  fileable, 
versatile,  high 
quality  plain  paper 
fax— all  for  just 
pennies  a  page. 

Outstanding 
features.  Look  further  and  you'll  find 
the  dex  530  is  both  exacting  and  effi- 
cient. With  features  like  whisper  quiet 
performance,  12  second  transmission 
speed  and  high  definition  reproduc- 
tion (including  a  superfine  resolution 
for  small  print  and  halftones). 


Room  to  grow.  An  expandable 
memory  with  battery  back-up  allows 
you  to  store  documents  and  transmit 
them  to  multiple  locations.  And  store 
incoming  documents  if  paper 
runs  out. 

With  a  nation- 
wide dedicated 
fax  service 
organization 
behind  you,  you 
can  also  see  why 
the  dex  530 
will  never  let 
you  down. 
So  why  not  stop  looking  and  get 
all  the  details  on  Fujitsu's  latest  com- 
munication solution  for  your  busi- 
ness. Contact  Fujitsu  Imaging 
Systems  of  America,  3  Corporate 
Drive,  Danbury,  CT  06810.  Or 
call  1-800-243-7046. 


FUJITSU 


The  global  computer  &  communications  company. 
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FOR  AD  RATES 
AND  INFORMATION 
PHONE: 
1  -800-424-3090 
(312)337-3090 
OR  WRITE: 


mARKETrm 


BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  60611 
FAX:  (312)  337-5633 


Franchising 


Franchise 

your  business! 


A  Seminar  for  business  owners  and  C.E.O.s 

Topics  include 


More  and  more  businesses,  large  and 
small,  are  expanding  through  fran- 
chising. If  your  successful  business 
system  can  be  taught  to  others,  you 
should  consider  the  franchise  alter- 
native. Attend  this  all-day  seminar 
conducted  by  the  only  management 
consulting  firm  that  has  helped  500 
businesses  become  franchisors 

Seminar  Locations 


Franchise  criteria  •  Earnings  potential 
MarXeting  methods  •  Growth  potential 
Legal  requirements  •  Development  costs 

Tuition  $145 
Group  rates  available 
Call  for  reservations 


Atlanta  Feb.  19 

Boston  Feb.  22 

Charlotte  Feb.  20 

Chicago  Mar.  21 


Dallas  Mar.  20 

Houston  Mar.  19 
Los  Angeles  April  1 1 


Miami  Feb.  18 

New  York  Feb.  21 

San  Francisco  April  10 

Seattle  April  9 


Can't  attend?  Call  or  write  for  information  on  franchising  your  business, 

1-800-877-1103 

^rancorp* 

New  York  237  Pa*  Avenue  •  New  Yor1<,  NY  10017  •  (212)  922-3600 
Chicago:  20200  Governors  Drive  •  Olympia  Fields,  IL  60461  •  (708)  481-2900 
Los  Angeles  6033  W  Century  Blvd  •  Los  Angeles,  CA  90045  •  (213)  338-0600 


Menswear/Fashion 


men's  WIDE  SHOES 


EE-EEEEEE,  SIZES  5-13 

Extra  Width  for  men  who  need  it. 
Excellent  variety,  styling 
and  quality.  Send 
for  FREE 
CATALOG 


Tlie  Widest  Selection  ol  the  Wiilesl  Shoes  ftnywhere! 
HITCHCOCK  SHOES,  INC 

Depi  55BHingham,  MA 02043 


MEN:  Hard  to  fit? 


Call  for  our  catalog  full  of 
great  looking  brand  name 
clothes  guaranteed  to  fit! 

•Tall  to  4XL 

•  Big  to  8XL 

•  Stioes 
12-16 
AAA-EEE 

Caii  Toll-Free 
80rf -456-4334 

gi-<inc5-Sizei 


Health/Fitness 


Executive  BackChair 


Engineered  (or 
customized  orthopedic 
support  to  prevent 
and  relieve  bacl<  pain 


•  Built-in  adjustable 
lumbar  support 

>  Adjustable 
neck  rest 

•  Forward-tilt 
feature 


RarlrSawr  ™EE  Color  Citilos 
»«toA«,D.|it«»OWIi*^ 


EXHKiSE 

NEVERLOOKED  SOGOOD! 


Finally,  a  skier 
that's  durable, 
easy  to  use,  and 
provides  an 
effective  total 
body  workout 
in  jusi  one  hour 
a  week!  30-Day 
Home  Trial 
Free  Brochure 
1-800-328-8995 

-/L 


fllNCSS 


504  Induslnal  Blvd 

Depl  BVtf 
Waconia,  MN  55387 


Financial  Services 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Performance  i 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9) ; 
-including  some  very  | 
famous  names- 
whicfi  I  believe  could 
"take  a  batfi."  I'll  rusti  ^.r-tim  ,^c,r 
you  tfie  Performance  MARTIN  ZWEIG 
Ratings  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast Time  IS  crucial. 

Three-Month  Trial  $50.  One  Year 
$245.  Visa  or  MC  1-800-633-2252 
Ext.  9024. 

THE  ZWEIG  FORECAST 

P.O.  Box  360,  Bellmore,  NY.  11710 


$5,000  CASH  AVAILABLE 


to  start  or  expand  your 
business.  Guaranteed. 
FREE  revealing  details. 
Write:  AMERICAN  BUSINESS 
CLUB,  301-BB  Plymouth 
Drive,  Dalton,  GA  30721  -9983 


Investment  Opportunities 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

Vt'c  buy  &  sell  Diamonds  and  all  Precious  Gem- 
stones  Free  wholesale  catalog  since  1967' 
.Member  Jewelers  Board  of  Trade  &  Chamber  of 
Commerce 

HOUSE  OF  ONYX 

One  Main  Street 
Greenville,  Kentucky  4  2  54  S 
TOIL  FREE  l-800-«26-8352 


Marketing/Consulting 

IYoun  £ae:  New  Eiecunve  Bnefing  m 

"Marketing  &  Team  Building  ■ 

■ To  Beat  The  Recession"  ■ 

by  Let  Shelton,  fmu  VP-Mariitting  (Coor^)  ■ 

I&  Pett  Silver.  Ncwikncr  Editor.  K 

The  Marketing  ConmiumcalioQS  Report  ■ 
^0  MR  SPEAKER  (800  677-732^ 

Language  Translations 


FOREIGN  LANGUAGES 
TRANSLATED  INTO  ENGLISH 

Scientific— Commercial— Military 
72  Languages— Since  1969—5  cents  a  word 
DAVID  GRANT  STEWART 
&  COMPANY 
1 324  Ava  Road,  Severn.  Maryland  21 1 44 
(301)551-2746 


Computers/Office  Equipment 


firfmflRYmflc 


INDUSTRIESINC 


Our  14lh  year  of  DISCOUNTS 
Tandy®  Computers 
Radio  Shack-^  Products 
Toll  Free  800-231-3680 
2251 1  Katy  Fwy  Katy  (Houston)  TX  77450 
1-71 3-392-0747  Fax  (7 1 3)  574-4567 


Software/Directories 


A  NEW  DIRECTORY  CONCEPT! 
FIND  needed  references  to  IBM  PC 
(DOS)  software  reviews  in  trade  and 
business  publications  wfien  buying 

»>  Contact  «< 
THAT  Review  List!  Publishing  Grou| 
1153  N.  Dearborn  Street  -  Suite 
Cfiicago,  IL  60610  -  312-988-9076 


Business  Services 


OUR  LAWYERS 
CAN  COLLECT  FOR  YOU 

FASTER  THAN  A 
COLLECTION  AGENCY. 

We  are  a  unique 
management  firm  with  a 

Network  of  Collection 
Attorneys  specializing  in 
collection  law. 


INNOVATIVE  NETWORK 
1-800-336-DEBT 


RESEARCH  REPORTS 

19.278  topics  availablel  Send  S2.00 
for  the  306-page  catalog.  Custom 
written  reports  also  available.  Re- 
seorch  Assistonce,  11322  Idaho  Ave., 
»206BF,  Los  Angeles,  CA.  90025.  Toll 
Free  Hotline:  800-351-0222  (Califor- 
nia: 213-477-8226) 


Export/Import 


'EXPORT/IMPORT  DIRECTORIES 
GUIDES  &  PUBLICATIONS 


EAST  &  WEST  EUROPE 
U.S.S.R.,  CANADA  &  U.S. 


800-359-6031,  fax:(415)495-4394 
INTERNATIONAL  TRADE  PRESS 
2  Towrisend  St.,  •  2-304,  San  Francisco,  CA  94107 


IT  PAYS  TO  ADVERTISE  IN  THE  BUSINESS  WEEK 
MARKET-PLACE 

The  Business  Week  Market-Place  Section  Is  a  special  advertising  feature 
appearing  in  the  first  issue  of  each  month.  The  f^arket-Place  provides  an 
ideal  Show/case'  for  advertisers  who  have  products  or  services  that  appeal 
to  Business  Week's  more  than  6.2  million  responsive  readers. 

For  rates  and  information  write: 
BUSINESS  WEEK  MARKET-PLACE 
1 00  East  Ohio  St.,  Suite  632 
Chicago,  IL  60611 
or  call  (31 2)  337-3090  or  FAX  (31 2)  337-5633. 


FOR  AD  RATES 
AND  INFORMATION 
PHONE: 
1  -800-424-3090 
(312)337-3090 
OR  WRITE: 


mmBusiNESsnwaK 


BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  60611 
FAX:  (3 12)  337-5633 


Business  Opportunities 


Peak  Profits.  * 

Launch  an  independent 
business  with  Lindal 
Cedar  Homes,  the 
world's  most  popular 
premium  customhouses. 

•  High  profit  margins. 

•  No  franchise  fees. 

•  World-class  sales 
support. 

•  Powerful  marketing. 
For  the  whole  story, 
please  call 

1-800-221-6063. 

ALindal  Cedar  Homes  * 

P.O.  Box  24426,  Dept.  FW2, Seattle,  WA  98124  (206)725-0900.  f 


Exhibit/Attend  INPEX"" 

America's  largest  invention 
trade  show.  Over  500  exhibits 
from  around  the  world.  New 
products  for  sale  or  license. 
Information— 412-288-2523. 


MAKE  592%  PROFIT! 


MIRACLE  POLISHING  CLOTH 

Cleans/polishes  ANY  surface  like  magic 
Instanllyi  Terrific  10  second  demonstrationi  Fast 
$3  49  seller  pays  $2  90  profifi  Big  volume  Cham 
Store  Item  Exclusive  territory 

and  Fast  Start 
Profit  Kit! 

nOQ  1312- WASHINGTON  AVENUE 
nOlO    ST  LOUIS.  MO  63103-1989  USA 

Phone  or  write:  314-241-8464 


FREE  SAMPLE 


Autos  For  Sale 


GOVERNMENT  SEIZED 
Vehicles  from  $100. 
Fords.  Mercedes.  Cor- 
vettes. Chevys.  Surplus. 
Buyers  Guide  (1)  805- 
687-6000  Ext.  S-30030 


Cable  TV 


CABLE  TV  DESCRAMBLERS 

CONVERTERS,  ACCESSORIES 

Name  Brands.  Lowest  Prices.  Best  Service. 
For  FREE  16-page  color  catalog  call 

"cl^M'^/Nr  (800)  234-1006 


Art/Collectibles 


Remington  Bronzes 

Now  available  to  collectors... 
Full  size,  museum  quality. 
Lost-wax,  hot-cast,  bronze 
reproductions  of  23  works 
by  Frederic  Remington 
FREE  COLOR  CA  TALOG 
Mountain  Man   HT:  29'  $695 

MUNYON  &  SONS 

1119WaverlyHts.  Dr,  Thousand  Oaks,  CA  91360 
FAX  1  805  496-7842, 
VISA/MC/AM  EX  1  800  289-2850 
FREE  SHIPPING-SATISFACTION  GUARANTEED 


FRANCHISE  OPPORTUNITY  HAND- 
BOOK. Information  on  over  1 ,000 
selected  franchisors.  Including  what 
you  Should  know  before  you  invest 
$59,95  including  postage  (overseas 
add  $15).  Money  back  guarantee. 
Mailomatic  Shops,  Inc.  PO  Box  1495, 
Port  Washington,  N.Y.  11050. 


Inventories  Purchased 


CASH 
COW 


FREE  FOR  THE  ASKING! 

Turn  your  excess  inventory  into  a  cash 
cow  This  free  book  covers  a  wide  range 
of  money  making  options,  tax  benefits  and 
pitfalls  liall  or  write  Gary  Lawrence,  Learn 
how  to  skim  the  cream  from  your  excess 
electronic  and  electromechanical 
inventories 

American 
^Design 
kCorp. 

Depi  30I-120 
815  Fairview  Ave.,  P  O  Box  520 
Fairview,  NJ  07022 
1-800-776-3800 


Wine  Cellars 


WiNECELLARS-  USA 

18  Models  -  We  won't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Your  Cos/ 


VisaJMC/AmExlDiscme! 


246  Bottle  Credenza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models  - 

Not  Handmade 

40  Bottle  Glass  Door 

$  599 

$  499 

60  Bottle  Class  Door 

749 

659 

FurVdult  holds  about  8  Purs  $3495       $  1895 


Custom  Cellars  &  Racking  Systems  -  Call  For  Caralog 
134  W  131*1  St.  Los  Angeles  •  800/777/VINO  (777-8466)  or  in  CA  213/719-9500 


Corporate  Gifts 


BEAUTIFUL  ART  GLASS 


DKCORATE  your  work  place 
or  home  with  unique,  hand- 
crafted pieces  from  world 
famous  California 
artisans.  Send  $2,00 
today  for  our  full  color 
catalog  of  exceptional 
glass  creations,  priced 
from  $75  to  $250.  The 
price  of  the  catalog 
will  be  refunded  on 
your  first  order. 

Gerard  House 

i« '  «iiii;r,E ,w: .  ste  508. Oakland,  ca 94618 


ymmiA  bader  fine  arts 

specializing  in  Limited  Edition  Color 
Lithographs.  Color  Catalog  $5  (over- 
seasllO),  Call  Toll  Free  CA  1-800- 
328-5826  or  VA  1-800-233-0345, 


FINALLY.  A  UNIQUE  LAMP 
IMPRESSIVE  ENOUGH  TO 
PUT  ON  YOUR  DESK! 

^^^^  New  Stasis  " 

* — I     Halogen  Desk  Lamp 


you  thml.  and  «vork  Gives  |ou  com  ^  "yWl'  " 


Stylish  Coniemporatv 
Sophisricaied  A  symbol 


otfic 


Ejiclusive  edge  lit  shade  design  provider  choic 
ol  three  interchangeable  coloi  accent  rings  (m 
eluded)  10  cieale  diamalic  halo  ot  light  in  cobdi 
blue  emerald  green,  or  magenta  Lampover30" 
tall  when  tully  etlended  Solidly  constructed 
Ol  tough  sihcon  graphite  reintoiced  resm 

Dual  intensity  swilch  controls  efficient  50 
watt  halogen  bulb  (mcludedl.  One  yeai  man 
ulacturei  s  lAiarianty  Available  in  black  01 
grey  (Spccilyl 

Quaniities  are  limited  so  don  i  delay 
Ordei 


,Pla 

Residen 


6"nTy^99^^[ 

•  SIO  96  Shipping  S  Insurance 
CHARGE  BY  PHONE-  24  HOURS 

800-654-0368 

EXI  55 


^™  COD  DELIVERY  AVAILABLE 

OR  SI  no  Rcaucs  nuiHCHic^  mouc  y  ordir  to 


Eucutive  Privilege,  Inc. 

4988  N. University  Drive.  Suite  133 
Fort  Lauderdale.  FL  33321 


Corporate 
Hes 

1^       (150  PC.  minimum) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request 


Barnard  Maine  ltd. 

33  Mead  Ave.  •  Cos  Cob 
CT  06807 .  II.S.A. 
Dept.  BW  (203)  869  .^006 


IMAGE 
BUILDERS 


WINTER  SAVINGS! 


CUSTOM 
EMBROIDEfJED 
CAPS  AS  LOW 
AS  $3.99 
CUSTOM 
IMPf?INTED 
CAPS  AS 
y    LOW  AS 
$2.69 


The  Corporate  Choice 

Telephone  415-786-1100 
Fax  415-786-1111 
3952  Point  Eden  Way 
Hayward,  California  94545 


A  dental  plan  skould  be  designed 
to  save  more  tlian  teetk. 


l_-)elta  Dental  Lrin^s  more  f miles  to  more  employer;  tlian  any  other  plan.  Not  just  in 
term;  or  now  it  affect  s  employee  morale.  But  in  Kow  it  affects  a  company  s  Lott  om 
Ime.  □  Inline  insurers  wKo  provide  dental  co\  erage  as  part  of  a  package  of  benefits, 
Delta  Dental  is  tl  ie  only  major  company  specializing  in  dental  programs.  HI'  inv  ciiteJ 
them.  PionccrcJ  tlion.  AnJ  pcrfcctcJ  them.  [HI  Our  unique  three-point  system  of  cost 
management  features,  plan  design  flexiLilitv  and  106,000  dentists  in  the  nation  s 
largest  participating  network  enabled  us,  last  year  alone,  to  save  our  groups  and  suL- 
scrihers  o\'er  blOO  million.  CH  It's  a  program  only  Delta  Dental  offers.  That's  why  we 
now  cover  more  than  20  million  people  in  23,000  groups  and  pay  more  than  $2  hill  ion 
a  year  for  dental  care.  To  learn  more  ahout  how  your  tjroup  can  benefit  from  Delta 
Dental,  call  1-800-441-3434  today.  AD©lt3  DStltdl 

Americas  Leader  In  Dental  Health  Plans. 


li 


evelopments  to  Watc 


DITED  BY  OTIS  PORT 


:OMING  TO  A  WRIST  NEAR  YOU: 
i  TWO-WAY  VIDEOPHONE 


Technology  is  finally 
catching  up  with 
Dick  Tracy.  Scientists  at 
Scotland's  University  of 
Edinburgh  have  concoct- 
ed a  video  camera-on-a- 
chip.  Together  with 
lenses  no  bigger  than  a 
match  head,  the  8mni- 
square  chip  lays  the 
foundation  for  a  wrist- 
watch-size  videophone 
like  the  one  the  comic- 
strip  detective  has  been 
using  for  years. 
That's  just  the  most  gee-whiz  use  for  the  chip.  The  Edin- 
irgh  team,  headed  by  researchers  Peter  Denyer  and  David 
enshaw,  sees  a  big  payoff  in  less  dramatic  products,  ranging 
cm  miniature  night-vision  goggles  to  $50  video  cameras  for 
)me  security  systems.  Even  "seeing"  toys  could  show  up 
ider  Christmas  trees  in  the  future. 

The  chip  is  so  small  and  inexpensive  because  it  sees  digitally 
^ht  from  the  start.  Other  imaging  chips  first  record  an 
lalog  picture,  then  digitize  it.  The  university  has  set  up  a 
mpany,  VLSI  Vision  Ltd.,  to  license  the  technology.  Expected 
venues:  some  $10  million  over  the  next  five  years. 


OPENING  A  HIGH-TECH  FRONT 
N  THE  BATTLE  AGAINST  JET  LAG 


Jl^hen  flying  Scandinavian  Airlines  System,  watch  for  the 
WW  matchbox-size  "actographs"  strapped  to  the  legs  of  cab- 
attendants.  The  gadgets  monitor  the  effects  of  crossing 
ne  zones  by  measuring  changes  in  body  movement.  The  goal 
a  better  understanding  of  how  to  fight  jet  lag,  a  much- 
idied  phenomenon  with  no  easy  cure.  Because  of  jet  lag's 
turious  effects,  some  companies  won't  let  executives  sign  a 
ntract  for  24  hours  after  a  transoceanic  flight.  And  even 
at  may  not  be  long  enough  to  restore  mental  acuity. 
The  actographs  were  designed  by  Sweden's  Karolinska  med- 
d  institute.  "We  already  know  the  symptoms  of  jet  lag: 
ligue,  stomach  disorders,  irritability,  and  problems  in  falling 
leep  or  waking,"  says  Torbjorn  Akerstedt,  a  sleep  research- 
at  Karolinska.  SAS  hopes  to  find  ways  to  head  off  such 
iladies  by  dovetailing  the  duty  schedules  of  pilots  and  atten- 
nts  with  their  individual  body  clocks.  If  that  works,  it  might 
;()  provide  clues  that  would  help  passengers  avoid  prolonged 
■ntal  fuzziness  and  fatigue  after  flying. 


ESKTOP  PUBLISHERS  MAY  SOON  GET 
HARPER  PHOTOS 


rhe  chief  limitation  of  desktop  publishing  becomes  apparent 
when  you  use  a  laser  printer  to  reproduce  a  photograph, 
■st,  the  printer  will  sit  silent  for  what  seems  an  eternity 
■tually,  just  a  few  minutes)  while  the  personal  computer 
ures  out  how  to  transform  the  image  into  clusters  of  black 
ts  that  will  fool  the  eye  into  seeing  various  shades  of  gray, 
■xt,  when  the  picture  finally  emerges,  chances  are  you'll  be 
•appointed  with  the  quality  of  the  image:  In  places  your 


eye  will  be  distracted  by  noticeable  checkerboard  patterns. 

Soon,  both  the  waiting  and  the  checkering  should  end.  Kevin 
J.  Parker,  associate  professor  of  electrical  engineering  at  the 
University  of  Rochester,  has  devised  a  new  and  better  algo- 
rithm for  creating  halftones.  With  it,  laser  printers,  fax  ma- 
chines, and  other  digital-imaging  systems  can  spit  out  half- 
tones 47  times  quicker — what  now  takes  three  minutes  to  start 
to  print  will  begin  in  just  seconds.  And  the  picture  won't  be 
marred  by  visually  disturbing  patterns.  The  technique  can  also 
be  used  to  make  better-quality  screens  for  reproducing  photos 
on  offset  printing  presses. 


THE  PENTAGON  PUTS  SERIOUS  MONEY 
INTO  HIGH-DEFINITION  TV 


The  Pentagon's  Defense  Advanced  Research  Projects  Agen- 
cy (D.^RPA)  is  a  staunch  booster  of  the  idea  that  high- 
definition  video  systems — better  known  as  HDTV — will  be  a 
vital  "enabling  technology"  for  future  competitiveness  in  most 
things  electronic.  But  the  agency  has  been  able  to  back  that 
vision  with  only  a  trickle  of  research  funds:  $40  million  over 
the  past  two  years. 

Now  that  Congress  has  opened  the  spigot  and  appropriated 
$74.5  million  for  HD  systems  in  fiscal  1991,  darpa  is  hot  to 
extend  its  reach.  On  Jan.  24,  it  put  out  a  broad  request  for 
proposals  on  research  contracts  covering  all  facets  of  high- 
definition  technology,  including  innovative  manufacturing 
techniques — a  scheme  that  surely  would  have  incurred  the 
wrath  of  the  White  House  a  year  ago. 

Among  the  research  targets  are  better  phosphors — the  stuff 
that  gives  TV  screens  their  color — and  novel  data-storage  de- 
vices for  handling  the  huge  amounts  of  information  in  video 
images.  That's  why  darpa  stands  ready  to  fund  such  far-out 
concepts  as  holographic  memories.  If  DARPA  invests  wisely, 
the  result  could  be  not  only  advanced  video  systems  for  the 
military  but  also  a  nascent  HDTV  industry  for  the  U.  S. 


THE  BRAINIEST  COMPUTERS 

ARE  BECOMING  BUSINESS-FRIENDLY 


The  uncanny  ability  of 
neural  networks,  or 
computer  circuits  mod- 
eled after  the  brain,  to 
learn  by  themselves, 
without  benefit  of  explic- 
it software  instructions, 
has  been  enticing  scien- 
tists for  several  years. 
But  neural  nets  remain  a 
rarity  in  the  business 
world,  mainly  because 
the  technology  is  diffi- 
cult to  understand  and 
to  use.  Promised  Land 
Technologies  Inc.  hopes  to  change  that. 

The  New  Haven  company  has  created  Braincel,  a  neural-net 
program  that  hides  inside  a  spreadsheet — initially,  the  latest 
Excel  spreadsheet  from  Microsoft  Corp.  Just  list  your  informa- 
tion, which  can  be  words  as  well  as  numbers,  in  Excel's  rows 
and  columns,  then  turn  Braincel  loose.  The  $249  program 
sniffs  out  relationships  that  can  elude  conventional  analysis. 
Early  buyers  have  "trained"  Braincel  to  whip  up  recipes  for 
plastics  in  different  applications,  to  track  down  common  pat- 
terns among  leukemia  patients,  and  to  predict  the  chances  of 
getting  on  specific  airline  flights  with  standby  tickets. 
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Banking 


BANKS  MAKE 
WITH  FATTER 


A  STATEMENT 
FEES 


The  banking  industry's 
latest  revenue-enhanc- 
ing technique  can  be 
summed  up  in  three  words: 
more  fees,  please.  To  shore 
up  weak  bottom  lines,  many 
banks  are  raising  service 
fees — while  increasing  the 
minimum  balances  for  ac- 
counts that  waive  those  fees. 
If  you  bounce  a  check,  need  a 
stop-payment  order,  or  fall  be- 
low the  minimum  balance  al- 
lowed, you're  likely  to  pay 
more  dearly.  And  if  you  use 
an  automated  teller  machine 
network,  you  may  end  up  pay- 
ing for  transactions  that  used 
to  be  free. 

Most  of  the  increases  are 
just  a  few  dollars.  But  banks 
hope  they'll  add  up.  "There're 
increased  deposit  insurance, 
postal  rates,  and  basic  costs," 
says  Robert  Hutchinson,  se- 
nior vice-president  for  retail 
marketing  at  Manufacturers 
Hanover  Trust.  "We  have  to 
pick  the  cost  up  somewhere." 
Thomas  Hanley,  a  bank  ana- 
lyst at  Salomon  Brothers, 
says  banks  are  "anxiously 
raising  fees"  because  of  the 
squeeze  on  their  profits  from 
outsized  loan-loss  provisions 
on  real  estate. 

CUTTHROAT.  Consumers  can 
combat  some  of  the  individual 
fees  by  establishing  "relation- 
ship accounts."  By  keeping 
high  combined  balances  in 
checking  and  savings  ac- 
counts, CDS,  and  IRAS,  they 
can  qualify  for  such  benefits 
as  waived  annual  fees  on 
credit  cards  and  discounts  on 
certified  checks  and  stop  pay- 
ments. The  more  you  give, 
the  more  you  get.  Chase  Man- 
hattan Bank's  Better  Banking 
program,  for  example,  has 
four  tiers  with  different  bene- 
fits levels.  Minimum  balances 
range  from  $5,000  to  $25,000. 

The  need  to  hike  fees  cuts 
across  all  markets,  no  matter 


how  competitive.  Giant  Cit 
bank  in  the  cutthroat  Ne- 
York  area  announced  its  fin 
fee  increases  since  1988,  wit 
"miscellaneous"  charges  sue 
as  bounced  checks  and  sto| 
payment  requests  jumpin 
207'  .  On  some  Manny  Hann 
accounts,  there's  a  new  5( 
charge  for  using  nonbranc 
.\TMs.  And  the  fee  for  fallin 
below  the  minimum  balance 
"Power  Checking"  has  rise 
from  $8  to  $9.50.  That  min 
mum  was  lowered,  howeve 
from  $2,500  to  $1,-500. 
LOW  INTEREST.  While  Ne' 
Yorkers  may  wince  at  the  $] 
bounced-check  fee  from  Cit 
bank.  First  National  Bank  ( 
Chicago  can  top  it.  Its  charg 
used  to  be  just  $10  per  r 
turned  check,  but  now  there 
an  additional  $3  charge  fc 
each  day  you're  overdraw: 
"This  type  of  charge  had  e: 
isted  on  commercial  account 
and  some  banks  are  taking 
over  to  the  retail  side,"  saj 
Gail  Liberman,  editor  c 
Bank  Rate  Monitor  in  Nort 
Palm  Beach,  Fla.  Anothe 
change  at  First  National: 
you  fall  below  the  $250  mir 
mum  in  the  First  Value  checl 
ing  account,  you'll  be  hit  m 
only  for  the  regular  $7  fe 
but  also  15$  per  transaction 
BayBank  Boston  has  als 
tinkered  with  fees  on  its  bas 
account.  While  leaving  pena 
ty  charges  alone,  the  ban 
has  lowered  the  basic  monthl 
service  charge  on  its  intere: 
checking  account  from  $4  t 
$3.50  in  1990.  But  it  has  raise 
the  transaction  fee  from  2i 
to  35$.  You  pay  those  fe( 
only  if  you  fall  below  t\ 
minimum  balance.  BayBank 
stand-alone  savings  accoui 
saw  the  most  dramatic  fe 
hike.  In  1989,  you  paid  a  fli 
fee  of  $1  if  you  fell  below  tY 
$100  minimum.  Now,  that  f€ 
is  $3.50,  plus  35$  per  transa 
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)n  if  you  fall  below  $250. 
For  banks  that  can't  afford 
raise  fees  because  of  com- 
'tition,  "we're  seeing  moves 
ward  interest  rates  not  be- 
g  paid  on  the  entire  balance, 
it  only  on  what  is  called  the 
ivestable  balance,'  "  Liber- 
in  says.  That  term  refers  to 
e  88%  of  your  checking  bal- 
.06  that  you'll  earn  interest 
..  Why  doesn't  the  other 
%  count?  That's  a  reflection 
the  amount  the  Federal  Re- 
rve  Board  requires  banks  to 
ep  as  a  reserve.  "We're 
nply  not  paying  interest  on 
)ney  that  we  don't  earn  in- 
vest on,"  says  Robert  Stick- 
•,  spokesman  for  Barnett 
ink  in  Jacksonville,  Fla.,  the 
th-largest  U.  S.  bank. 
Another  way  banks  may 
ueeze  a  little  more  income 
t  of  accounts  is  by  chang- 
;  the  formula  for  com- 


BANK  CHARGES  ARE  ESCALATING 


Bank 

Service 

1990 

1991 

BANK  or  AMERICA 

Use  of  other  banks'  ATMs 

$1.00 

$1.25 

CITIBANK 

Certified  check 

$8.00 

$9.50 

FIRST  CHICAGO 

Bounced  check 

$10.00 

$10  plus  $3 
a  day  uncollected 

MANUFACTURERS 
HANOVER 

Use  of  nonbronch  ATM* 

0 

50c  per 
transaction 

NCNB-TEXAS 
NATIONAL 

Check  overdraft 

$17.50 

$20.00 

*0n  accounts  writhout  minimum  balances 


pounding  interest.  For  exam- 
ple, instead  of  keeping  the 
daily  compounding  on  some 
interest-bearing  accounts  on  a 
360-day  basis,  Citibank  is 
making  all  accounts  com- 
pound on  a  full  365  days. 
Since  the  daily  rate  is  now  di- 
vided by  a  larger  number,  you 
earn  less  per  day.  Citi's  bro- 
chure notes  that  the  interest 


earned  in  one  year  on  $1,000 
in  a  5.5%  account  will  be 
about  81(t  less. 

Banks  are  also  earning  ex- 
tra money  through  new  ser- 
vices such  as  partial  account 
statements.  Starting  in 
March,  Manny  Hanny  will 
print  out  the  last  three  to  five 
transactions  on  your  ATM  re- 
ceipt for  $1. 


It's  the  climbing  ATM 
charges  that  consumers  re- 
sent most.  When  the  ma- 
chines came  onto  the  scene  in 
the  mid-1970s,  banks  wanted 
to  encourage  people  to  use 
them,  so  they  didn't  impose 
fees.  But  now  that  the  num- 
ber of  transactions  through 
the  nation's  80,000  ATMs  has 
grown  to  6  billion,  up  from 
400,000  in  1975,  banks  are  get- 
ting bolder.  They're  charging 
from  25(t  to  $2.00  per  with- 
drawal. "More  are  charging 
for  balance  inquiries  as  well," 
says  Peggy  Miller  of  the 
Washington-based  Consumer 
Federation  of  America. 

Taking  refuge  in  relation- 
ship accounts  can  shield  you 
from  some  higher  fees.  But 
no  matter  what  you  do,  banks 
will  be  trying  to  make  their 
relationship  with  you  more 
profitable.     Suzamie  Woolley 


Autos 


OW  MUCH  WARRANTY 
l  OES  ONE  CAR  NEED? 


n  your  haste  to  drive 
home  the  shiny  new  car 
you  just  bought,  you 
ght  succumb  to  a  pitch  for 
extended-service  warranty, 
commended  by  dealers  as 
lurance  against  repair 
;ts,  such  warranties  take 
'ect  after  the  manufactur- 
s  coverage  expires.  The 
;t  can  run  from  $300  to 
)0,  depending  on  the  make 
the  car,  the  complexity  of 
"ts  covered,  and  whether  la- 
'  is  included. 

3ut  consumer  watchdogs, 
idemics,  and  even  some  in- 
itry  trade  groups  advise 
•  buyers  to  think  twice  be- 
e  buying  these  contracts, 
ich  often  turn  out  to  be  a 
/  source  of  profit  for  deal- 
.  The  problem  is,  while  car- 
kers  stress  that  extended 
rranties  cover  major  break- 
vns,  the  fine  print  almost 
vays  exempts  a  long  list  of 
■ts.  So  the  warranty  may 
r  for  replacement  of  a  bro- 
1  fuel  pump  but  not  the 
^1  injectors.  "In  the  end, 
I  get  hit  with  an  unexpect- 
repair  bill  anyhow,"  says 


David  J.  Andrea,  se- 
nior research  asso- 
ciate at  the  University 
of  Michigan  Trans- 
portation Research 
Institute. 

Buyers  must  also 
be  mindful  of  who  is 
behind  the  warranty. 
In  some  cases,  car- 
makers sell  the  con- 
tracts to  dealers,  who 
in  turn  market  them 
to  consumers.  Such  arrange- 
ments are  usually  pretty  safe, 
since  the  manufacturer  will 
probably  be  around  to  honor 
the  contract. 

GONE  TOMORROW.  But  dealers 
may  also  offer  extended  war- 
ranties that  are  'oacked  by  fi- 
nancial-service or  insurance 
companies.  Such  a  setup  not 
only  adds  to  delays  if  the 
dealer's  mechanics  have  to 
check  what  parts  are  covered 
but  can  also  be  worthless  if 
the  insurer  doesn't  survive. 
The  worry  is  not  farfetched: 
15  of  the  estimated  100  inde- 
pendent underwriters  have 
gone  out  of  business  in  the 
past  three  years,  according  to 


the  National  Automobile 
Dealers  Assn.  (BW— Dec.  10). 

Since  there  is  little  recourse 
in  such  an  event,  you  would 
probably  be  out  the  money 
you  paid  up  front  and  could 
be  stuck  with  future  repair 
bills,  too.  The  extended-war- 
ranty industry  is  largely  un- 
regulated. But  before  you 
sign  up  with  an  independent 
underwriter,  at  least  check 
with  the  insurance  depart- 
ment for  the  state  where  the 
company  is  based. 

You  should  be  aware  that 
contracts  may  become  void  if 
the  original  owner  sells  the 
car.  Coverage  usually  gets  ex- 
tended for  four  years  beyond 


standard  manufactur- 
ers' warranties  of 
three  years  to  seven 
(for  Chrysler).  But 
most  Americans  don't 
keep  cars  that 
long,  so  a  portion 
of  the  premium  is  like- 
ly to  go  to  waste. 

Despite  the  draw- 
backs, one-third  of  the 
14  million  new-car 
buyers  in  1990 
"'tlli  bought  extended 
warranties.  "The 
contract  is  an  excel- 
lent hedge  against  in- 
flation," argues  David 
Robertson,  president 
of  Warrantech  Dealer 
Based  Services,  an  un- 
derwriter in  Euless,  Tex.  He 
estimates,  for  example,  that 
an  air-conditioning  compres- 
sor that  costs  $600  today  will 
run  more  than  $1,000  in  seven 
years. 

If  you  feel  you  need  added 
protection,  Consumer  Federa- 
tion of  America  spokesman 
Jack  Gillis  says  to  stick  with 
contracts  backed  by  the  car- 
maker. Otherwise,  look  for 
cars  that  offer  comprehensive 
warranties  to  start  with;  Cad- 
illac and  Lincoln-Mercury,  for 
example,  have  enhanced  basic 
warranties  on  their  1991  mod- 
els. Then  hope  you  don't  have 
too  many  extra  repairs  down 
the  road.  hene  Recio 
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AWAY  FROM  IT  ALL 
—UNDER  THE  SEA 


As  the  sun  appears  over 
the  Andros  Islands  in 
the  Bahamas,  I  slip 
through  the  water's  surface 
at  a  place  called  the  Blue 
Hole.  My  flippers  propel  me 
gently  as  I  follow  my  dive 
master  downward.  At  80  feet, 
we  thread  through  a  crevasse 
into  a  network  of  passages 
formed  by  centuries  of  coral 
growth.  In  the  stillness,  lumi- 
nescent reef  fish  emerge. 

Scuba  diving  is  like  taking 
a  slow-motion  hike  through  a 
world  filled  with  luscious  pur- 
ples, vibrant  yellows,  and  flu- 
orescent greens.  It's  a  total 
escape,  a  great  way  to  bake 
off  the  chill  of  winter.  Good 
diving  spots  are  pristine 
places,  devoid  of  tourists  and 
garish  commercialism.  The 
Red  Sea  usually  ranks  high, 
but  it's  off-limits  now  because 
of  the  war  in  the  Persian 
Gulf.  The  hottest  spots  today 
are  the  remote  beaches  of  the 
South  Pacific,  including  Mi- 
cronesia, Fiji,  and  Palau.  But 
trips  there  often  mean  a  17- 
hour  flight  and  a  $3,000  price 
tag.  Closer  to  home,  and  at 
one-third  the  cost,  lies  the 
Caribbean. 

LOLLYGAGGING.  Your  local 
dive  shop  can  help  steer  you 
to  great  spots.  Travel  agen- 
cies that  specialize  in  diving 
like  Poseidon  Ventures  Tours 
(714  644-5344)  can  also  give 
you  ideas  and  handle  book- 
ings. Check  out  magazines 
such  as  Skin  Diver  (213  854- 


Worth  Noting 

■  CHILD  FILERS.  A  dependent 
can  have  $3,250  of  earned  in- 
come or  $500  of  investment 
income  and  not  need  a  1990 
return.  But  any  combination 
of  the  two  kinds  of  income 
exceeding  $500  triggers  the 
need  to  file,  advises  publisher 
Commerce  Clearing  House. 

■  CAR  TUNES.  A  chip  in  Pana- 
sonic's ID  Logic  car  stereo 
($649)  holds  the  frequencies 


2222)  and  Sea  Frontiers  (305 
361-4888)  for  stories  about 
marine  life  around  the  world. 

If  you  want  to  mix  nightlife 
with  diving,  or  if  your  partner 
is  a  landlubber,  pick  a  less  re- 
mote location  such  as  Cozu- 
mel,  Mexico.  To  leave  the  real 
world,  go  to  the  Turks  and 
Caicos  Islands,  where  there's 
little  else  to  do  but  dive.  On 


If  you  want  to  avoid  has- 
sles, book  an  all-inclusive 
package  of  lodging,  food,  and 
diving.  On  my  week-long  trip 
to  the  Andros  Islafids,  the 
dive  camp  at  Small  Hope  Bay 
Lodge  provided  three  gener- 
ous meals  a  day,  an  open  bar, 
and  tanks  for  about  $1,000. 

It  pays  to  do  some  checking 
before  you  plunk  down  your 
money.  Most  tourism  bureaus 
can  provide  a  list  of  an  area's 
diving  operations.  Ask  about 
equipment  so  you  can  avoid 
antiquated  setups  that  lack 
depth  or  pressure  gauges. 
Make  sure  boats  provide  one 
dive  master  for  no  more  than 


threatening  condition  caust 
by  the  rapid  release  of  nitr^ 
gen  bubbles  to  the  brain. 

Consider  the  safer  route  < 
taking  a  certification  clat 


FEEDING  A  QUEEN  TRIGGERFISH  IN  THE  ANDROS  ISLANDS;  TURTLE  TAG  IN  THE  TURKS  AND  CAICOS  (INSET) 


my  recent  trip  to  these  seven 
British  West  Indies  islands, 
between  Haiti  and  Cuba, 
stingrays  and  sea  turtles  lol- 
lygagged  close  to  shore.  Par- 
rot fish,  with  their  brilliant 
tropical  colors,  swam  along  a 
coral  wall  that  plunged  into 
6,000  feet  of  blue  water. 


and  formats  of  all  U.  S.  radio 
stations.  On  a  trip,  you  pro- 
gram your  city  of  origin,  di- 
rection, and  choice  of  classi- 
cal, jazz,  or  rock;  it  selects 
the  strongest  signals  along 
the  way. 

■  RIDE  AND  DRIVE.  The  new 

EurailDrive  Pass  allows  four 
days  of  first-class  European 
train  travel  and  three  days  of 
auto  rental  during  a  21-day 
period.  From  U.  S.  travel 
agents  for  $269  and  up,  de- 
pending on  car  size. 


eight  people.  On  board,  the 
fewer  divers  the  better. 

You  don't  need  to  be  a  scu- 
ba jock  to  enjoy  yourself.  But 
don't  underestimate  the  need 
for  proper  training.  Descend- 
ing 80  feet  into  the  water  is  a 
calculated  risk,  affecting  your 
body's  delicate  pressure  and 
chemical  balances. 
DEEP  TROUBLE.  Some  shops 
offer  quickie,  one-day  "re- 
sort" courses  that  give  you 
the  basics.  With  such  superfi- 
cial training,  some  students 
may  unwittingly  take  foolish 
risks.  In  the  Andros  Islands, 
for  example,  I  saw  inexperi- 
enced divers  plunge  to  185 
feet  when  the  maximum 
depth  for  recreational  diving 
is  100  feet.  At  185  feet,  per- 
ception is  severely  distorted. 
And  divers  run  the  added  risk 
of  getting  the  bends,  a  life- 


through  your  YMCA  or  di\ 
shop  before  you  leave.  Yo 
can  get  thorough  instructic 
in  three  weeks  for  less  tha 
$200.  Make  sure  your  certiJ 
cation  card  comes  from  tl 
YMCA,  the  National  Associ: 
tion  of  Underwater  Instru 
tors,  the  Professional  Associ 
tion  of  Diving  Instructors,  ( 
Scuba  Schools  International. 

Scuba  training  opens  up  a 
otherwise  inaccessible  worl 
While  diving  along  a  corl 
ridge  in  the  Turks  and  Caico 
I  came  nose-to-nose  with  a 
eagle  ray.  We  darted  in  opp 
site  directions,  but  not  befoi 
I  got  a  close  look  at  its  myst  Sti 
riously  flat  body  and  th 
graceful  lines  of  its  six-fof 
wmg  span.  As  I  broke  tW 
surface,  I  was  still  comin 
down  from  the  adrenalir 
rush.  Todd  Vog 


tc 
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PERSONAL  BUSINI 
-J 


EXTRA  STRENGtHi 

MaalQx 

ANTACID/ANTI-GAS 

SODIUM  FREE* 


MINT  CREME 
12  FL  OZ 


ON  YOUR  AIRLINE,  IS  THIS 
iAN  AFTER-DINNER  DRINK? 


For  relief  of  heartburn  and  sour 
tomach  due  to  comnnon  airline  irri- 
3tion,  take  two  to  four  teaspoonfuls. 
symptonns  recur  frequently,  take 
oniething  else.  Like  Alaska  Airlines. 

Not  only  will  you  be  treated  to 
fresh,  delicious  entree,  but  you'll 


get  roomy  seating,  superb  on-time 
performance,  and  impeccable  serv- 
ice from  warm,  friendly  people. 

So,  if  you're  planning  to  fly  on 
another  airline,  remember,  shake 
well  before  using  and  don't  take 
more  than  12  teaspoonfuls  in  a 

Maalox'  IS  a  registered  trademark  ot  Rhone-Poulenc  Rorer  Pharmaceulicals,  Inc 


24-hour  period.  Or,  you  can  call  your 
travel  agent  or  Alaska  Airlines  at 
1-800-426-0333.  And  take  the  airline 
that  makes  traveling  easy  to  swallow. 
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Special  Advertising  Section 


Be  Seen  With  America 's  Favorite  Twi 


The  Twin  Cities. 

Diversity.  The  twins  are  not  identical,  Minneapolis  is  fast-paced,  upbeat,  "big  lights,"  Saint  Paul  is 

stately,  historic,  and  ethnically  diverse. 

These  are  the  Twin  Cities  on  the  Mississippi  River.  Their  combined  qualities  create  one  of  the  most 
coveted  lifestyles  in  America.  And  their  continued  economic  prosperity,  business  diversity  and 
per  capita  income  growth  are  a  source  of  pride  to  Minnesota  and  the  nation. 

Now,  in  a  Special  Advertising  Section,  Business  Week  shines  its  spotlight  on  these  stars  in  the  midwest. 
In  The  Twin  Cities;  Good  Living  and  Good  Business,  Business  Week  tells  the  story  of  the  region 
that  is  renowned  for  natural  beauty,  cultural  richness  and  hard  workers  and  high  productivity. 

This  very  American  success  story  will  be  strategically  placed  in  Business  Week's  April  8,  1991,  North 
America  edition,  which  reaches  top  management  in  the  United  States  and  Canada. 
Circulation:  870,000.  Total  audience:  6.8  million.* 

We  invite  you  to  join  us  in  this  landmark  test.  Speak  to  companies  across  the  nation  that  are  looking 

with  great  interest  at  America's  favorite  twins. 

The  Twin  Cities:  Good  Living  and  Good  Business 

Special  Advertising  Section 
Closing  Date:  Yehrudiry  25,  1991 
Issue  Date:  kpn\  8,  1991 

■Source:  1990  SMRB 
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idex  to  Companies 

s  index  gives  the  starting  page  for  a  story  or  fea- 
;  with  a  significant  reference  to  a  company.  Most 
isidiories  are  indexed  under  their  own  names, 
mpanies  listed  only  in  tables  are  not  included. 


ispatiale  50 
js  Industrie  5 
tel  50 

fa  Software  125 
riscribe  118 
lo  Computer  125 
Computer  Systems  45 
r  50, 125, 126 
Software  125 
Technology  125 

r&McKenzie  118 

of  America  Notional 
t  &  Savings  Assn.  126 

of  New  England  76 

)  Group  52 

ittBonk  138 

ank  Boston  138 

el  50 

g  5,68 

&  Root  50 

S2 

TKing  60 


AAir  Lines  45 


Detroit  Pistons  122 
Dillon,  Read  116 
Dornier  38 

Dover  Regional  Financial 
Shares  79 

Dresser  Industries  50 

E 


E-Systems  50 

Eastern  Air  Lines  38,  45 

Ericsson  (L.M.)  50 


First  Boston  110 

First  National  Bonk  of 
Chicago  138 

Fluent  Machines  125 

Fluor  50 

Ford  45 


Gateway  Index  Plus  76 
GE  5,40,42,64,68 

General  Cinema  40 

General  Dynamics  33,  50, 
68 

GM  35,45,64,68,  118 


r  Hawley  Hole  40 

pillar  68 

Groupe  Bull  125 

J  Manhattan  138 

H 

ler  45 

Halliburton  50 

lA  114 

Heller  Financial  56 

mk  138 

Hershey  64 

in  52 

Hewlett-Packard  45,  125 

lunications 
llite  45 

Hitachi  72,  130 

nental  38 

Hyundai  68 

;x  Computer  125 

Suisse  110 

Informix  Software  45 

1  Agents  50 

Ingres  45 
Intel  130 

00  68 

interco  116 

125 

J 

Kentucky  Fried  Chicken  60 

Kinder-Core  Learning 
Centers  45 

Koito  Manufacturing  114 

Kubolc  125 


Lozord  Freres  116 
Lehman  Brothers  38 
Lockheed  33 
Long  John  Silver's  5 
LTV  33 

Lucky-Goldstar  68,  72 

M 


Manufacturers 
Hanover  138 

Martin  Marietta  33 

Mathers  Fund  76 

Moxus  Investment 
Group  79 

McDermott 
international  50 

McDonnell-Douglas  30,  38, 
50 

Mesa  114 

Metropoliton  Life  64 

Microsoft  12,  137 

Midway  Airlines  38 

Minnesota  Blue  Cross  64 

Motorola  50,  130 
N 


Raytheon  50 

Reynolds  (R.J.)  66 

RJR  Nabisco  116 

Rockwell  International  30, 
130 


Naisbitt  Group/ICF  5 

Notional 
Semiconductor  130 

Northrop  33,  50,  68 

Northwest  Airlines  45 


Janus  Venture  Fund  76 


Pan  Am  38 
Parsons  50 
PepsiCo  12 
Peugeot  52 

Polaris  Aircraft  Leasing  38 

Price  Woterhouse  118 

Promised  Land 
Technologies  137 


Quantum  Chemical  118 


Saab  52 

Salomon  Brothers  38,114, 
116 

Samsung  68,  72 

Scandinavian  Airlines  137 

Seagull  Energy  114 

Sears,  Roebuck  68 

Siemens  Nixdorf 
Information  Systems  125 

Sigma  Portners  125 

Silicon  Graphics  125 

Southeastern  Savings 
Institutions  79 

Southland  12 

Stordent  Computer  125 

Sun  Microsystems  125 

Synernetics  125 

T 


Textron  Defense 
Systems  33 

The  Limited  40 

Thomson  CSF  50,52 

Toyota  114 

Trans  World  Airlines  35 


United  Airlines  45 
United  Technologies  68 
USAir  38 
USF&G  56 
USX  35 


VLSI  Vision  137 

w 


Wosserstein,  Perella  116 
Waste  Management  12 
Westinghouse  42 


Stock  prices  fluctuate  every 
day,  and  for  this  reason  many 
people  are  skeptical  of  stocks. 
But  wise  investors  can  benefit 
from  the  short-term  fluctuations 
in  stocks. 

Now  there's  a  way  for  the 
small  investor  to  take  advantage 
of  those  price  movements  and 
to  build  shares  by  automatically 
investing  each  month  in  any 
one  of  the  Legg  Mason  common 
stock  funds,  including  Legg 
Mason  Value  Trust.  This  strat- 
egy is  known  as  dollar  cost 
averaging. 

For  more  information,  call 
1-800-822-5544  for  our  Legg 
Mason  ValueBuilder  brochure 
and  a  prospectus  for  the  Legg 
Mason  Value  Trust,  which  con- 
tains more  information  about 
the  fund,  including  charges 
and  expenses.  Read  it  carefully 
before  investing  or  sending 
money 

1-800-822-5544 


LEGG  MASON  WOOD  WALKER,  INC. 

Legg  Mason:  An  Investment  Tradition  Since  1899. 
The  Legg  Mason  Tower,  Baltimore,  MD  2I20.S 

This  advertisement  docs  not  constitute  an  offer  in  any- 
state  in  which  such  an  offer  may  not  be  lawfully  made 
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LEASING  A  VOLVO  ALSO  HELPS 
ABSORB  AN  ECONOMIC  CRUNCH. 


Thanks  to  factory- 
assisted  rates,  you  can 
now  lease  any  1991 
Volvo  and  make  re- 
markably low  monthly 
payments  for  three 
years  or  less* 

Whats  even  more 
remarkable,  is  whats 
included  in  this  low 
monthly  payment. 
Three  years  of  On  Call? 
Volvos  24-hour  road- 
side assistance  service. 
And  a  bumper-to- 
bumper  warranty  thats 
good  for  three  years 
or  50,000  miles** 

See  your  dealer  today 
With  all  he  has  to  offer, 
the  economics  of  leasing 
a  Volvo  could  hardly  be 
more  economical. 

VOLVO 

A  car  \i.)Li  can  belie\e  in. 


^ZGO/NONTH 


36-MONTH  LEASE* 


$33g/MONTH 


36-MONTH  LEASE* 


$3gg/N0NTH 


36-MONTH  LEASE* 


ANNOUNCING  FACTORY-ASSISTED  LEASE  RATES  ON  SHORT-TERM  LEASES. 

'Offered  by  parlicipating  Volvo  dealers  to  qualified  and  approved  ^UNlomers  through  Mari.h  ^f  IWI  Subject  to  availability  All  vehicles  mav  not  be  in  current  dealer  stock,  and  ma>  require  ordering  through 
importer  and'ormanufaclurer.  Customer  must  lake  delivery  by  April  ^,  IWl.  or  order  out  of  sto..k  mcxlels  by  February  28. 1991.  to  qualify  for  these  factory -assisted  rates  Dealer  prices  may  vary  Pnces  based  on 
closed-end  lease  for  new  1991  models.  For  example,  a  36-monih  lease  of  a  244  DL,^  sedan  would  require  35  payments  of  S269.  totalling  $9,6*4  .36  monthly  payments  of  53.19  for  the  744  A  would  be  SI2.204 
36  monthly  payments  of  $399  for  the  944  GLE  would  be  $14,364  Customer  responsible  lor  $4.';tl  documentation  fee.  insurance,  taxes,  license  and  registration  fees  15  cents  per  mile  over  15.000  miles  per  year. 
Lessee  responsible  for  maintenance  and  repair  not  covered  by  w-arranty  as  well  as  abnormal  wear  and  tear  Option  to  purchase  at  end  of  lease  at  price  equal  to  fair  wholesale  market  value  based  on  N  ADA  USED 
C.^R  GUIDE-  See  your  Volvodealer  for  complete  details  Subject  to  availability  and  approval  by  Volvo  Finance  North  Amenca.  Inc  "Whichever  comes  first  Limited  warranty,  see  dealer  for  terms  and 
conditions.  'On  Call*  is  offered  in  cooperation  with  Amoco  Motor  Club,  See  your  dealer  for  details  and  limitations 


nvestment  Figures  of  the  Wee 


>NMENTARY 

heery  week  in  the  financiol 
kets.  The  Dow  Jones  industrial 
rage  climbed  1 18  points  on 
vy  volume,  as  investors 
*red  word  that  the  Federal  Re- 
e  was  octing  to  expand  the 
ley  supply.  Interest  rates  fell, 
I  the  yield  of  10-year  Treasury 
!$  sinking  to  7.85%,  the  low- 
level  since  November,  1986. 
leot  war  news  helped.  The  ral- 
■os  brood-based,  and  small- 
stocks  were  the  best  perform 
Among  the  top  gainers  were 
'est-rote-sensitive  issues. 


STOCKS 

Jon.        July  Jan. 


BONDS 

Jan.  31 -Feb.  6  Jan.       July  Jon. 


360  1500 
35807 


■  345  1050 


.  340  900 


THE  DOLLAR 

Jan.  31 -Feb.  6  Jon.       July  Jon. 
 1390      no  I 


Jan.  31 -Feb.  6 


Lehman  Brothers 
Treasury  Index 


5 


1270  70 


J.  P.  Morgan 
Index 


52-we'-k  change 
7.3% 


1  -week  change 
+  5.0% 


52-weei(  change 
+  5.0% 


1  -week  change 
+  2.1% 


52-week  change 

-9.6% 


1  -week  chonge 
-1.7% 


ARKET  ANALYSIS 


STOCKS 

Latest 

%  change 
Week  52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

V  JONES  INDUSTRIALS 
COMPANIES  (Russell  1000) 
iU  COMPANIES  (Russell  2000) 
COMPANIES  (Russell  3000) 

2830.9 
186.7 
152.3 
197.7 

4.3 
5.2 
7.2 
5.3 

7.2 
7.2 
-3.8 
6.5 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

6.1% 
8.0% 
3.4% 
16.1 

6.3% 
8.2% 
3.6% 
15.0 

8. 1  % 
8.6% 
3.1% 
14.4 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

!EiGN  STOCKS 

Latest 

Week 

52-week 

S&P  500  26-week  moving  overage 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/coll  ratio 
Insider  sentiment;  Vickers  sell/buy  ratio 

320.5 
68.8% 
0.32 
0.90 

320.2 
53.6% 
0.45 
0.86 

Positive 
Neutral 
Neutral 
Positive 

DON  (FINANCIAL  TIMES  100) 
YO  (NIKKEI  INDEX) 
ONTO  (TSE  COMPOSITE) 

2194.8 
23,952.0 
3424.0 

2.0 
2.3 
5.4 

-4.9 
-35.8 
-9.4 

MDUSTRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC 

iR-WEEK  LEADERS 

% 

4-weeh 

chonge 

52-week 

Strongest  stCKk  in  group 

% 

4-week 

change 

52-week 

Price 

)YS 

31.0 

13.0 

TONKA 

138.1 

-45.1 

6^/4 

kVINGS  AND  LOANS 

30.7 

1.8 

GOLDEN  WEST  FINANCIAL 

33.3 

23.4 

31 

IGINEERING  AND  CONSTRUQION 

30.3 

8.5 

FLUOR 

33.2 

8.0 

441/8 

)MEBUILDING 

30.2 

3.5 

U.  S.  HOME 

84.6 

-40.0 

% 

rIOES 

29.9 

38.9 

GENESCO 

37.5 

-35.3 

41/8 

R-WEEK  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stock  in  group 

%  change 
4-week  52-week 

Price 

)LD  MINING 

-18.7 

-36.0 

PLACER  DOME 

-20.5 

-33.5 

13^/8 

L  AND  GAS  DRILLING 

-4.0 

-23.1 

ROWAN 

-7.4 

-17.6 

9% 

TERNATIONAL  OIL 

-0.2 

1.6 

CHEVRON 

-3.0 

3.2 

69 

VTURAL  GAS  DISTRIBUTION 

-0.1 

-16.9 

NICOR 

-7.6 

-5.1 

393/8 

)USEHOLD  PRODUaS 

0.0 

17.5 

PROCTER  &  GAMBLE 

-2.3 

23.0 

801/8 

UTUAL  FUNDS 


MORNINGSTAR  INC, 


t  lifts 

I   week  totol  return 


WENTIETH  CENTURY  ULTRA  INVESTORS 
ROWE  PRICE  SCIENCE  &  TECHNOLOGY 
BERWEIS  EMERGING  GROWTH 


S  leek  total  return 


1  DELITY  SELEQ  BIOTECHNOLOGY 

2  NANCIAL  STRATEGIC  HEALTH  SCIENCES 

3  DELITY  SELEQ  MEDICAL  DELIVERY 


% 

LAGGARDS 
Four-week  totol  return 

% 

25.3 

STRATEGIC  INVESTMENTS 

-13.1 

25.1 

BENHAM  GOLD  EQUITIES  INDEX 

-12.9 

24.5 

STRATEGIC  SILVER 

-12.2 

% 

52-week  total  return 

% 

64.4 
53.8 
51.8 

STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
STRATEGIC  SILVER 

-59.9 
-50.2 

-47.6 

S&P  500 
4-week  totol  retun 


jal  Average  fund 
52-week  total  return 


LATIVE  PORTFOIIOS 


L  ir  amounts 

'  ;sent  the  present 

V  e  of  $10,000 

ii  sted  one  year 

a  in  each  portfolio 

P  ntoges  indicate 
^'  lay  total  returns 


Treasury  bonds 
$11,335 

+  1.92% 


U.  S.sto  -ks 

+  4.59 


nil 


Money  market  fund 
$10,666 

+  0.14% 


Gold 
$8,771 

-2.71  % 


DATA  RESOURCES  INC. 


Foreign  stocks 
$8,674 

+  3.73% 


*  to  on  this  page  are  as  of  market  close  Wednesday,  Feb.  6,  1991,  unte-s  otlr  t  «is 
Ini   y  groups  include  S&P  500  componies  only;  performance  and  share  prices  ore  c    of  i 


indicated, 
arlcet  close 


Feb.  5.  Mutual  fund  retun 
explanotion  of  this  page 


ore  as  of  Feb.  1.  Relativ 
.  ovailable  on  request. 


I  portfolios  are  volued  as  of  Feb.  5.  A  more  detailed 
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itorials 


A  SURPLUS 

OF  DEFICIT  FIGURES 


BANKING  NEEDS  REFORM 
—BUT  FIRST . . .  

The  Bush  Administration's  proposals  for  bank  reform 
are  now  on  the  table,  and  while  they  go  far  in  address- 
ing the  industry's  woes,  they  don't  go  far  enough.  The 
central  problem  is  that  no  one  is  asking  the  fundamental 
questions:  What  are  banks?  What  purpose  do  they  serve? 
A  bank  is  an  institution  subsidized  by  the  taxpayers 
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through  federal  insurance  of  its  deposits  so  that  ordinar 
people  can  have  a  safe  place  to  keep  their  money  and  bus 
nesses  can  count  on  a  reliable  source  of  credit.  Ban! 
create  much  of  the  credit  that  drives  the  economy,  and  the 
do  it  with  other  people's  money.  These  facts  should  guic 
the  way  Congress  disposes  of  the  Brady  proposals  for  bar 
reform.  J 

BUSINESS  WEEK  has  long  argued  for  the  repeal  of  Glasi 
Steagall  and  other  stifling  regulations.  However,  our  par: 
mount  interest  is  that  banks  must  be  reliable.  So  if  tY_ 
banks  are  to  diversify  into  new  businesses,  they  need  tight( 
capital  requirements,  and  only  the  best  capitalized  should  I 
allowed  to  diversify.  Furthermore,  because  high  deposit  i: 
surance  can  lead  banks  to  take  undue  risks,  a  schedule  f( 
reducing  the  cap  on  deposit  insurance  to  $100,000  per  perse 
over  a  period  of,  say,  five  years  is  critical.  We  also  fav( 
interstate  banking,  but  we  oppose  corporate  ownership  ( 
bank  equity  because  we  think  banks  need  to  remain  uniqi 
financial  institutions. 

Then,  there  must  be  a  strengthening  and  rationalization  ( 
the  regulatory  authorities  that  oversee  the  banks.  Judgir 
by  a  decade  of  banking  excesses,  regulators  don't  seem  ab 
to  supervise  the  basic  banking  business,  much  less  adequat 
ly  oversee  construction  of  a  firewall  between  banking  and 
bank's  other  businesses. 


THIS  MUTUAL  FUND 

FEE  IS  A  RIPOFF  

Despite  the  staggering  growth  of  mutual  funds 
recent  years,  things  haven't  always  been  as  rosy  j 
they  are  now  (page  76).  A  decade  ago,  as  inflati( 
and  interest  rates  spiraled  upward,  investors  bailed  out  i 
the  struggling  industry  in  droves.  The  Securities  &  E 
change  Commission  tried  to  lend  a  hand  in  1980  by  allowir 
funds  to  levy  a  special  charge  to  finance  such  promotion 
expenses  as  advertising  and  sales-incentive  brokerage  coi 
missions.  The  notion  was  that  the  funds  could  use  thes 
12b-l  fees,  so-called  from  an  SEC  rule,  to  attract  more  shar 
holders.  That,  in  turn,  would  allow  them  to  spread  expens( 
over  more  investors,  boosting  their  returns  over  time. 

The  funds  embraced  the  experiment:  54%  of  funds  no 
charge  fees  totaling  $1.3  billion  a  year.  But  anticipated  ben 
fits  for  investors  have  not  emerged.  One  study  last  ye; 
found  that  the  larger  the  12b-l  fee,  the  greater  the  fund 
total  expenses — and  the  lower  its  net  returns. 

Many  funds  used  these  fees  as  a  convenient  way  to  co 
ceal  operating  expenses  from  investors.  Because  the  fe 
are  simply  deducted  from  fund  assets,  not  shareholder  8 
counts,  many  investors  are  either  unaware  of  the  fees  i 
unsure  of  their  costs.  As  a  result,  shareholder  advocat 
contend  that  funds  should  charge  all  fees  up  front  or  not 
all.  The  National  Association  of  Securities  Dealers  recent 
approved  some  modest  reforms,  subject  to  SEC  approval,  th 
would  provide  some  12b-l  relief  to  investors.  But  more  neei 
to  be  done.  The  SEC  is  now  studying  ways  to  update  the  £ 
year-old  rules  governing  investment  companies.  As  part 
that  effort,  it  should  abolish  12b-l  fees. 

j- 
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When  you  study  the  income  statements  of  two  U.  S. 
corporations,  you  can  be  reasonably  sure  that 
you're  comparing  oranges  with  oranges.  That's 
because  the  Securities  &  Exchange  Commission,  the  Internal 
Revenue  Service,  and  the  Financial  Accounting  Standards 
Board  have  laid  down  ground  rules  for  financial  reporting. 

Maybe  someone  should  do  the  same  for  the  federal  gov- 
ernment. This  year,  the  White  House-Congress  budget 
agreement  and  various  other  side  deals  and  legislative  ma- 
neuvers have  created  a  plethora  of  deficit  estimates  (page 
32).  Depending  on  which  assumptions  you  use,  the  deficit  for 
the  fiscal  year  that  began  on  Oct.  1  could  be  as  much  as 
$378  billion  or  as  little  as  $170  billion. 

The  confusion  results  from  a  combination  of  unprecedent- 
ed expenses  plus  political  point-scoring.  The  Persian  Gulf 
buildup  was  devouring  dollars  just  as  negotiators  were 
wrapping  up  a  budget  deal — $11.6  billion  by  yearend.  The 
cost  would  have  torpedoed  the  fragile  pact,  so  the  bargain- 
ers agreed  to  exclude  it.  And  Congress,  in  an  effort  to  prove 
its  zeal  for  protecting  Social  Security,  ordered  the  retirement 
system  excluded  from  budget  calculations  so  that  benefit 
cuts  couldn't  be  used  to  reduce  the  reported  deficit.  Demo- 
crats, hoping  to  embarrass  the  Administration,  ordered  that 
the  savings  and  loan  bailout,  which  was  off -budget  last  year, 
be  put  back  on  in  1991. 

The  government  really  needs  just  two  budget  calculations. 
One  worked  out  by  the  Commerce  Dept.  is  independent  of 
any  policy  considerations  and  attempts  to  compute  the  im- 
pact of  federal  taxes  and  spending  on  economic  activity.  This 
so-called  National  Income  &  Product  Accounts  deficit  is 
running  about  $190  billion  for  calendar  1991. 

The  second  reckoning  should  measure  the  government's 
borrowing  needs.  This  should  be  the  most  inclusive  cal- 
culation of  government  activities.  The  annual  surplus  in 
the  Social  Security  system  should  count  against  this  deficit 
because  it  reducee  the  need  for  other  borrowing.  On  the 
minus  side,  the  cost  of  the  Persian  Gulf  war,  net  of  foreign 
contributions,  ought  to  be  included.  But  the  most  important 
thing  is  that  the  government  come  up  with  a  consistent  set 
of  rules  that  it  follows  every  year  so  that  the  financial 
markets  and  the  taxpayers  have  a  chance  of  knowing  what's 
going  on. 
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PRODUCTION 

Change  from  last  week;  0,8% 
Change  from  lost  year:  -0.5% 

185   


LEADING 

change  from  last  week:  0.0% 
Change  from  last  year:  0.4  % 
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The  production  index  increased  for  the  week  ended  Feb.  2.  On  a  seasonally 
ad|usted  basis,  output  of  outos,  trucks,  rail-freight  traffic,  lumber,  coal,  and  crude-oil 
refining  was  up-  Steel,  electric  power,  and  paper  production  decreased,  while 
paperboard  output  was  unchanged.  Before  calculation  of  the  four-week  moving 
overage,  the  index  was  little  changed  at  174.7,  from  174.6  in  the  previous  week.  In 
January,  the  index  rose  to  173.7,  from  172.1  in  December. 

BW  production  index  copyright   1991   by  McGraw-Hill  Inc 


The  Ieadin9  index  was  unchanged  for  the  week  ended  Feb.  2.  The  number  of 
business  failures  was  up  sharply,  end  the  growth  rotes  for  material  prices  and  real 
estate  loons  were  down.  Stock  prices  and  M2  growth  rose  slightly,  and  bond  yields 
moved  lower.  Before  calculation  of  the  four  week  moving  average,  the  mdex  fell  to 
215.9,  from  217.1.  In  January,  the  index  rose  to  215.9,  from  210.5  in  December. 
But  changes  to  the  data  on  real  estate  loans  are  mosking  the  weakness  in  the  index. 

Leading  index  copynghf   1991   by  Center  for  International  Business  Cycle  Research 


PRODUCTION  INDICATORS 


LEADING  INDICATORS 


Latest 
week 

Week 
ago 

%OMnge 
year  ago 

STEEL  (2/9)  thous.  of  net  tons 

1,466 

1,440# 

-23.0 

AUTOS  (2/9)  units 

109,359 

1 18,738r# 

2.2 

TRUCKS  (2/9)  units 

35,727 

55,461r# 

-47.6 

ELECTRIC  POWER  (2/9)  millions  of  kilowatt-hours 

53,381 

57,604  # 

-0.8 

CRUDE-OIL  REFINING  (2/9)  thous.  of  bbl./doy 

12,899 

12,756* 

-5.3 

COAL  (2/2)  thous.  of  net  tons 

1 9,990  # 

19,859 

-1.6 

PAPERBOARD  (2/2)  thous.  of  tons 

806.2  # 

798.6r 

8.2 

PAPER  (2/2)  thous.  of  tons 

775.0# 

782.0r 

0.0 

LUMBER  (2/2)  millions  of  ft. 

482.1  # 

481.8 

-10.6 

RAIL  FREIGHT  (2/2)  billions  of  ton-miles 

19.3# 

19.0 

-1.5 

Sources:  American  Iron  &  Steel  Inst.,  V/ard's  Automotive  Reports,  Edison  Electric  Inst.,  Arrter- 
icon  Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA^,  Associotion  of 
Americon  Roiiroods. 

FOREIGN  EXCHANGE 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (2/13) 

129 

128 

145 

GERMAN  MARK  (2/13) 

1.45 

1.45 

1.69 

BRITISH  POUND  (2/13) 

1.99 

2.00 

1.69 

FRENCH  FRANC  (2/13) 

4.96 

4.94 

5.75 

CANADIAN  DOLLAR  (2/13) 

1.15 

1.16 

1.20 

SWISS  FRANC  (2/13) 

1.25 

1.24 

1.50 

MEXICAN  PESO  (2/13)' 

2,951 

2,948 

2,731 

Sources:  Ma|or  New  York  bonks.  Currencies  expressed  in  units  per  U.  S.  dollar,  except  for 
British  pound  expressed  in  dollars, 

PRICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (2/13)  $/troy  oz. 

366.750 

360.750 

-12.0 

STEEL  SCRAP  (2/l3)      l  heavy,  $/ton 

104.00 

104.00 

0.5 

FOODSTUFFS  (2/ n )  index,  1 967  =  1 00 

207.4 

210.1 

-2.4 

COPPER  (2/91  e/lb. 

1 12.1 

110.2 

7.4 

ALUMINUM  (2/9)c/lb 

67.8 

67.5 

4.3 

WHEAT  (2/9)  #2  hard,  $/bu. 

2.73 

2.75 

-33.4 

COTTON  (2/9)  strict  low  middling  1-1/16  in.,  ^•/Ib. 

76.07 

72.34 

20.5 

Latest 
week 

Week 
ago 

%  Change 
yearoge 

STOCK  PRICES  (2/8)  s&P  500 

354.71 

339.95 

6.7 

CORPORATE  BOND  YIELD,  Aaa  (2/81 

8.87% 

9.00% 

-3.8 

INDUSTRIAL  MATERIALS  PRICES  (2/8) 

96.9 

97.1 

-4.8 

BUSINESS  FAILURES  (2/11 

434 

333 

70.2 

REAL  ESTATE  LOANS  (1/30)  billions 

$400.8 

$401.0 

10.9 

MONEY  SUPPLY,  M2  (1/28)  billions 

$3,359.1 

$3,354.2r 

3.6 

INITIAL  CLAIMS,  UNEMPLOYMENT  (1/26)  thous. 

417 

485 

13.3 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index;  1980—  100),  Dun  & 
Bradstreet  (failures  of  large  companies),  Federol  Reserve  Board,  Labor  Dept.  CIBCR  season- 
ally adjusts  data  on  business  foilures  and  real  estate  loons. 


MONTHIY  ECONOMIC  INDICATORS 


Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


Latest 
month 

Month 
ago 

%  Change 
yearoge 

BUSINESS  WEEK  PRODUCTION  INDEX  (Jan  ) 

173.7 

172.1r 

-0.9 

BUSINESS  WEEK  LEADING  INDEX  (Jan.) 

215.9 

210.5r 

-0.1 

RETAIL  SALES  (Jon  )  billions 

$148.2 

$149.5r 

-1.4 

INSTALLMENT  CREDIT  OUTSTANDING  (Dec )  billions  $737.9 

$739.4 

3.0 

Sources:  BW,  CIBCR,  Census  Bureau,  Federol  Reserve  Board 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (1/28) 

$830.1 

$826.0r 

4.7 

BANKS'  BUSINESS  LOANS  (1/30) 

317.6 

318.1r 

-2.1 

FREE  RESERVES  (2/51 

2,638 

62r 

579.9 

NONFINANCIAL  COMMERCIAL  PAPER  (1/301 

148.4 

145.2 

11.4 

Sources:  Federal  Reserve  Board  (in  billions,  except  for 
0  two-week  period  in  millions). 

free  reserves,  which  ore  expressed  for 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (2/ 12) 

6.26% 

5.49% 

8.21  % 

PRIME  (2/13) 

9.00 

9.00-9.50 

10.00 

COMMERCIAL  PAPER  3-MONTH  (2/12) 

6.44 

6.40 

8.12 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (2/13) 

6.43 

6.45 

8.20 

EURODOLLAR  3-MONTH  (2/9) 

6.53 

6.98 

8.25 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Row  data  in  the  production  indicators  are  seasonolly  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1  =  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         N A  =  Not  ovoiloble         r  =  revised         NM  -  Not  meaningful 


4  BUSINESS  WEEK/FEBRUARY  25.  1991 


Setting  Aside  Money  For  the  Future 
Is  A  Time-Honored  Tradition. 

At  Franklin  we  are  proud  to  help  you  carry  on 
that  tradition.  When  you  invest  in  a  Franklin  IRA, 
your  assets  can  grow  much  faster  with  compound- 
ing, tax-deferred  earnings.  Plus,  as  a  Franklin 
investor,  you  can: 

Choose  from  a  wide  selection  of  23  funds.  You  can 

transfer  IRA  assets  between  most  Franklin  funds  for 
just  $5.t 

Take  advantage  of  professional  fund  management. 

Franklin's  investment  specialists  manage  your  IRA 
assets.  We  have  carefully  built  our  expertise  in  fund 
management  since  1947. 

Transfer  funds  automatically.  You  may  have  regular 
monthly  investments  of  $25  or  more  transferred 
from  your  bank  account  to  your  Franklin 
fund  account. 


exchange  program  may  be  discontinued  or  modified  by 
the  fund  at  any  time  upon  60  days'  notice  to  shareholders. 


Your  IRA  contribution  may  still  be 
tax-deductible!  Call  your  investment 
representative  or  Franklin  today  for  a 
free  brochure  that  helps  you  determine 
your  IRA  deductibility. 

1-800 -342 -FUND  Ext.  783 


Franklin  Distributors,  Inc.  bwk9I 
777  Mariners  Island  Blvd.  7hi 
San  Mateo,  CA  94404-1585 

YES!  I  would  like  a  free  Franklin  IRA  brochure  and  a 
prospectus  containing  more  complete  information,  in- 
cluding charges  and  expenses  on  the  fund(s)  checked 
below.  I  will  read  the  prospectus(es)  carefully  before 
I  invest  or  send  money. 

□  Franklin  Equity  Fund 

□  Franklin  Income  Fund 

□  Franklin  Adjustable  L1..S.  Government 
Securities  P'und 

□  Franklin  Money  Fund 

□  I  am  currently  a  Franklin  shareholder. 


Name 


Address 


City/ State/ Zip 


F  n  A  Ni  K<  1 1  n 

Member  $43  Billion  Franklin  Group  of  Funds  j 


The  Workers  Compensation  System  Helps  Some  Peop 


The  Boston  Elbow  is  a  remarkable  piece  of 
science  that  actually  helps  replace  an  injured 
worker's  physical  strength. 

And  personal  worth. 

It  s  living  proof  that  today's  Workers  Com- 
pensation System  is  helping  injured  workers  re- 
ceive exactly  what  they  need  to  get  back  on  their 
feet,  back  to  work,  back  to  the  business  of  life. 

It's  the  same  system  that  has  also  helped 
generations  of  workers  avoid  injury — thanks  to 
extensive  injury  prevention  programs. 
What  You  Should  Know 

Right  now,  m  many  states,  Workers  Com- 
pensation is  being  threatened  by  out-of-control 
costs,  unnecessary  litigation  and  underfunded, 
understaffed  state-administered  agencies. 
Obstacles  that  are  spreading,  state  by  state. 


Obstacles  that  could  hinder  effective  workei 
rehabilitation— like  the  example  you  see  here. 
Something  we  can't  let  happen. 

You  should  also  know  that  the  workplace  is 
changing,  and  work  habits  are  changing  along 
with  it. 

For  example,  heavy  machinery  injuries  are  le 
common  today,  while  back  problems,  repetitive 
motion  disorders  and  cumulative  trauma  are  mon 
common.  This  means  we  should  help  implement 
programs  to  help  workers  avoid  these  injuries. 
Why  You  Should  Care 

America  works  best  when  American  work- 
ers don't  get  hurt  on  the  job.  But  if  they  do, 
everyone  benefits  when  they  return  to  work 
quickly. 

Which  is  why  we  should  learn  to  prevent 


Lbercy  Mutual  Insurance  Group  Bosto    .990  HcIp  Sttengtheil  WOfkcrS  CompenSatiOt 


tt  Back  To  Work*  And  Others  Get  Back  To  Life* 


2  occupational  diseases  and  injuries.  We 
lid  work  closely  with  workers  on-site,  so 
can  be  trained  in  the  very  latest  safety 
edures. 

We  should  also  give  more  attention  to  qual- 
ihabiiitation  and  suitable  alternative  employ- 
.t— in  the  event  a  worker  can't  return  to  his  or 
original  job. 

Most  importantly  we  should  get  injured 
kers  into  the  system  faster  from  the  very  be- 
dng— and  insure  more  efficient,  personalized 
-w-through. 

All  these  things  are  possible,  if  we  work  to- 
ler  to  support  the  system  that's  been  support- 
Dur  workers  for  over  75  years. 

What  You  Should  Do 
You  can  help  by  doing  one  of  two  things. 


One:  Be  aware.  Find  out  what's  happening 
in  your  state,  how  you're  affected,  and  what  you 
can  do  to  help.  Talk  to  your  insurance  company 
or  business  trade  association. 

Or  two:  Share  your  views  by  writing  to 
Gary  Countryman,  President  and  CEO  of 
Liberty  Mutual,  175  Berkeley  Street,  Boston, 
MA  02117.  We'll  help  you  get  in  touch  with 
people  in  your  state  who  can  help. 

Remember,  for  75  years  Workers  Compen- 
sation has  been  here  for  all  of  us. 

Today,  it's  time  we  returned  the  favor. 
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TheKghtTedmok^ 
At  The  Right  Tiine. 

Toda^,  business  is  (qierating  on  a  tou^  new  a^nda.  New  busaness 
needs  demand  new  thinking.  Sharp  Thinking  about  business 
technology  that  works  the  way  you  work  toda^. 

Sharp  Thinking  created  the  first  high-resolution  VGA  notebodc 
computer  small  enough  to  fit  in  your  Inriefcase,  the  powerfid  Wizaid 
Electronic  Organizer,  the  wwM's  first  desktt^fidl-cotor  fax  and  the 
hi^i-speed  Masters  Series  C(^iei/Duidicator. 

Satisfying  your  demand  for  hi^HjuaUty  i^oducts  that  me^  your 
needs  has  made  Sharp  ct^iers  number  one  in  customer  satisfactiML 
And  made  Sharp  the  number  one  sellingfax  brand  in  America. 

Sharp  Thinking.  It's  built  into  hundreds  of  innovative  business 
ivoducts.  It's  behind  our  comprehensive  dealer  programs  that 
imvkleyoarbu^ness  with  total  service  and  sun)ort  king  after  your 
purchase.  And  now  the  Sharp  Natk>nal  Account  Program  (SNAP) 
(tfers  the  same  Benefits  to  large  businesses. 
^  Toleam^rtiatSharpThuikingcandoforvourbusiness, 
calll-mBESHARR 
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THE  JAPAN  THAT 
CAN  SAY  'OOPS!' 


leafly  every  publication,  business 
land  popular,  extols  Japanese  quali- 
ty and  service  and  denigrates  the  Ameri- 
can way  ("Recession?  Japanese  carmak- 
ers hardly  have  a  scratch — yet,"  Top  of 
the  News,  Jan.  21).  Apparently,  the  yup- 
pies who  write  these  articles  are  livinj? 
in  some  dream  world.  Out  here  in  the 
consumer  trenches,  I  find  that  the  Japa- 
nese have  not  only  taken  over  American 
technolofiy  but  also  the  public-be- 
damned  attitude  of  most  American 
firms. 

Over  the  past  year,  I  have  purchased 
a  wide  variety  of  j^oods,  most  of  which 
were  defective.  Sure,  the  stores  were 
happy  to  make  an  exchange,  but  why  do 
I  have  to  make  two  trips  for  one  article? 
p]xample:  an  American-made  humidifier 
with  a  defective  switch;  a  Japanese- 
made  printer  also  with  a  defective 
switch;  mirror  squares  that  were  rhom- 
boids; a  box  of  wood  screws,  one  third  of 
which  had  no  slots  in  the  heads;  an  as- 
semble-yourself  product  with  No.  10 
screws  and  No.  8  nuts;  a  new  computer 
with  the  wrong  graphic  card  software; 
ad  infinitum. 

In  most  cases,  I  wrote  the  manufac- 
turer concerning  the  defect  with  zero 
response.  It  is  obvious  that  quality  is 
only  an  ad-man's  buzz  word;  the  corpo- 
rate brass  does  not  give  a  damn. 

J.  F.  Koenen 
Mt.  Prospect,  111. 

DON'T  CHIDE  THOSE  WHO  AREN'T 
GUNG  HO  OVER  THE  GULF  WAR 


Attempts  to  embarrass  other  nations 
that  actively  resist  the  destruction 
of  the  economic  infrastructure  of  a  poor 
people  and  the  killing  of  women  and  chil- 
dren in  bombing  rubble,  all  because  we 
don't  like  one  man,  only  embarrass  us 
("It's  time  for  Germany  to  stop  sitting 
on  its  hands,"  International  Business, 
Feb.  4). 

In  addition,  studiously  ignoring  the 
fact  that  the  United  States  massively 
bribed,  cheated,  and  bullied  in  order  to 
acquire  our  reluctant  "allies"  will  not 
increase  the  likelihood  of  convincing  any- 


one that  those  who  want  no  part  of  it 
makes  them  look  devious,  rather  than 
us. 

Not  even  if  Saddam  Hussein  were  the 
devil  himself  would  he  be  worth  this  cost 
to  everyone. 

Michael  Lombard 
New  Castle,  Del. 

POSTWAR  KUWAIT  AND 

POLITICAL  REALITY  

While  the  Bush  Administration's 
avowed  objective  is  to  return  Ku- 
wait to  its  previous  leadership,  this  is 
stating  the  issue  much  too  simply 
("Postwar  Kuwait  could  be  a  political 
Pandora's  box,"  Top  of  the  News,  Feb. 
11).  What  would  this  entail?  Do  we  su- 
pervise a  fair  and  free  election,  or  do  we 
act  as  the  royal  family's  police  force?  Do 
we  protect  the  Emir  for  a  day,  a  month, 
a  year,  or  longer? 

The  Iraqi  occupation  and  the  war  it- 
self make  return  to  a  previous  state  of 
affairs  impossible.  The  legitimate  post- 
war order  cannot  be  sejjarated  from 
events  after  the  Iraqi  invasion. 

Out  of  the  Kuwaiti  resistance  will 
emerge  networks  of  patriots  who  have 
taken  grave  risks  to  defend  their  coun- 
try and  to  protect  friendly  foreigners. 
Exiles  will  return,  some  having  worked 
tirelessly  on  behalf  of  their  country,  but 
others  from  Egyptian  discotheques,  who 
will  expect  to  take  their  previous  privi- 
leged place  in  Kuwaiti  society. 

We  must  make  sure  that  our  postwar 
policy  does  not  unwittingly  interfere 
with  the  ability  of  the  resistance  and 
advocates  of  freedom  and  democracy  to 
wrest  political  power  from  the  party 
boys. 

Richard  B.  Pitbladdo  Jr. 

Professor 
University  of  Rochester 
Rochester,  N.  Y. 

ALL  NEST  EGGS 

ARE  FRAGILE  

You  shouldn't  be  too  quick  to  praise 
the  nation's  funding  of  its  defined- 
benefit  pension  plans  as  stated  in 
"Where  retirees'  nest  eggs  aren't  about 
to  crack"  (Economic  Trends,  Jan.  28). 
Even  though  actuarial  reports  on  the  na- 
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HOW  TO 
CHOOSE  A  TAX-FREE 
PORTFOLIO 


STEP  1:  CONSIDER 
YIELD  POTENTIAL.  In  a 

bond  fund,  other  things  being  equal, 
lower  costs  mean  higher  yields.  The 
Vanguard  Municipal  Bond  Fund  has 
virtually  the  lowest  operating  costs 
in  the  industry:  0.25  of  1%*— with  no 
commissions,  no  fees.  Minimum 
investment:  $3,000. 

STEP  2:  CHOOSE  MATURITY  LEVEL. 

The  longer  the  average  maturity 
length  of  the  bonds,  the  higher  the 
market  volatility— and  potential 
returns. 

Vanguard  offers  you  two  short- 
term  portfolios  for  lowest  risk;  two 
intermediate-term  portfolios  for 
higher  yields  with  some  volatility; 
three  long-term  portfolios  for  high- 
est yield  potential. 

STEP  3:  CALL  1-800-662-SHIPfor 

our  free  Tax-Free  Investing  Kit. 

*Lipper  Directors'  .'\nal>'tical  Data. 


Residents  of  CA,  NY,  OH,  PA:  Please 
ask  about  our  State  Tax-Free  Funds. 

Please  send  me  the  free  Vanguard  ' 
Tax-Free  Investing  Information  Kit. 

I  understand  it  contains  a  prospec- 
tus with  more  complete  information 
on  the  Vanguard  Municipal  Bond 
Fund,  including  advisory  fees,  distri- 
bution charges  and  other  expenses. 
I  will  read  it  carefully  before  I  invest 
or  send  money 

Vanguard  Municipal  Bond  Fund 

PO.  Box  2800 
Valley  Forge,  Pennsylvania  19482 


Name 


TH^an^iuardGROup 

^JOF  INVtSTMLNT  COMW.NIES 


If  you're  one  of  the  millions  who  wait 
anxiously  each  year  for 
Business  Week's  Mutual  Fund  Scoreboard, 

have  we  got  news  for  you! 


JJu.-H/css  Week's  annual  Mutual  Fund  Scoreboard  issue  is  (_>nL'  of  the 
^^hottest-selling  co\'ers  of  the  vear.  Business  leaders,  financial 
professionals,  and  private  in\'estors  rely  on  its  dependable  performance 
information  to  plot  and  implement  their  mutual  fund  investment 
strategies. 

Now,  profit-hungr\-  in\-estors  can  get  the  lowdown  on  how  to  build  and 
maintain  a  portfolio  of  mutual  funds  that  meets  their  financial  targets.  In  a 
single  volume,  this  book  provides  complete,  practical  information  about 
the  entire  spectrum  of  mutual  funds,  plus  the  latest  equitv  and  fixed- 
income  Scoreboards.  It's  the  most  comprehensi\-e  and  current  ho\v-to  guide 
to  mutual  funds  available  today.  At  just  $14.93  (0-07-033744-7)  it  could 
prove  to  be  the  soundest  in\-estment  vou  make  this  vear. 

Announcing 

Business  Week's  Annual  Guide  to  Mutual  Funds 


Coming  this  April  to  your  local  bookseller. 
Or  call  toll-free  1-800-262-4729  to 
reserve  your  advance  copy  today. 


tion's  392  largest  industrial  corporations 
show  949c  are  fully  funded  for  thos( 
vested  employees,  what  about  the  trenc 
toward  the  termination  and/or  recapture 
of  excess  assets  (nonvested)?  Or,  ever 
■more  critical,  corporate  raiders  can  comt 
in  and  literally  "steal  the  kitty." 

An  accurate  portrayal  can  be  viewec 
in  the  1988  motion  picture  Wall  Street, 
starring  Michael  Douglas,  which  is  rec- 
ommended viewing  for  those  who  be 
lieve  that  our  nation's  pension  funds  are 
safe. 

Tricia  Longhi 
Atlanta 


THE  'LIQUIDITY  TRAP': 
LET'S  HIT  THE  BOOKS 


I 


n  "The  liquidity  trap  isn't  likely  to  be 
sprung"  (Economic  Trends,  Jan.  21), 
the  first  sentence  is  incorrect  in  two  re- 
spects. First,  the  term  "liquidity  trap 
was  not  an  invention  of  John  Maynard 
Keynes.  It  was  a  label  that  came  into 
general  use  to  describe  a  phenomenon 
found  in  Keynes's  1936  classic. 

Second,  the  liquidity  trap  is  not  the 
failure  of  investment  to  respond  to  fall- 
ing interest  rates,  as  your  article  states 
Rather,  it  is  the  failure  of  interest  rates 
to  decline  at  all  in  response  to  an  expan- 
sionary monetary  policy.  All  the  text- 
books on  macroeconomics  are  agreed  on 
this. 

Edward  Shapiro 
Professor  Emeritus  of  Economics 
Universitv  of  Toledo 
Toledo 

DELIVERING  THE  FACTS  ON 
SWEDEN'S  MATERNITY  LEAVE 


■ was  livid  to  read  that  Sweden  has 
maximum  12-week  national  maternity 
leave  policy  ("Why  we  should  invest  in 
human  capital."  Special  Report,  Dec.  17). 
The  correct  information  is  that  Sweden 
has  15  months'  paid  maternitv  leave  at 
90'';  pay. 

Anna  B.  Nilsson 
Stockholm,  Sweden 

IN  MEDICARE,  APPROVAL 

IS  ONE  THING,  PAYMENT  ANOTHER 


Your  article  "Finding  your  way 
through  the  'Medigap'  maze"  (Per- 
sonal Business.  Dec.  10)  was  quite  infor- 
mative regarding  the  different  policies 
that  are  now  available.  However,  the 
meaning  of  "accepting  assignment"  is 
often  misunderstood  by  our  patients  and 
I  am  sure  by  others  as  well.  And  I  would 
like  to  point  out  that  the  definition  of 
"accepting  assignment"  was  misstated. 

According  to  the  article,  accepting  as- 
signment means  charging  what  medi- 
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IfAQ 


iptain  GoesDownWthHis  ShipDoes  ACaptain 
Of  Industry  GoDownWthHis  Computer? 


If  the  computers  you  purchased  fail  too 
frequently  you're  the  one  who's  responsible, 
Captain  Bly  Not  the  poor  swabs  who  operate 
die  computers.  Not  your  secretary  You. 

Computers  today  formnately  are  very 
reliable.  But  the  power  that  makes  them  run  is 
anything  but. 

Utility  power  is,  in  fact,  M  of  surges,  sags 
and  other  irregularities  that  damage  sensitive 
computers  and  cause  well  over  half  of  all 
computer  crashes. 

Namrally  it  goes  without  saying  computer 
crashes  can  paralyze  your  business.  And,  if 
they're  frequent  enough,  cause  customers  to 
look  elsewhere. 

Fortunately  there  are  Exide  Electronics' 
Uninterruptible  Power  Systems. 


Exide  Electronics'  systems  condition  power, 
smoothing  it  out  before  it's  fed  into  the  computer. 

And  in  case  of  a  lengthy  power  outage,  they 
provide  the  most  reliable  power  backup  in  the 
industry  for  systems  ranging  from  a  single  PC 
to  the  world's  largest  mainframes  and  networks. 

As  the  world's  premier  power  consultant, 
we  have  yet  to  meet  a  power  problem  that  we 
could  not  solve. 

So  if  your  customers  have  been  hearing 
"Sorry  but  our  computers  are  down"  a  little  too 
often,  you  may  just  banish  the  phrase  forever. 

Call  1-800-554-3448  for  more  information. 
Or  fax  toll-free  1-800 -75 -EXIDE. 

Because  with  computers  as  critical  as  they 
are  today  the  best  way  to  keep  yourself  in  power 
may  be  to  keep  them  in  power. 


■EXIDE  -ELECTRONICS 

Helping  You  Stay  In  Power™ 

5608  Spnng Court,  Raleigh,  NC  27690-0457 


A  CONSERVATIVE  APPROACH 
TO  HIGH  GLOBAL  YIELDS 


Introducing  T.  Rowe  Price  Global  Government  Bond  Fund.  This  Fund 
seeks  high  current  mcomc  from  hoth  foreign  and  domestic  govern- 
ment honds,  wherever  the  highest  returns  are  found.  It  follows  a 
conservative  strategy  designed 
to  reduce  the  special  risks 
of  international  investing, 
including  currency  risks.  Of 
course,  yield  and  share  price 
will  vary.  $2,500  minimum 
($1,000  forlRAs).  No  sales 
charges. 


Call  24  hours  lor 
a  free  information  kit 

1-800-638-5660 


T.  Rowe  Price,  100  E.  Pratt  St.,  Baltimore,  MD  21202 

Send  me  a  pnispectus  for  the  Global  Government 
Bond  Fund  with  more  complete  information, 
including  management  fees  and  other  charges 
and  expenses.  I  will  read  it  carefully  before  I 
invest  or  send  money. 

Name 


Address 


&GB0I2053 


City/State/Zip 


Phone      □  Home      □  Busines'- 


bivcst  With  Coiifidoic 

T.RowePk'ice 


T  Rowe  Price  Investment  Services,  Inc ,  Distributor 


What  are  we  going  to  do  with  your 
extra  robots,  Fenton? 


Maybe  a  small  college  football  team 
needs  a  new  hont  line! 


CALL  mJ3^  IF  YOUR  CORPORATION  HAS 
MATERIAL  AVAILABLE  FOR  DONATION. 

WkJ^  -  Will  take  your  donated  material  and  use  it  to  generate 
scholarships  for  needy,  deserving  students.  Donations  could  mean 
an  above  cost  tax  deduction  -  IRS  Reg.  170(e)(3).  Scholarships  are 
given  in  the  donating  corporation's  name. 


Educational  Aaalatanca  L.tcl.» 

P  O  BOX  3021  •  GLEN  ELLYN.  ILLINOIS  60138 


Fttr  More  Ocniih 
Oill  70f<  6W  O0in 
Pclcr  Ro\kiim 
F.M  t  iilnr  Pin  t  wr 


care  pays.  In  reality,  it  is  charging  whatf 
medicare  approves.  Medicare  generallj 
pays  only  807^  of  what  it  approves.  The 
remaining  20%  may  then  be  paid  by  c 
supplemental  policy. 

Sandra  Yankecp 
Business  Services  Directoi 
Eye  Care  &  Surgery  Cenlei 
of  North  Texas; 

DallaK 
I 

UNCLE  SAM  COULD  WORSEN 
THE  OUTLOOK  fOR  INSURERS 

In  reference  to  your  article  "The  sky 
may  not  fall  in,  but ..."  (Industry 
Outlook — Finance,  Jan.  14),  in  fact,  it  is 
more  likely  that  the  insurance  industry's 
sky  will  fall  if  the  federal  government 
gets  involved  in  regulation  of  the  insur- 
ance industry. 

Joseph  M.  Costello 
Aurora,  Colo 

FOR  THIS  DEVELOPMENT, 
HEARTFELT  THANKS 


Due  to  your  article  "Slowing  a 
racing  heart  with  radio  waves"  (De 
velo])ments  to  Watch,  July  9),  our  19- 
year-old  son.  Curt,  no  longer  has  to  ex- 
perience those  terrifying  and  disabling 
attacks  of  tachycardia.  He'd  had  these 
episodes  since  1986,  and  they  were  not 
only  tough  on  him  physically  and  men- 
tally, but  the  use  of  daily  medications 
caused  many  unpleasant  side  effects. 
During  the  years  of  care  with  several 
different  cardiologists,  the  only  solu 
tion  mentioned  was  possible  open-heart 
surgery. 

Curt  had  this  new  procedure  done  Jan. 
11,  1991.  At  present,  he  is  off  all  medica- 
tions and  has  had  no  more  episode.s  of 
tachycardia.  We  are  optimistic  that 
Curt's  problem  has  been  solved,  but  we 
know  that  even  if  it  was  not  1007'  sue 
cessful,  it  is  possible  that  other  tries  can 
be  attempted. 

Don  and  Vicki  Bobo 
Eugene,  Ore 

THE  INs  AND  THE  OUTs: 

IT'S  A  DIRTY  JOB,  BUT . . .  

I  ow  can  one  be  expected  to  take  any- 
I  thing  in  BUSINESS  WEEK  seriously  if, 
in  your  opinion  ("The  ins  &  outs  of  a 
gloomy  year,"  Top  of  the  News,  Jan.  21), 
Michelle  Pfeiffer  is  out? 

David  L.  Heyman 
Fanwood,  N.  J. 


Letters  to  ttie  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  N  Y,  10020.  Fax:  (212)  512-4464, 
Telex:  12-7960,  Intl.  4998204,  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 
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WHEN  WE  MAKE  A  PROMISE,  THERE'S  NO 
TELLING  HOW  FAR  WE'LL  GO  TO  KEEP  IT 

That  first  giant  leap  for  mankind.  Trips  to  map  Venus  and  Mercury,  dig  for  life  on  Mars,  and  swing  past  the  outer 
planets  to  discover  rings  upon  rings,  one  active  volcano  and  a  host  of  new  moons. 

If  youVe  into  the  spirit  of  exploration,  you're  in  our  element.  We're  Inco,  once  known  as  the 
International  Nickel  Company. 

High-performance  nickel  alloys  -  proven  here  on  Earth  -  have  been  on  board  since  the  very 
first  countdown.  Including  Voyager  2,  the  star  performer  that  brought  us  the  picture  above. 
Inco  nickel  sales  are  about  equal  in  Europe,  North  America  and  Asia.  In  fact,  we  account  for  one  third  of  the 
nickel  supplied  to  these  markets.  And  80  per  cent  of  our  production  is  spoken  for. 

As  a  resource-based  multinational,  we're  committed  to  the  ■  ^^^H^^ 

exploration  of  new  fi-ontiers.  A  promise  that's  extended  our  limits  III  %1  %^ 

to  be  the  best  on  Earth.  And  got  us  where  we  are  today.  STRONGER  FOR  OUR  EXPERIENCE 

For  more  intormation,  write  Director,  Investor  Relations,  Inco  Limited,  One  New  York  Plaza,  N.Y.,  10004. 


(B  1991  IBM  Corporation 


>out  IBM,  as  they  get  older  their 
seems  to  be  in^rovingT 

""I  run  our  company's  data  center,  and  I've  known  IBM 
since  the  pinich  card  days.  Back  then,  they  would  show  up  and 
Id  take  notes.  How  different  today  Now  I  go  to  their  meetings 
and  they  take  notes. 

'■'If  they're  planning  a  new  system  or  creating  new  soft- 
ware, they'll  ask  me  what  I  think  of  it,  and  they  don't  fish  for 
compliments. 

''What  a  switch.  Here  I'd  always  planned  around  IBM. 
Now  they're  planning  around  me. " 

The  Solution.  If  IBM  has  one  mission  it's  to  help  our 
customers  solve  problems.  Which  means  we'd  better  know  what 
their  problems  are,  and  that's  why  we  have  Customer  Councils. 

On  a  regular  basis,  we  sit  down  with  customers  to  talk 
about  new  directions  and  to  hear  whatever  else  they  might  have 
to  say.  As  a  result  we've  improved  our  products,  our  services  and, 
in  fact,  ourselves.  So  when  customers  are      zn  ZZI^  ~~  j;:^  * 
happy  w  ith  a  new  IBM  system,  there's  E  E^tE 

good  reason  for  it.  1  hey  helped  us  design  it.  IZZ  l^ZT  IZ  T  ~ 


LONELY  HEARTS  OF  THE  COSMOS:  THE  SCIENTIFIC  QUEST  FOR  THE  SECRET  OF  THE  UNIVERSE 

By  Dennis  Overbye 
HarperCollins  •  438pp  •  $25.00 

IT  ALL  STARTED  WITH 
THE  BIG  BANG.  DIDN'T  IT? 


H 


In  early  January,  a  front-pajie  headline 
in  The  New  York  Times  punctured  the 
prevailinj{  scientific  wisdom  about  how 
the  universe  began.  "Astronomers'  New 
Data  Jolt  Vital  Part  of  Big  Bang  Theory," 
it  blared.  Just  12  days  later,  another  Times 
story  restored  the  cataclysmic  explosion  to 
the  status  of  revealed  truth.  "Nothing  has 
been  learned  to  (juestion  the  Big  Bang," 
the  Times  admitted. 

What's  going  on?  If  the  newspaper  of  re- 
cord waffles  about  developments  sur- 
rounding this  most  cosmic  of  questions, 
where  shall  we  go  for  enlightenment? 

Fortunately,  we  need 
search  no  further  than 
Dennis  Overbye's  compel- 
ling Lonely  Hear  ts  of  the 
Cosmos.  For  five  years, 
Overbye  became  a  self-de- 
scribed "cosmological  camp 
follower,"  sticking  "like  a 
barnacle"  to  some  of  the 
field's  leading  lights.  From 
that  vantage,  he  describes 
how  astronomers  and  phys- 
icists discovered  strange 
phenomena,  from  the  ultra- 
dense  black  holes  that  dot 
the  galaxies  to  the  distant, 
still  mysterious  stars 
known  as  quasars. 

Half  of  the  book's  appeal 
lies  in  finally  getting  clear 
explanations  of  exotic  theo- 
ries, such  as  the  "inflationary  universe" 
and  "superstrings,"  that  try  to  describe 
why  the  universe  is  as  it  is  today.  The  oth- 
er half  lies  in  the  sometimes  suspenseful, 
often  poignant,  human  dramas  that  run 
though  Overbye's  tales  of  researchers 
groping  ever  closer  to  the  basic  secrets  of 
the  cosmos. 

The  career  of  astronomer  Allan  San- 
dage,  long  affiliated  with  the  California  In- 
stitute of  Technology  and  the  Carnegie  In- 
stitution, is  the  book's  backbone.  Sandage 
was  the  protege  of  the  legendary  Edwin 
Hubble,  after  whom  the  huge  space  tele- 
scope is  named.  Hubble  exploded  the  pre- 
vailing notion  of  a  static,  unchanging  uni- 
verse by  discovering  that  the  farther  a  star 
or  galaxy  was  from  Earth,  the  faster  it 
was  moving  away — evidence  of  an  original 
Big  Bang.  After  his  death  in  1953,  it  fell  to 
Sandage  to  measure  the  distances  and 
speeds  of  celestial  objects  with  the  mas- 
sive, 200-inch  telescope  on  California's 


Mount  Palomar.  The  results,  scientists  ex- 
pected, would  reveal  how  old  the  universe 
is  and  whether  it  will  expand  forever  or  col- 
lapse in  another  giant  cataclysm. 

Sandage's  credentials  included,  as  he 
joked,  an  "iron  bladder"  that  enabled  him 
to  spend  14-hour  nights  high  in  the  tele- 
scope's observing  cage.  His  first  New 
York  Times  headline  came  within  a  year, 
when  he  determined  that  the  universe  was 
at  least  3.2  billion  years  old.  (Astronomers 
now  agree  it's  more  than  10  billion  years 
old.) 

Inevitably,  eager  young  scientists  who 


ere  are  the 
human  dramas 
behind  the  exotic 
theories  about  the 
origins  of  the  cosmos 


came  to  learn  from  Sandage  ended  up  chal- 
lenging his  methods  and  conclusions,  and 
he  grew  bitter  and  isolated.  At  one  point, 
his  former  professor  and  then-colleague 
Jesse  Greenstein  rushed  a  paper  into  print 
on  quasars — Sandage's  turf — without  in- 
cluding Sandage  as  co-author.  The  next 
time  Greenstein  visited,  he  saw  that  his  pic- 
ture, which  had  been  hanging  on  Sandage's 
door,  had  been  torn  to  shreds. 

But,  as  Overbye  writes,  it  is  "the  con- 
stant grinding  of  egos  that  produced  the 
sawdust  of  progress."  One  group  of  as- 
tronomers, believing  Sandage's  distance 
measurements  to  be  badly  skewed,  decided 
to  ask  a  new  question:  Is  the  universe 
heavy  or  dense  enough  to  drag  itself  back 
to  oblivion?  Their  conclusion  was  that  all 
observable  stars  and  galaxies  provide  but  a 
fraction  of  the  mass  needed  for  the  uni- 
verse to  collapse.  Subsequently,  however, 
more  sophisticated  techniques  and  mathe- 
matics showed  that  much  of  the  matter  in 


space  can't  be  seen,  though  its  gravitatiojJT 
al  pull  can  be  detected.  The  later  researci 
suggested  that  there's  just  enough  mass  t 
balance  the  universe  on  a  knife  edge  be 
tween  collapse  and  endless  expansion. 

There  were  other  puzzles,  too.  By  th- 
late  1970s,  none  of  the  standard  theories  o 
how  the  universe  evolved  could  explaii 
what  the  astronomers  were  seeing.  Ente 
Alan  Guth,  a  physicist  who  hadn't  evei 
managed  to  land  a  permanent  academic  p^ 
sition  by  his  early  30s.  In  1979,  Overby^ 
writes,  Guth  "came  as  close  as  anyone  eve: 
had  to  Figuring  It  All  Out." 

The  boyish  physicist,  then  at  Caltec 
cleverly  applied  new  theories  of  particl 
physics  to  the  Big  Bang  theory.  The  re| 
suits  were  astonishing.  When  the  nascen 
universe  was  about  the  size  of  a  grape| 
fruit,  he  calculated,  it  suddenly  generate^ 
enough  energy  to  blow  up  into  a  giant  bub 
ble.  Guth  dubbed  the  process  "inflation, 
and  according  to  Overbye,  it  did  the  bes 
job  yet  of  explaining  "where  the  universi 
had  come  from,  [and]  ho 
and  why  it  had  to  be  th 
way  it  was."  But  ther 
were  curious  wrinkles:  In^ 
flation  theory  implied  th 
universe  could  have  com 
from  nothing.  If  you  fin 
that  idea  bizarre,  you're  i 
good  company.  Sandag' 
asks  Overbye  at  one  point: 
"What  is  the  nature  of 
nothing?  What  [some  phys- 
icists] say  seems  to  be  ab- 
solutely nonsense." 

Since  Guth's  triumph,  as-' 
tronomers  have  discovered 
huge,  unpredicted  clusters' 
of  galaxies  and  have  de- 
vised and  discarded  a  num- 
ber of  explanations  for  the 
baffling  unseen  matter  that, 
is  believed  to  make  up  as  much  as  99'/  of 
the  universe.  "By  early  1986,  the  cosmolo-, 
gists  had  split  into  so  many  factions  that 
the  field  was  beginning  to  resemble  the 
Italian  parliament,"  observes  Overbye. 
One  controversial  group  is  pushing  a  no- 
tion called  "superstrings,"  which  states 
that  particles  such  as  protons  are  actually 
tiny  loops  of  "string."  The  complicated  but 
seductive  mathematics  of  superstrings  re- 
quires that  space  and  time  have  10  dimen- 
sions, Overbye  notes,  "although,  alas,  you 
could  only  park  your  car  in  three  of  them." 

Overbye  spins  this  complicated  yarn 
with  eloquence  and  wit.  We  meet  a  host  of 
colorful  characters,  including  Princeton 
University  physicist  John  Wheeler,  coiner 
of  the  term  "black  hole,"  who  sets  off  fire- 
crackers in  hallways  on  special  occasions; 
Stephen  Hawking,  the  brilliant  and  famous 
astrophysicist  who's  crippled  with  lateral 
sclerosis;  and  Soviet  atomic  physicist  Ya- 
kov  Boris  Zeldovich,  who  spent  months  cal- 
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BOOK! 


WHY  VANGUARD'S 
MONEY  MARKET  YIELDS 
HAVE  BEEN  CONSISTENTLY 
HIGHER  MONTH  AFTER  MONTH 


You  can  earn  high 
current  yields,  ivithout 
sacrificing  quality  or  safety,  with 
any  of  Vanguard  Money  Market 
Reserves  portfolios:  Prime, 
Federal  or  U.S.  Treasury. 

Why?  In  money  market  funds, 
other  things  being  equal,  lower 
costs  mean  higher  yields.  And 
Vanguard's  costs  are  among  the 
lowest  in  the  fund  industry. 

For  example.  Prime  Portfolio's 
annual  operating  costs,  as  a  per- 
centage of  net  assets,  are  more 
than  one  half  lower  than  average 
money  market  funds  (.30%  vs. 
.75%*).  We  pass  along  the  savings 
to  you  in  higher  yields. 

Minimum  initial  investment: 
$3,000;  $500  for  IRAs. 

*Lipper-Directors'  Analytical  Data, 
Second  Edition  1990  (Excludes 
Institutional  Money  Market  Funds). 


Call  1-800-662-SHIP 
Any  Hour,  Any  Day  For  A  Free 
Money  Market  Information  Kit 

'"piease  send  me  a  free  Money  Market  ~' 
Information  Kit  containing  a  prospec- 
tus with  more  complete  information  on 
advisory  fees,  distribution  charges  and 
other  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money  Id  also 
like  information  on: 
□  IRA(71)  □Keogh/Pension(70) 

Vanguard  Money  Market  Reserves 

RO.  Box  2800 
Valley  Forge,  Pennsylvania  19482 
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Came^e  Hall  Salutes 
lis  Corporate  Donors 

When  Andrew  Carnefiie  built  the  "Music  Hall  on 
57th  Street"  one  hundred  years  ago,  he  under- 
stood the  importance  of  a  great  hall  not  only  to 
the  cultural  lite  of  a  great  city  and  nation,  but  to 
Its  economic  growth,  as  well.  We  sincerely  thank 
the  local,  national,  and  international  corpora- 
tions whose  generosity  to  Carnegie  Hall  reflects 
their  commitment  to  this  principle,  and  to  the 
excellence  Carnegie  Hall  represents. 

To  contribute  to  the  Carnegie  Hall  Corporate 
Fund,  or  tor  turther  information  and  a  complete 
description  of  donor  benefits,  please  contact 
Susan  Shine,  Director,  Corporate  Fund,  Carnegie 
Hall,  881  Seventh  Avenue,  New  York,  New  York 
10019  (212)  903-9650. 


CARNEGIE  HALL 


Isaac  Stern 
President 

James  D.  Wolfensohn 
Chairman  of  the  Board 
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William  T.  Knowles 
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Mmoru  Makihara 
Chairman 

Mitsubishi  International  Corp. 

Felix  Rohatyn 
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dilating  feverishly  before  deciding  that  a 
forthcoming  particle-accelerator  experi- 
ment wouldn't  trigger  the  formation  of  a 
"wall"  that  would  destroy  the  universe. 
.  As  the  recent  conflicting  statements  in 
the  Times  make  clear,  today's  cosmologi- 
cal  theories  still  fall  short  of  explaining  the 
ultimate  mystery.  So  "in  a  way,"  Overbye 
writes,  "this  is  a  book  about  failure."  But 
it's  also  about  guts,  hope,  stubbornness, 
pride,  genius,  and  luck — not  to  mention  re- 
lentless progress.  "Like  Woody  Allen  fail- 
ing with  better  and  better  women,"  Over- 
bye  concludes,  "cosmology,  too,  would  fail 
upward." 

BY  JOHN  CAREY 
Washington  Correspondent  Carey  writes 
about  science  and  technology. 
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THINKING  ABOUT  MANAGEMENT 

By  Theodore  Levitt 

Free  Press  •  154pp  •  $17.95 

EXECUTIVE  BRAIN  FOOD 


In  person.  Harvard  business  school's 
Ted  Levitt  projects  a  professorial  air — 
maybe  it's  the  heavy  tweed  jackets  and 
bushy  eyebrows — that  makes  you  want  to 
listen  to  what  he  has  to  say.  You're  not  dis- 
appointed: Levitt  is  witty,  eloquent,  and 
provocative. 

He's  just  as  engaging  on  paper,  as 
Thinking  About  Management  proves. 
These  27  brief  essays,  most  written  during 
Levitt's  four-year  stint  as  editor  of  Har- 
vard Business  Review,  are  elegant  rumi- 
nations on  the  manager's  life,  each  easily 
consumed  in  a  few  spare  minutes. 

But  this  is  no  One  Minute  Manager. 
You  won't  find  so-called  solutions  to  busi- 
ness problems  here.  Thinking  reads  more 
like  chatter  overheard  in  the  Harvard  Fac- 
ulty Club.  Levitt  tackles  greed,  decision- 
making, entrepreneurship,  and  advertising, 
using  everyone  from  Babe  Ruth  to  the 
Mad  Hatter  in  Alice's  Adventures  Un- 
derground to  make  a  point. 

Along  the  way,  Levitt  serves  up  enough 
aphorisms  to  fill  a  huge  jar  of  Chinese 
cookies.  Some  favorites: 

"Entrepreneurship  was  the  sacred  mush- 
room of  the  1980s.  It  seemed  delusively 
greater  and  grander  than  it  was." 

"Organizations  exist  to  enable  ordinary 
people  to  do  extraordinary  things." 

"Advertising  works  because  the  familiar 
is  safer  than  the  unfamiliar." 

"In  some  circles,  after  all  is  said  and 
done,  mostly  all  that's  done  is  said." 

Reading  Thinking  About  Manage- 
ment requires  you  to  step  back  from  your 
daily  preoccupations,  think  about  what  you 
do  as  a  manager,  and  feel  challenged  to  do 
it  better. 

BY  JOHN  A.  BYRNE 
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The  youngest,  most  modern  fleet  across  5  continents. 


kvery  few  years,  we  make  a  point  of  rep/ad  rig  our  aircraft  with  the  latest  the  in  el  list ry  has  to  offer  hi  fact,  our  fleet  is  known  to 
he  the  youngest  and  most  modern  of  any  major  airline  in  the  world.  But  perhaps  that's  not  what  you  II  best  remember  us  for 


The  486"  PC.  It  may  be  a  little 

Never  before  has  this  much  A  486  microprocessor-based  PC  has 
power  been  plugged  into  a  everything  it  takes  to  run  today's  high- 
business  PC.  powered  applications.  And  run  them  the 
Presenting  the  Intel  486  micro-  way  you  need  to— simultaneously  and  at 
processor —  a  veritable  powerhouse  that's  lightning  speed. 

been  harnessed  for  business.  Plus,  it's  compatible  with  the  hard- 

©1990  Intel  Corporatiim. 


nore  power  than  you're  used  to. 


ware  and  business  applications  you  already  1-800-548-4725  and  ask  for  "The  486  Micro- 
own,  so  you  won't  spend  any  extra  time  or  processor  Means  Business"  brochure, 
money  on  training. 

The  486  PC.  Plug  it  in  and  start  shock- 
ing the  corporate  world.  _ 

For  additional  information,  call  The  CompUter  IllSide/ 


486  is  a  trademark  of  Intel  Corporation. 


Economic  Viewpoint 


DEFENSE  SPENDING  ISN'T 
STUNTING  THE  U.S.  ECONOMY 


BY  GARY  S  BECKER 


Weapons  research 
accounts  for  about 
4%  of  the  federal 
budget  and  less  than 
1%  of  GNP.  That's 
hardly  enough 
to  deter  greater 
efforts  to  promote 
private  productivity 


GARY  S.  BECKER  IS  UNIVERSITY 
PROFESSOR  OF  ECONOMICS 
AND  SOCIOLOGY  AT  THE 
UNIVERSITY  OF  CHICAGO 


oes  the  U.  S.  role  as  world  policeman 
weaken  its  capacity  to  compete  on  the 
economic  front?  The  paltry  and  grudg;- 
ing  contributions  being  made  to  defray  the 
costs  of  the  war  against  Iraq  by  Germany  and 
Japan,  America's  main  economic  competitors, 
raise  precisely  the  question  that  was  forcefully 
addressed  in  a  best-seller  of  several  years  ago, 
Paul  Kennedy's  The  Rise  and  Fall  of  the 
Great  Powers. 

I  do  not  know  whether  the  U.  S.  has  been 
spending  an  appropriate  amount  on  defense, 
including  development  of  new  weapons.  And 
perhaps  more  responsibility  for  defending 
against  aggression  should  be  shifted  to  rich 
countries  such  as  Germany  and  Japan.  But  the 
numbers  do  not  support  the  claim  that  Ameri- 
ca's economic  growth  has  been  seriously  stunt- 
ed by  its  spending  on  defense. 

Many  commentators,  including  Robert  B. 
Reich  of  Harvard  University,  place  a  great 
deal  of  emphasis  on  the  negative  effect  on 
the  private  sector  of  the  extensive  federal 
support  of  research  on  new  weapons.  Until  the 
mid-1970s,  America  spent  a  larger  fraction  of 
its  gross  national  product  on  research  and 
development  than  did  either  Germany  or  Ja- 
pan, but  these  two  countries  have  increased 
their  research  spending  during  the  past  15 
years.  And  about  one-third  of  the  U.S.  R&D 
effort  was  devoted  to  military  research, 
whereas  our  competitors  spent  little  on  the 
military. 

GUNS  vs.  BUTTER?  The  significant  resources 
devoted  to  develoi)ing  new  weapons  by  the 
U.  S.  may  appear  to  be  a  big  drag  on  efforts  to 
improve  civilian  productivity.  Yet  surely  only  a 
small  part  of  any  reduction  in  military  re- 
search spending  would  have  been  allocated  to 
support  advances  in  the  private  sector.  Since 
such  spending  takes  a  small  share  of  income, 
government  spending  for  research  on  new 
weapons  is  about  47'  of  the  federal  budget  and 
less  than  17  of  GNP.  Military  spending  is  hard- 
ly big  enough  to  deter  greater  public  efforts  to 
promote  private  productivity. 

The  U.  S.  spends  about  67  of  its  (iNP  for 
defense,  compared  with  17'  by  Japan.  If  the 
U.  S.  were  to  cut  back  its  military  spending  to 
that  level,  it  is  folly  to  assume — as  many  do — 
that  all  the  savings  would  go  into  investment. 
Instead,  we  need  to  start  with  the  more  rea- 
sonable assumption  that  such  a  defense  divi- 
dend would  be  allocated  between  consumption 
and  investment  in  roughly  the  same  4-to-l  ra- 
tio as  GNP.  Thus,  if  U.  S.  defense  spending 
were  reduced  to  the  Japanese  level,  only  20$  of 
every  dollar  cut  from  the  military  would  go 
into  investment.  Even  after  that  additional 
capital  spending,  Japan  would  still  be  investing 


a  much  larger  portion  of  its  GNP  than  wouk 
the  U.  S. 

Although  the  usual  practice  is  to  compan 
R&D  spending  as  a  fraction  of  a  country's  GNP 
the  actual  amounts  spent  may  be  more  rele 
vant.  Spending  on  R&D  in  the  U.  S.  almos 
equals  the  combined  spending  of  Germany  am 
Japan,  with  France  and  Britain  thrown  in  foi 
good  measure.  American  industries  are  ty])ical 
ly  larger — the  U.  S.  economy  is  about  four 
times  Germany's  and  twice  Japan's.  And  h\g 
economies  do  not  have  to  spend  much  more  or 
research  than  smaller  economies  to  generate 
equal  advances  in  productivity.  An  innovatior 
can  cut  costs  by  107  whether  an  industry  is 
big  or  small. 
SPIN-OFFS.  Progress  in  military  technology 
sometimes  spills  over  into  the  private  sector 
Computers,  jet  engines,  radar,  and  sequential 
analysis  in  statistics  are  just  a  few  of  the 
major  advances  that  arose  from  military-spon 
sored  research,  and  numerous  products,  such 
as  Velcro  and  Teflon,  were  developed  for  the 
military.  There  is  no  doubt  that  many  U.  S 
businesses  got  a  strong  head  start  in  interna- 
tional competition  because  of  products  devel 
oped  out  of  government-funded  research  for 
the  military. 

It  is  true  that  America's  role  as  world  police 
man  places  extra  burdens  on  its  industry,  in 
eluding  restrictions  on  exports  to  hostile  coun 
tries,  exposure  to  terrorism,  and  the  loss  of 
markets.  On  the  other  hand,  such  a  role  helps 
in  negotiating  favorable  treatment  of  U.  S 
goods  and  citizens  by  other  countries  and  in 
making  the  U.  S.  a  haven  in  times  of  world 
stress,  which  increases  the  foreign  demand  for 
dollars,  U.  S.  real  estate,  and  stocks  and  bonds 
of  American  companies. 

Research  by  Harvard's  Robert  J.  Barro,  who 
compares  per-capita-income  growth  among 
more  than  60  countries  since  1960,  supports 
the  conclusion  that  military  spending  does  not 
explain  why  some  countries  grow  more  slowly 
than  others.  He  finds  that  countries  that  spend 
a  large  portion  of  income  on  the  military  grow 
about  as  quickly  as  others,  even  when  compar 
ing  those  at  the  same  stage  of  development 
and  v/ith  similar  levels  of  schooling. 

There  are  other  reasons  why  Germany  and 
Japan  have  grown  faster.  Japan  has  been  es 
pecially  successful  at  adapting  ideas  and  pro 
cesses  developed  elsewhere,  often  in  the  U.  S 
Both  countries  have  top-notch  educational  sys 
tems,  provide  extensive  apprenticeship  and  on 
the-job  training,  and  have  a  strong  work  ethic 
Both  are  sticklers  for  high-quality  merchan- 
dise and  services.  Germany  and  Japan  have 
done  well,  but  not  because  they  spend  little  on 
defense.  H 
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ROLMs  Debbie  Walsh  makes  it  her  business 
to  keep  Empire  Blue  Cross  and  Blue  Shield 

fully  covered. 


For  someone  who  never  gets  sick,  ROLM*  representative 
Debbie  Walsh  certainly  spends  a  lot  of  time  at  Empire  Blue 
Cross  and  Blue  Shield. That's  because  Debbie  puts  a  premium 
on  personal  service.  And  because  Empire  Blue  Cross  and  Blue 
Shield  is  constantly  on  the  lookout  for  more  productive  ways  to 
improve  service  and  communicate  with  its  many  customers. 

There  was  the  time  Empire  asked  Debbie  how  to  tie 
together  its  voice,  imaging  and  data  processing  technologies. 
She  recommended  CallPath™  WithCallPath,  customers  can 
have  many  of  their  questions  answered  simply  by 


calling  Empire  and  entering  their  account  number  on  the 
telephone  keypad.  From  there,  a  computer  retrieves  the 
account  information  and  relays  it  to  the  caller. 

Of  course,  sometimes  personal  contact  is  required.  So 
CallPath  can  also  send  account  information  directly  to  a 
service  representative's  computer  screen.  All  of  which  greatly 
improves  Empire's  speed  and  accuracy  in  handling  calls. 

To  further  enhance  Empire's  ability  to  service  its  cus- 
tomers, Debbie  suggested  ROLM  PhoneMail."  PhoneMail 
not  only  records  voice  messages,  but  also  stores  them,  routes 
them,  even  ties  them  to  a  computer.  So  customer  calls  are 
promptly  returned  by  the  correct  Empire  service  agent. 

CallPath  and  PhoneMail  help  Empire  Blue  Cross  and 
Blue  Shield  answer  over  ten  million  phone  calls  a  year.  Of 
course,  Debbie  Walsh  is  always  there  with  a  few  answers  of  her 
own.  For  more  information,  call  ROLM  at  1-800-624-8999 


ext.  235,  or  your  authorized  ROLM  Business  Partner. 

An  IBM  and  Siemens  Company 

We  ask  better  questions.  You  get  better  answers. 


>  KOLM  and  PhoneMail  are  rcgisltrej  Iradcmarki  of  HOLM  Syuemi  ™CaUPalh  n  a  Irajemark  ol  IBM  ©  1990  HOLM  Compan 


For  greater  reliability,  we 
went  to  the  effort  of  gold- 
plating  the  electric  termi- 
nals in  our  drivers-side 
airbag  Supplemental  Res- 
traint System.  Nothing  sue-  ^ 
ceeds  like  excess. 


'/ifusl  is  provided  by  a  Four-Cam.  32-^*^'^ 
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YoQw  Ifeard  Of  T 

Now  Meet  1 


Performance  is  important  at  red  lights  as  well  as  green. 
All  four  vented  disc  brakes  are  activated  by  one  of  the 
world  s  most  advanced  anti-lock  braking  systems  ( ABS|. 


Every  Lexus  comes  with  a 
hfth  shock  absorber:  an 
advanced  drivers-side  air- 
bag  SRS*  activated  by  our 
redundant  crash-sensors. 


*The  dnier\-side  Supplemental  Restraint  System  (SRS)  will  inflate  only  in  a  severe  frontal  impart.  In  a  moderate  collision,  the  three-point  seat  belt  provides  primary  protection:  the  airbag  will  not  in^ 


Our  (irand  Prix-inspired  doiildc-wishbonr 
suspension  is  responsive  and  surefooted. 


Accidents  can't  always  be 
avoided.  Fortunately,  we 
spent  years  preparing  lor 
such  a  mishap.  (Countless 
prototypes  were  crash-tested 
and.  as  you  can  see,  special 
shock-absorbing  crumple 
zones  were  developed. 


1 
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Defensive  Driver, 
(efensive  Car. 


While  no  car  can  guarantee  your 
safety  in  every  conceivable  situa- 
tion, this  has  not  stopped  us  from 
Pictured  here  is  only  a  small  fraction  of 
the  safety  features  on  the  LS  400. 
But  what  others  may  think  super- 
fluous, we  consider  judicious. 
So  visit  your  nearest  Lexus  dealer, 
please  drive  extra  carefully.  Youre  not 


in  a  Lexus  yet. 


in  the  blink  ol  an  eye.  TRAC 
can  limit  wheelspin  by  both 
throttling  back  the  engine 
and  pulsing  the  rear  brakes. 


The  Relentless  Pursuit  Of  Perfection. 


:,tilif''0  Lexii\.  A  Division  ()fTu\t>ta  Mnlor  Sales.  U.S.A..  Inc.  Lexus  reminds  you  to  wear  seal  belts  and  obey  all  speed  laws.  For  more  information,  eall  800-872-5398  (800-USA-LE.XL'S). 


conomic  Trends 


BY  GENE  KORETZ 

THE  FED  MAY  BE 
TURNING  INTO 
A  PAPER  TIGER 


Wlien  the  Federal  Reserve  Board 
i-ecently  revealed  it  was  reempha- 
sizing  the  behavior  of  the  money  supply 
in  its  policy  deliberations,  economists 
pricked  up  their  ears.  After  a  strong 
infatuation  with  monetarism  in  the  early 
1980s,  the  Fed  virtually  ignored  the  mon- 
ey supply  for  the  rest  of  the  decade,  for 
the  obvious  reason  that  the  economy 
was  growing  handily  in  the  face  of  mon- 
etary sluggishness.  Now  that  the  econo- 
my is  contracting,  though,  slow  money 
growth  no  longer  seems  an  anomaly. 


THE  SHRINKING  ROLE 
OF  THE  MONEY  SUPPLY 


78      '80       '82      '84      '86      '88  '90 
▲  PERCENT  •DOMBIKNONFINSNCIAlCRtDIT 
DAI*  FEOERAl  RESfRVf  BOARD,  SIff  OAKLEY  S  MARKS  INC 


A  number  of  economists  believe,  how- 
ever, that  the  central  bank's  reviving 
faith  ill  monetarism  will  likely  end  in 
frustration.  As  they  see  it,  the  Fed's 
ability  to  influence  the  economy  by  sup- 
plying reserves  to  depository  institutions 
was  sharply  eroded  over  the  past  decade 
by  changes  in  the  financial  system. 
Meanwhile,  the  huge  debt  loads  already 
burdening  the  economy  suggest  that 
households  and  businesses  may  be  less 
responsive  to  easier  money  and  low  in- 
terest rates  than  in  the  past. 

In  the  first  three  postwar  decades, 
notes  economist  Robert  L.  Marks  of  Siff, 
Oakley  &  Marks  Inc.,  a  large  fraction  of 
lending  flowed  through  traditional  finan- 
cial intermediaries  such  as  commercial 
banks,  thrifts,  credit  unions,  and  the 
like,  so  the  money  supply  and  total  cred- 
it grew  at  roughly  similar  rates.  But 
deregulation  in  the  1980s  broke  the  link 
between  money  growth  and  credit  cre- 
ation, as  the  growth  of  nonbank  finan- 
cial intermediaries,  the  securitization  of 
loans,  and  other  financial  innovations 


helped  fuel  a  debt  e.xplosion.  Between 
1978  and  1990,  total  nonfinancial  domes- 
tic credit  soared  by  $7.3  trillion,  but  M2, 
the  Fed's  favorite  money  measure,  rose 
by  just  $1.9  trillion — falling  from  447'  to 
327'  of  total  credit  (chart). 

At  the  same  time,  points  out  econo- 
mist John  E.  Silvia  of  Kemper  Financial 
Services,  commercial  banks  have  seen 
their  share  of  total  lending  decline.  Be- 
tween the  start  of  1985  and  the  fall  of 
1990,  their  portion  of  nonfinancial  corpo- 
rate debt  dropped  from  327  to  257"  as 
commercial  paper,  insurance  companies, 
finance  companies,  and  other  loan 
sources  took  up  the  slack. 

"Because  Fed  policy  works  through 
the  banking  system  and  banks  are  be- 
coming less  of  a  conduit  of  credit,"  says 
Silvia,  "any  given  change  in  bank  re- 
serves by  the  Fed  provides  less  economic 
stimulus  than  in  the  past."  To  make  mat- 
ters worse,  banks  have  become  unwill- 
ing lenders  because  of  their  own  finan- 
cial problems,  often  choosing  to  invest 
new  funds  in  Treasury  securities  rather 
than  to  seek  out  borrowers. 

Given  this  impasse,  says  Silvia,  it's  no 
surprise  that  M2  has  risen  only  at  about 
a  17"  annual  rate  in  the  past  13  weeks, 
despite  aggressive  Fed  moves  to  ease 
money  and  a  sharp  decline  in  the  federal 
funds  rate.  "The  Fed  will  have  to  do 
more,"  he  says.  "It  will  have  to  work 
closely  with  lenders,  alter  regulations, 
and  make  other  structural  changes  to 
encourage  lending." 

Even  though  the  Fed  appears  to  be 
ready  to  take  such  steps,  Marks  thinks  it 
may  find  itself  pushing  on  the  proverbial 
string  for  some  time.  He  points  out  that 
private  credit  growth,  which  exploded  at 
a  double-digit  rate  in  the  mid-1980s,  has 
slowed  sharply.  "Until  businesses  and 
households  can  reduce  their  excessive 
debt  loads,"  he  says,  "they're  unlikely  to 
jump  at  the  chance  to  borrow  more  even 
if  interest  rates  fall  and  lenders  become 
more  accommodating." 


SMALL  BUSINESS  PUTS 
BORROWING  ON 
THE  BACK  BURNER 


The  current  skittishness  of  business 
borrowers  is  underscored  by  the  lat- 
est quarterly  survey  of  the  National 
P^ederation  of  Independent  Business.  Its 
small-business  optimism  index  rose 
slightly  in  January  from  its  October  low, 
but  stayed  nevertheless  deep  in  reces- 
sion territory,  as  employment,  capital 
spending,  and  inventory  accumulation 
plans  all  weakened.  More  important,  al- 
though a  mere  117  of  respondents  com- 
plained that  loans  were  harder  to  get 


(suggesting  little  sign  of  a  credit 
crunch),  only  347  reported  they  were 
now  borrowing  on  a  regular  basis. 
That's  a  far  lower  level  of  borrowing 
activity  than  small  businesses  main- 
tained in  the  depths  of  the  1973-75  and 
1981-82  recessions. 


WILL  FOREIGNERS 
SOON  START  USING 
THE  R-WORD? 


Signs  of  sluggishness  in  overseas 
economies  are  increasing.  Columbia 
University's  Center  for  International 
Business  Cycle  Research  reports  that  its 
leading-indicator  index,  which  covers  10 
countries  excluding  the  U.  S.,  showed  no 
growth  at  all  in  its  latest  reading,  as 
compared  with  a  27  annual  pace  three 
months  ago.  The  leading  indexes  of  sev- 
en of  the  countries  are  declining,  with 
only  Germany  and  South  Korea  record- 
ing significant  growth. 

Much  of  Europe  seems  to  be  sliding 
toward  recession.  In  the  three  months 
ending  in  November,  industrial  output 
fell  at  a  12.67-  annual  rate  in  France  and 
a  14.47  clip  in  Italy.  Average  industrial 
production  in  France,  Italy,  Sweden, 
Spain,  and  the  Netherlands  during  the 
same  three-month  period  was  1.17  below 
year-ago  figures.  And  December  new- 
car  sales,  compared  with  December, 
1989,  were  down  287  in  Britain,  307  in 
Spain,  and  477  in  Sweden. 


A  TRICKLE-DOWN 
THEORY 

OF  FAT  PAY  RAISES 


y  this  time,  it's  hardly  news  that 
'earnings  inequality — the  gap  be- 
tween the  pay  of  higher-  and  lower-paid 
workers — increased  markedly  in  the 
1980s.  In  the  latest  issue  of  Monthly 
Labor  Review,  researchers  Paul  Rysca- 
vage  and  Peter  Henle  throw  some  in- 
triguing light  on  the  development.  They 
found  that  earnings  inequality  grew 
among  full-time  male  and  female  work- 
ers and  in  most  occupational  categories. 

The  most  extreme  and  statisically  sig- 
nificant changes,  however,  were  for  men 
employed  in  managerial  and  sales  posi- 
tions, where  the  top  207  of  workers  gar- 
nered far  higher  pay  hikes  than  those  at 
lower  levels.  Noting  that  surveys  indi- 
cate that  the  compensation  of  chief  exec- 
utive officers  tripled  during  the  decade, 
the  authors  speculate  that  this  may  have 
had  a  ripple  effect,  triggering  "similar, 
though  less  dramatic,  increases  among 
higher  managerial  corporate  ranks."  H 
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We  found  APPLAUSE  II  to  be  easier  to  work 
with  than  either  Harvard  Graphics  or  Free- 
lance Plus,  and  faster  than  the  Windows- 
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excellent  use  of  the  mouse.  Best  of  all,  it  f 
abandons  the  stodgy  fill-in-the-form^ 
approach  to  creating  charts  that  is  used  by 
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tive "Windows -like  interface. 
And  how  APPLAUSE  IF  turns 
data  into  37  different  chart 
types  automatically.  In  black 
and  white  or  3.6  million  colors. 
Creating  everything  from  daz- 
zling overheads,  slides  and 
on-screen  presentations  to 


high-impact  hard  copy 
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DESERT  STORM  BUFFETS 
A  BRITISH  BACKWATER 


Friday  afternoon  prayers  at  the 
Southfield  Square  mosque  in  Brad- 
ford always  start  at  one  o'clock, 
but  some  of  the  faithful  arrive  late.  In 
crocheted  caps  and  stocking  feet,  they 
move  discreetly  toward  the  few  empty 
spaces  in  the  back  of  the  room  and  sit 
cross-legged  on  the  bright  carpeting. 
Most  of  the  100  or  so  worshipers 
are  immigrants  from  Pakistani  vil- 
lages. A  few  clutch  prayer  beads 
and  nod  in  agreement  with  Shah 
Naushani,  their  impassioned  spiri- 
tual leader.  To  non-Urdu-speaking 
visitors,  only  four  words  in  his  30- 
minute  address  are  familiar:  Sad- 
dam, America,  Britain,  jihad. 

These  words,  of  course,  have 
been  heard  in  countless  conversa- 
tions across  Britain,  which  has 
sent  the  second-largest  force  to 
the  gulf.  But  here  in  Bradford, 
they  carry  a  special  resonance. 
More  than  one  in  seven  of  the 
470,000  residents  of  this  old  mill 
town  is  Moslem.  While  Fleet 
Street's  tabloid  press  thunders  its 
support  for  the  troops  in  the  des- 
ert, the  Moslems  concentrated  in 
the  Manningham  district  of  west 
Bradford  are  uneasy.  Amid  surg- 
ing British  nationalism,  they  are 
divided — between  young  and  old, 
between  loyalty  to  their  faith  and 
to  their  new  country. 
'REAL  HORROR.'  They  immigrated  to 
Bradford  in  great  numbers  to  work  the 
night  shifts  when  the  textile  mills  start- 
ed running  around  the  clock  in  the  late 
1950s.  There  have  been  tensions  ever 
since  between  Bradford's  Moslems  and 
non-Moslems.  In  1989,  these  came  to  a 
boil  with  demonstrations  and  book  burn- 
ings provoked  by  the  publication  of  Sal- 
man Rushdie's  The  Satanic  Fcr.sf.s. 
Now,  the  city  is  even  further  polarized 
by  what  300  Islamic  leaders  meeting  re- 
cently in  Bradford  called  "the  savage, 
destructive  war  waged  against  the  Mos- 
lems of  Iraq."  Many  Bradford  Moslems 
worry  they  will  suffer  a  sharp  backlash. 

"The  day  the  casualties  and  the  body 
bags  start  arriving  in  Britain,  then  the 
real  horror  of  the  war  will  be  felt  by  the 
community  at  large,"  says  Sher  Azam, 
former  president  of  the  Council  of 
Mo.sques.  Sitting  in  his  office  beneath  a 
detailed  map  of  the  Islamic  world,  the 
white-bearded  Azam  goes  on:  "When 


they  see  their  loved  ones  have  been 
killed  or  crippled  as  a  result  of  this  war, 
then  they  will  be  extremely  angry,  and 
emotion  will  run  very  high." 

Already,  mosques  in  Surrey  and  West 
Yorkshire  have  been  set  on  fire.  Arab 
storefronts  have  been  defaced  with  graf- 
fiti. In  Bradford,  Moslem  schoolchildren 


the  streets  around  Southfield  Squan 
Shops  with  names  in  English  and  Urd 
stock  imported  Asian  groceries  and  vi( 
eos.  Wearing  leather  jackets  over  bagg 
trousers  and  white  cotton  tunics,  cu 
■  tomers  order  curried  fish  and  chips. 

To  the  non-Moslem  visitor,  it's  diff 
cult  to  square  up  opposition  to  the  Wes 
ern  war  effort  with  the  failure  to  coi 
demn  equally  Saddam  Hussein's  seizur 
of  Kuwait,  a  fellow  Moslem  country 
Identifying  first  with  their  religioi 
many  of  Bradford's  Moslems  don't  see 
that  way:  The  presence  of  infidels  i 
Islam's  holy  lands  is  regarded  as  th 
greater  evil.  Spiritual  leader  Shah  Nai 
shani  believes  the  U.  S.  wants  to  "d' 


BRADFORD'S  MOSLEM  AREA:  CHILDREN  HAVE  BEEN  BULLIED,  AND  WOMEN'S  VEILS  HAVE  BEEN  TORN  OF 
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have  been  bullied.  Women  have  had  veils 
pulled  from  their  faces  and  been  told  to 
"go  back  to  Iraq." 

Never  mind  that  most  of  the  Moslems 
of  Bradford  aren't  even  Arabs,  let  alone 
Iraqis.  It  is  the  villages  of  Pakistan, 
Bangladesh,  and  India  that  contribute  to 
the  curious  mixture  of  East  and  West  on 
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stroy  Moslem  power  and  guarantee  Isn 
el  as  the  superpower  in  the  Mideast." 

To  the  new  president  of  the  Council  o' 
Mosques,  Liaqat  Hussain,  the  war  e> 
poses  Western  hypocrisy.  Why  are  U.  ^ 
resolutions  regarding  Iraq  enforce 
while  those  concerning  the  Palestinian 
are  ignored?  If  the  Iraqi  war  machine  i 
such  an  evil,  why  did  the  U.  S.  suppor 
Iraq  for  eight  years  in  its  war  wit 
Iran?  Chatting  in  front  of  a  gas  fire  i 
his  home,  Hus.sain  argues:  "The  Wes 
made  Saddam  what  he  is.  When  he  stoo 
up  to  them,  they  tried  to  discredit  him. 

Siding  with  Saddam  is  an  expressio 
of  some  immigrants'  anger  and  frustn 
tion  in  Britain.  For  years,  they  hav 
been  the  subject  of  racial  hatred.  The 
are  generally  less  educated,  and,  as  th 
mills  close,  they  must  work  menial  jobs 
The  younger  Moslems,  free — as  they  pu 
it — of  colonial  attitudes,  support  Saddar 
the  most.  "Because  they  were  born  i 
this  country,"  says  Mohammed  Sidic 
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breakfast,  coffee  or  tea  throughout 
the  day,  laundry  and  dry  cleaning 
services,  limousine  service  to  the 
Makati  financial  district,  and  a  host 
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"they  are  very  much  independent  i 
their  minds  but  also  happen  to  be  Moi 
lems  in  their  hearts." 

Sidiq,  chairman  of  the  Moslem  Yout 
Movement,  a  social  and  religious  organ 
zation  with  several  thousand  member: 
contends  he  lost  his  job  as  a  Bradfor 
laboratory  scientist  three  months  ag 
because  he  refused  to  curb  his  ou 
spoken  views  on  Rushdie's  book.  Now 
Saddam  is  the  rallying  cry.  "He's  d< 
fending  Moslems  in  a  way,  so  I  thin 
he's  a  hero,"  says  a  young  woman  a 
she  helps  her  young  daughter  into  th 
car  after  a  shopping  trip.  Her  husban 
nods  his  agreement. 

To  be  sure,  support  for  Saddam  is  nc 
universal,  and  there  is  little  sign  thi 
Bradford's  Moslems  plan  to  take  up  hi 
call  for  a  holy  war.  Karim  Dawwod,  pre 
prietor  of  a  jewelry  shop,  stands  near 
display  cabinet  on  which  a  poster  title 
"Allah's  Thoughts  at  All  Times" 
propped.  "It's  not  true  that  all  Moslem 
support  Saddam,"  he  says.  "We  feel  soi 
ry  for  the  Iraqi  people.  We  don't  kno\ 
what  is  happening  to  them." 

British  politicians  have  been  trying  t 
spell  out  war  aims.  But  when  Foreig 
Office  Minister  Douglas  Hogg  briefed 
group  of  Moslems  in  early  February,  h 
was  roundly  heckled.  Home  Secretar 
Kenneth  Baker  has  pointed  out  tha 
Moslems'  opposition  to  the  war  "shoul 
not  be  seen  as  calling  into  question  thei 
loyalty  to  their  adopted  country." 
DEATH  SENTENCE.  Adapting  to  Britisl 
life  hasn't  been  easy.  A  1984  campaig: 
to  serve  ritually  slaughtered  meat  i; 
schools  set  off  a  dispute  between  Mos 
lems  and  animal-rights  activists.  Th 
Moslems  prevailed  and  are  now  pushinj 
for  single-sex  schools  for  their  adoles 
cent  children.  Then  there  were  the  pre 
tests  against  Rushdie's  novel.  Incensec 
by  a  perceived  insult  to  Islam,  Moslem 
burned  copies  in  front  of  the  city  hal 
and  backed  the  death  sentence — fatwa— 
imposed  on  the  author  by  Iran's  Ayatol 
lah  Khomeini.  Today,  Rushdie  remain; 
in  hiding,  and  Bradford  Moslems  are  stil 
trying  to  get  the  book  banned. 

Back  at  Southfield  Square,  after  Fri 
day  afternoon  prayers,  Shah  Naushan 
meets  with  some  of  his  followers  to  tall 
about  Bradford  and  the  war.  The  sui 
sets  on  the  old  two-story  mosque,  a  con 
verted  Victorian  townhouse  that  fo 
years  has  been  the  heart  of  Bradford'; 
Moslem  community.  But  now  a  new 
mosque  is  being  built.  Partially  bidder 
by  construction  fences,  it  towers  ove; 
the  shops  along  Carlisle  Street,  its  gok 
dome  already  standing  out  against  th( 
gray  West  Yorkshire  skies. 

BY  BRIDGET  KELLER 
Kelleij  savored  sights  and  smells  in  Brad 
ford  that  she  first  experienced  in  Asia. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


A  QUICK  ECONOMIC  RECOVERY? 
DON'T  BET  THE  RANCH 


Is  the  stock  market's  recent  surge  telling  us  that  an 
economic  recovery  is  just  around  the  corner?  Maybe: 
In  the  eight  postwar  recessions,  the  Standard  & 
Poor's  500-stock  index  started  to  rise  an  average  of  four 
months  before  the  beginning  of  a  recovery.  Or  maybe 
not:  In  the  1973-75  recession,  stock  prices  gave  a  wrong 
signal,  only  to  resume  their  decline  before  correctly  fore- 
casting a  turnaround.  And  in  the  1981-82  downturn,  the 
market  gave  two  false  signals. 

To  be  sure,  the  stock  market  foreshadows  business 
activity.  It  is  one  of  the  11  gauges  in  the  Commerce 
Dept.'s  index  of  leading  indicators,  and  the  recent  jump 
in  share  prices  is  larger  than  past  false  starts  (page  78). 
However,  the  market's  upbeat  message  for  the  economy 
would  be  more  credible  if  the  other  leading  indicators 
were  telling  the  same  story — which  they  are  not. 


LOOK 
BEYOND 
STOCK 
PRICES 


The  fundamentals  for  an  economic  recov- 
ery will  not  be  in  place  until  three  key 
signposts  of  future  activity  begin  to  turn 
around:  initial  claims  for  unemployment 
benefits,  commodity  prices,  and  the  money  supply.  These 
three  indicators  relate  specifically  to  the  economy's  cur- 
rent set  of  problems. 

The  sharp  rise  in  weekly  jobless  claims  since  last 
summer  reflects  the  dismal  state  of  the  labor  markets, 
which  is  the  core  of  the  rotten  state  of  consumer  spend- 
ing. Claims  fell  in  the  week  ended  Jan.  26  to  417,000, 
from  485,000  the  week  before,  but  they  usually  decline  in 
a  holiday  week,  only  to  pop  up  again.  Claims  are  not 
falling  in  a  way  that  would  signal  stronger  job  markets. 

Absent  that,  consumer  spend- 
ing will  continue  to  languish, 
the  victim  of  sagging  real  in- 
comes and  burdensome  debt.  In- 
deed, retail  sales  declined  a 
sharp  0.9%  in  January.  Plus,  the 
Commerce  Dept.  reported  that 
because  of  downward  revisions 
in  durable-goods  sales  figures, 
retail  spending  in  December  fell 
1.5%-  instead  of  dropping  0.4% 
as  previously  thought. 


THE  SHARP  SLIDE 
IN  RETAIL  SALES 
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Store  receipts  now  stand  1.4%  below  their  year-ago 
level,  even  before  price  adjustments  (chart).  A  year-over- 
year  decline  hasn't  happened  since  August,  1961.  Drop- 
ping gasoline  prices  account  for  some  of  the  recent 
weakness.  But  even  excluding  purchases  at  gas  stations, 
retail  sales  have  fallen  at  a  5%  annual  rate  since  July. 

Early  indications  for  February  buying  are  also  down- 


beat. New  domestically  made  cars  sold  at  an  annual  rate 
of  6.2  million  in  the  first  10  days  of  the  month,  scarcely 
better  than  January's  pallid  5.9  million  pace. 

Consumer  spending  is  in  one  of  the  sharpest  slow- 
downs on  record.  Outlays  posted  the  largest  drop  in  a 
decade  last  quarter,  and  they  seem  headed  for  another 
plunge  this  quarter.  Without  consumers,  a  recovery  can- 
not get  off  the  ground. 

Commodity  prices  will  also  give  an  early  signal  of  an 
economic  turnaround.  But  the  Commodity  Research  Bu- 
reau's price  index  of  13  raw  industrials — which  excludes 
oil — continues  to  decline  and  has  been  doing  so  since 
early  October  (chart).  The  ongoing  weakness  in  commod- 
ity prices  reflects  sagging  demand  in  general  and  grow- 
ing slack  in  the  industrial  sector  in  particular. 

The  first  sign  of  stronger  de- 
mand will  show  up  in  commod- 
ity prices.  That's  important,  be- 
cause this  is  largely  a  demand 
recession,  led  by  the  downdraft 
from  consumers.  With  inven- 
tories relatively  lean  compared 
with  past  downturns,  a  pickup 
in  demand  should  boost  indus- 
trial output  fairly  quickly. 

But  overall  domestic  de- 
mand— consumer  spending,  cap- 


COMMODITY  PRICES 
ARE  STILL  DIVING 
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ital  outlays  for  new  plants  and  equipment,  demand  for 
new  homes,  and  spending  by  government — is  exception- 
ally weak.  It  fell  at  an  annual  rate  of  4'/  last  quarter, 
one  of  the  largest  declines  in  the  postwar  period,  and  the 
first  quarter  is  shaping  up  to  be  a  downer  as  well. 


THE  FED 
FACES  AN 
UPHILL 
BATTLE 


The  third  key  indicator  to  watch — and 
perhaps  the  most  critical — is  money 
growth,  because  it  provides  a  measure  of 
the  Federal  Reserve  Board's  success  in 
getting  the  economy  moving  again.  So  far,  the  Fed  has 
been  cutting  interest  rates  with  abandon,  which  is  one 
reason  why  the  stock  market  has  been  so  euphoric.  But 
the  growth  rates  of  most  of  the  broad  measures  of 
money  and  credit  are  still  falling,  and  until  they  pick  up, 
the  economy  will  continue  to  flounder. 

The  problem:  Banks  are  increasingly  hesitant  to  lend, 
which  is  thwarting  the  Fed's  efforts  to  revive  the  econo- 
my. The  central  bank's  latest  survey  of  lending  practices 
shows  that  about  a  third  of  all  banks  further  tightened 
their  lending  standards  during  the  past  three  months. 

The  most  disturbing  part  of  the  survey  showed  that 
about  20%>  of  banks  were  "somewhat  less  willing"  to 
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make  various  types  of  consumer  loans,  including  car, 
home,  and  home-equity  loans.  Previously,  only  business 
loans  had  been  affected. 

The  current  unwillingness  of  banks  to  lend  is  unique 
in  the  postwar  period.  The  upshot  is  that  it  may  take 
longer  than  usual  for  the  Fed's  rate-cutting  policies  to 
stimulate  the  economy  and  get  the  recovery  under  way. 

BANK  For  now,  the  stock  market  doesn't  seem 

CREDIT:  THE    to  believe  that.  But  current  bank  behav- 
CRUNCH        ior  is  symptomatic  of  how  the  economy's 
CONTINUES    huge  debt  load  is  depressing  economic 
activity  and  preventing  other  indicators  of  recovery  from 
taking  flight.  Consumer  debt  is  a  clear  example. 

Not  only  are  banks  less  willing  to  lend,  but  also,  as  the 
recession  drags  on,  many  debt-laden  consumers  are 
thinking  twice  before  saying:  "Charge  it."  In  December, 
installment  credit  fell  by  $1.4  billion,  the  first  decline  in 
almost  two  years  (chart).  For  all  of  1990,  consumer  credit 
grew  by  3%,  a  sharp  drop  from  the  7.8'/  gain  in  1989. 

A  slowdown  in  borrowing  is 
normal  in  a  recession,  but  this 
time  around,  households  are 
wrestling  with  exceptionally 
large  lOUs.  Total  installment 
credit  outstanding  equalled 
18.37f  of  aftertax  income  in  De- 
cember. That  ratio  is  down  from 
the  19%  peak  recorded  in  early 
1987,  but  it  is  far  higher  than 
the  14.3%  level  of  mid-1981, 
when  the  U.  S.  entered  the  last 


A  FALL  IN 
INSTALLMENT  DEBT 


MONTHLY  CHANGE  IN 
CONSUMER  CREDIT 
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downturn.  Moreover,  the  average  home  mortgage  soared 
in  the  1980s,  and  consumers  must  now  devote  a  bigger 
share  of  their  incomes  to  their  monthly  house  payments. 

These  existing  debts  are  one  reason  why  many  fam- 
ilies won't  be  borrowing  much  this  year.  And  as  more 
workers  are  laid  off  and  wage  gains  grow  smaller,  a 


larger  number  of  consumers  will  have  a  hard  time  pay- 
ing off  their  old  debts.  That  means  loan  delinquencies 
and  personal  bankruptcies  will  continue  to  rise. 

Meanwhile,  part  of  the  banks'  tighter  lending  stan- 
dards includes  more  vigorous  scrutiny  of  creditworthi- 
ness and  larger  down  payments  for  home  mortgages. 
These  stricter  policies  may  enhance  bank  balance  sheets, 
but  they  will  also  hold  down  the  amount  of  money  avail- 
able to  borrowers.  That  will  only  prolong  the  recession, 
because  without  credit,  consumers  won't  be  able  to  buy 
new  homes  or  durable  goods  anytime  soon. 

CONSUMERS  Auto  loans  were  one  of  the  first  debt 
CUT  THEIR  components  to  suffer,  as  car  sales  weak- 
USE  Of  ened.  In  December,  the  amount  of  car 

PLASTIC  loans  outstanding  was  1.9%'  below  a  year 
ago.  And  the  soft  demand  for  items  besides  cars  sug- 
gests that  use  of  other  credit  is  also  on  the  wane. 

Revolving  debt,  including  credit  cards,  fell  $1.2  billion 
in  December,  but  consumers  have  a  long  way  to  go 
before  they  pay  off  their  credit-card  balances.  Revolving 
credit  climbed  by  10.9%  in  1990,  to  $218.5  billion,  account- 
ing for  all  of  last  year's  growth  in  consumer  debt. 

Some  of  the  rise  probably  reflected  the  high  interest 
charges  accrued  on  most  credit-card  debt  each  month. 
That's  why  households  have  a  big  incentive  to  cut  their 
use  of  plastic.  While  most  interest  rates  have  fallen,  the 
rates  on  credit  cards  and  personal  bank  loans  have 
edged  up  a  bit  over  the  past  year.  In  fact,  the  average 
rate  on  a  bank-issued  credit  card  rose  to  18  23%  in  the 
fourth  quarter,  the  highest  rate  in  4 ¥2  years. 

So  while  the  stock  market  is  overjoyed  by  the  Fed's 
efforts  to  cut  interest  rates  and  get  the  economy  back  on 
track,  consumers  and  businesses  hardly  seem  impressed, 
particularly  those  who  want  credit  and  are  finding  it 
tougher  to  get.  Until  their  enthusiasm  picks  up,  the 
other  key  indicators  of  the  economy's  future  are  likely  to 
remain  in  the  doldrums. 


CONSUMER  PRICE  INDEX 

components,  rose  about  0.2"'!  in  January, 
after  a  0.4%  gain  in  December.  Nonfood, 
nonfuel  inflation  increased  a  rapid  5.2'/! 
last  year. 

HOUSING  STARTS 

FEDERAL  BUDGET 

Wednesday,  Feb.  20,  8:30  a.m. 
Consumer  prices  were  probably  un- 
changed in  January,  according  to  econo- 
mists surveyed  by  M.MS  International,  a 
division  of  McGraw-Hill  Inc.  If  correct, 
the  expected  price  performance  in  Janu- 
ary would  be  the  smallest  change  in  the 
CPI  since  August,  1989,  and  would  indi- 
cate that  the  recession  is  finally  reining 
in   price   hikes.   Consumer  prices  ad- 
vanced 0.3%  in  December  and  increased 
6.1%  for  all  of  1990.  Fuel  costs  likely  fell 
last  month,  while  the  loss  of  crops  in 
California  during  the  December  freeze 
will  boost  the  prices  of  many  foods. 
Economists  also  expect  that  the  CPI,  ex- 
cluding the  volatile  food  and  energy 

Friday,  Feb.  22,  2  p.m. 
The  U.  S.  government  will  likely  post  a 
small  deficit  of  $2.1  billion  in  January, 
according  to  the  MMS  economists.  In  Jan- 
uary, 1990,  the  budget  had  an  $8.2  billion 
surplus.  But  the  Persian  Gulf  war  and 
the  recession  are  making  added  demands 
on  Washington.  In  the  first  quarter  of 
fiscal  1991,  which  began  on  Oct.  1,  out- 
lays increased  13.97  from  a  year  earlier, 
while  government  receipts  rose  10.7%. 
As  the  recession  and  war  continue,  the 
gap  between  spending  and  taxes  will 
widen  further.  The  Bush  Administration 
has  already  projected  a  record  $318.1  bil- 
lion deficit  for  this  year  and  a  $280.9 
billion  gap  for  1992. 

Wednesday,  Feb.  20,  8:30  a.m. 
The  M.MS  consensus   is   that  housing 
starts  fell  once  again  in  January,  to  an 
annual  rate  of  just  970,000.  In  Decem- 
ber, starts  dropped  127^  to  a  pace  of 
987,000.  That  was  the  10th  decline  in  11 
months.  New  homebuilding  is  being  deci- 
mated by  increasing  credit  restrictions,  a 
glut  of  new  and  existing  homes  already 
on  the  market,  and  the  softness  in  home 
prices  in  certain  regions,  which  is  pre- 
venting some  homeowners  from  moving 
up  to  more  expensive  housing. 
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There's  never  been 
a  better  time 
to  buy  a  Canon 
plain  paper  FAX. 


The  Laser  Class™  FAX-L770  prints  on  plain 
paper  with  laser  technology  for  extremely 
high  quality  output.  It  gives  you  faxes  that 
not  only  look  great,  but  are  easy  to  handle 
and  file,  and  won't  curl  or  fade  over  time.  No 
wonder  more  people  choose  a  Canon  plain 
paper  FAX  than  any  other. 

The  FAX-L770  also  offers  UHQ'"  (Ultra 
High  Quality)  for  utmost  clarity  on  the  faxes 
you  send,  and  Hyper-Smoothing  which  helps 
clear  up  the  ''fuzzy"  lines  and  edges  of  faxes 
you  receive — both.  Canon  exclusives. 

Not  only  that,  its  replaceable  cartridge 
contains  everything  that  can  run  out  or  wear 
out  in  the  printing  process,  and  can  be 
replaced  in  one  easy  step. 

Now,  in  addition  to  obtaining  this  Laser 
Class  technology,  you  can  take  advantage  of 
the  following  special  offers*  if  you  purchase  a 
FAX-L770  between  February  1st  and  April 
30th,  199L 


Free  1MB  memory  upgrade. 

This  means  you  can  rely  on  your  Laser  Class 
FAX-L770,  even  when  you  ve  run  out  of  paper.  The 
additional  memory  allows  you  to  store  up  to  40 
pages  of  information,  which  can  be  printed  when 
the  paper  supply  is  replaced. 

Free  supplies. 

You'll  receive  two  replacement  cartridges  and 
an  8,000-sheet  supply  of  8'/2"  x  11"  paper  with  your 
purchase.  So  you  won  t  have  to  worry  about  fax 
supplies  for  up  to  one  yean  based  on  the  average  usage. 

No  finance  charges  for  up  to  one  year.+ 

Purchase  your  FAX-L770  with  a  Canon 
Credit  Card  and  you'll  incur  no  finance  charges  until 
February  22nd,  I992.+ 

Two  years  of  maintenance  for  the  price  of  one. 

With  the  purchase  of  a  one-year  maintenance 
agreement,  your  Canon  FAX  dealer  will  provide 
another  year — free.  This  is  more  than  just  protec- 
tion, it  insures  top  performance  of  your  Canon  FAX. 

To  find  out  more  on  how  to  take  advantage 
of  these  offers  on  a  Canon  Laser  Class  FAX-L770, 
visit  your  nearest  authorized  Canon  FAX  Dealer 
or  call  1-800-OK  CANON. 


Canon 

LASER  CLASS 

F  A  X  -  L  7  7  0 


Enjoy  easy  extended  paymenis  with  the  Canon  Credit  Card 
Ask  tor  details  at  participating  Canon  dealers 
Available  only  in  U  S 


*OI(ers  available  at  parlicipaling  di,i''Cir,::i_-i_j  (_  ..mon  FA/  Deaie's 

tSubiect  to  credit  approval,  beginning  February  23fd,  1992,  lor  all  qualifying  purchases  made  on  your  Canon 
Credit  Card,  Finance  Charges  will  accrue  at  an  Annual  Percentage  Raleot  up  to  17  88%  with  a  minimum  Finance 
Charge  ot  50i  loi  any  month  in  which  a  Finance  Charge  is  due 
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WIMPING  OUT 
ON  ENERGY? 

BUSH'S  CAUTIOUS  PLAN  MAY  HIKE  OIL  OUTPUT— BUT  IT  SHUNS  CONSERVATION 


It  would  seem  to  be 
the  perfect  time  for 
a  full-fledged  de- 
bate on  a  national 
energy  policy.  Some 
r,()0,00()  U.  S".  troops 
are  figliting  a  war 
that  is  largely 
about  oil.  The  public  is  as  concerned  as  it 
has  ever  been  about  long-term  environ- 
mental issues — from  global  warming  to 
massive  oil  spills.  Meanwhile,  volatile  en- 
ergy prices  have  taken  motorists  on  a 
roller-coaster  ride  and  helped  send  some 
U.  S.  airlines  into  bankruptcy. 

Yet  President  Bush  is  about  to  pro- 
pose a  long-awaited  National  Energy 
Strategy  built  mainly  around  the  status 
quo.  He  will  toss  in  a  few  proposals  to 
increase  domestic  oil  production,  such  as 
opening  Alaska's  Arctic  National  Wild- 
life Refuge  (ANWR)  and  expanding  explo- 
ration in  the  Outer  Continental  Shelf 
(OCS).  He  will  offer  some  encouragement 


for  nuclear  plants,  hydropower,  and  nat- 
ural gas.  And  he  will  shun  conservation 
measures,  such  as  fuel  taxes,  that  could 
inflict  the  slightest  pain  on  the  public. 
'BIRTHRIGHT.'  For  the  most  part,  former 
Texas  oilman  Bush  simply  wants  mar- 
kets to  control  energy  price  and  supply. 
And  as  long  as  prices  are  relatively 
low  and  supplies  plentiful,  that  seems 
to  suit  voters.  A  recent  Union  of 
Concerned  Scien- 
tists/Alliance to 
Save  Energy  poll 
shows  that  607'  of 
Americans  oppose  a 
phased-in,  50(t-a-gal- 
lon  gasoline  tax  ear- 
marked for  an  en- 
vironmental trust 
fund.  "Americans  re- 
gard cheap  gasoline 
as  a  birthright," 
observes  Robert 
Ebel,  vice-president 
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at  Dallas  energy  company  Enserch  Corp. 

The  Administration's  10-watt  proposal 
is  based  on  a  year  of  hearings  by  Ener- 
gy Dept.  officials,  who  traveled  to  48 
states,  called  448  witnesses,  and  pored 
over  more  than  200,000  pages  of  docu- 
ments. But  the  U.  S.  is  already  home  to 
two-thirds  of  the  world's  approximately 
900,000  producing  wells.  And  the  coun- 
try is  so  jMcked  over  that  a  production- 


■  Despite  the 
war  raging  in  the 
Mideast,  Bush's 
energy  program 
does  little  to 
lessen  U.S. 
dependence  on 
foreign  oil 


oriented  policy  will  do  pre- 
cious little  to  reduce 
dependence  on  imported  oil — 
which  averaged  507^  of  U.  S. 
consumption  before  Iraq's 
Aug.  2  invasion  of  Kuwait. 
"It  just  doesn't  look  like 
there's  that  much  oil  to  be 
found  in  the  U.  S,"  says  Mar- 
ion B.  Stewart,  an  energy 
economist  at  National  Eco- 
nomic Research  Associates 
Inc.  in  White  Plains,  N.  Y. 

When  the  strategy  is  sent 
to  Congress  in  late  February, 
it  will  join  a  raft  of  rival  pro- 
posals already  in  the  hopper — sparking  a 
bruising  lobbying  battle  that  will  pit  oil 
producers  and  nuclear  power  advocates 
against  environmentalists,  who  seek  a 
far  greater  emphasis  on  conservation. 

A  divided  Congress,  like  the  fractious 
Administration,  may  end  up  doing  little. 
Energy  Secretary  James  D.  Watkins 
pushed  hard  for  a  sweeping  national  pol- 
icy that  would  have  combined  production 


■  Establishing  an  energy  con- 
servation standard  for  electric 
lights 


ESTIMATED  SAVINGS: 
Approximately  $800  million 
per  year 


■  Exempting  energy  efficiency 
rebates  given  by  public  utilities 
from  taxation 


ESTIMATED  SAVINGS: 
7  billion  to  10  billion  kilowatt 
hours  per  year 


■  Granting  tax  credits  for  elec- 
tricity produced  by  such  renew- 
able sources  as  solar  thermal, 
geothermal,  wind,  photovoltaic, 
or  biomass  methods 


ESTIMATED  SAVINGS: 
630,000  barrels  of  oil  per 
day  by  2000 


B  Creating  a  fund  to  finance 
energy  efficiency  programs  for 
federal  facilities 


ESTIMATED  SAVINGS: 
$1.5  billion  over  10  years 


DATA;  ENERGY  DEPT.,  ALLIANCE  TO  SAVE  ENERGY,  BW 


measures  with  proposals  to  curb  con- 
sumption— such  as  efficiency  standards 
for  electric  lights.  But  Watkins  was 
overruled  by  key  White  House  officials. 
Chief  of  Staff  John  H.  Sununu,  Budget 
Director  Richard  G.  Darman,  and  Coun- 
cil of  Economic  Advisers  Chairman  Mi- 
chael J.  Boskin  believe  that  programs 
that  raise  costs  to  consumers  will  slow 
an  economy  already  mired  in  recession. 

Yet  people  will 
stop  guzzling  oil 
only  if  their  pocket- 
books  are  squeezed. 
Congressional  tax 
experts  reckon  it 
would  take  a  politi- 
cally lethal  gas-tax 
hike  of  at  least  50$  a 
gallon  to  slash  de- 
mand and  push  driv- 
ers to  more  energy- 
efficient  cars. 

It's  a  similar  story 


■  Even  opening 
Alaska's  Arctic 
National  Wildlife 
Refuge — a  move 
conservationists 
abhor — would 
barely  affect  U.S. 
oil  imports 


with  production.  Even  if  the 
import  oil  could  be  reduced 
for  a  while,  "higher  and  more 
stable  prices  are  required  to 
make  an  old  province  like  the 
U.  S.  attractive,"  notes  Bob 
Benner,  manager  of  business 
analysis  for  independent  pro- 
ducer Oryx  Energy  Co.  Many 
independents,  who  can't  af- 
ford a  piece  of  the  ANWR  ac- 
tion, want  the  feds  to  ensure 
stability  by  setting  a  floor  on 
domestic  prices — at,  say,  $25 
a  barrel.  But  a  subsidy,  or  a 
tax  on  imported  crude  that 
keeps  U.  S.  oil  competitive,  isn't  palat- 
able to  Bush.  "It  makes  no  sense  to 
spend  large  sums  to  displace  imported 
energy,"  says  the  Economic  Report  of 
the  President  released  on  Feb.  12. 
CRUDE  FOCUS.  The  Administration's  en- 
ergy strategy  isn't  hinged  solely  on  oil. 
It  would  ease  licensing  procedures  for 
nuclear  plants  and  cut  red  tape  for  hy- 
droelectric facilities.  It  would  also  re- 
duce restrictions  on  building  natural-gas 
pipelines.  But  the  strategy's  focus  is 
clearly  on  crude.  The  most  important 
provisions,  opening  .\NWR  to  exploration 
and  expanding  access  to  the  OCS,  infuri- 
ate environmentalists.  Yet  even  these 
proposals  show  the  strategy's  limits. 
The  Interior  Dept.  figures  .^NWR  may 
hold  3.6  billion  barrels  of  oil  recoverable 
at  $28  a  barrel.  That's  about  a  third  the 
size  of  Alaska's  Prudhoe  Bay  field — 
which  is  dwindling  after  just  13  years  of 
production — and  won't  long  curb  the  im- 
port needs  of  a  nation  that  consumes  as 
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much  as  17.3  million  barrels  a  day. 

Conservationists  insist  the  best  way  to 
curb  imports  is  to  cut  demand.  But  a 
draft  of  the  Administration  strategy 
holds  few  options  on  this  front.  It  en- 
courages the  use  of  natural  gas  and  oth- 
er alternative  fuels  in  cars,  including 
corporate  fleets.  But  other  conservation 
measures  ran  afoul  of  the  Office  of 
Management  &  Budget.  Those  options, 
still  heatedly  debated  in  the  Administra- 
tion, would  grant  tax  credits  for  electric- 
ity generated  from  renewable  sources, 
exempt  energy-efficiency  rebates  from 
income  taxes,  and  set  up  a  fund  to  curb 
energy  use  in  federal  buildings  (table). 
Some  of  these  options  may  yet  emerge 
when  the  legislation  is  sent  to  Congress. 

Perhaps  the  most  popular  conserva- 
tion plan  is  one  the  White  House  isn't 
going  to  propose — setting  higher  Corpo- 
rate Average  Fuel  Economy  (CAFE)  stan- 
dards for  autos.  Toughening  these  stan- 
dards has  broad  Democratic  support  on 
Capitol  Hill  and  will  likely  be  part  of  any 
energy  bill  adopted  by  Congress,  say 
House  aides.  In  fact,  last  year,  a  Senate 
majority  supported  a  bill  pushed  by  Sen- 
ator Richard  Bryan  (D-Nev.)  to  raise  the 
current  27.5  mpg  standard  407^  by  2001, 
but  a  Republican  filibuster  killed  the 
measure.  Bryan's  bill  would  have  saved 
some  2.5  million  barrels  of  oil  a  day  by 
2005.  But  auto  makers  say  meeting  such 
standards  could  lead  to  lighter  cars  and 
more  highway  fatalities. 
'CARTE  BLANCHE.'  The  two  Senior  mem- 
bers of  the  Senate  Energy  &  Natural 
Resources  Committee  are  seeking  a  com- 
promise that  would  appeal  to  each  of  the 
warring  factions.  Senators  J.  Bennett 
John.ston  (D-La.)  and  Malcolm  Wallop  (R- 
Wyo.)  have  introduced  a  bill  that  would 
help  producers  by  opening  up  the  AN'WR 
and  permitting  new  offshore  drilling. 
But  the  lawmakers  are  trying  to  ap- 
pease conservationists  by  calling  on  the 
Transportation  Secretary  to  set  tougher 
CAFE  standards — without  setting  specific 
targets.  Still,  environmentalists  aren't 
satisfied.  "It  gives  the  Transportation 
Dept.  carte  blanche  to  do  nothing,"  says 
Charles  Mendler,  an  analyst  for  the  lib- 
eral Energy  Conservation  Coalition. 

As  guns  blaze  in  the  Persian  Gulf,  the 
Johnston-Wallop  proposal  and  the  Presi- 
dent's competing  plan  will  trigger  a 
much-needed  debate  over  national  ener- 
gy strategy.  But  oil  still  is  flowing  free- 
ly around  $20  a  barrel,  even  in  the  midst 
of  the  "mother  of  all  battles."  .A.nd  with- 
out gasoline  lines  or  higher  fuel  prices, 
it  may  prove  impossible  for  politicians  to 
persuade  voters  that  the  country  needs  a 
serious  national  energy  strategy. 

By  Peter  Hong  and  Howard  (Jleckman, 
with  Tim  Smart,  in  Washi^tgton.  and  Rob- 
ert Buderi  in  New  York 


THE  GULF  WAR  I 


SUDDENLY,  THE  SOVIETS 
DEAL  A  WILD  CARD 


Will  their  overture  help  end  the  war — or  boost  Saddam's  prestige? 


Braving  the  Ameri- 
can bombardment, 
Soviet  envoy  Yev- 
geniy  M.  Primakov 
went  to  Baghdad  on 
Feb.  11  on  a  diplo- 
matic quest  to  end 
the  gulf  war.  While 
yielding  no  clear-cut  breakthroughs,  Pri- 
makov's mission  did  produce  some  tanta- 
lizing signs.  Saddam  Hussein,  a  valued 
client  of  the  Soviet  war  machine,  said  he 
was  willing  "to  extend  cooperation  to 
the  Soviet  Union"  to  find  a  way  to 
peace.  And  Saddam  agreed  to  dispatch 
his  Foreign  Minister,  Tariq  Aziz,  to  Mos- 
cow for  further  discussions  with  Soviet 
leader  Mikhail  Gorbachev. 

The  Soviet  gambit  puts  Washington 
and  its  anti-Saddam  al- 
lies on  edge.  While  the 
Soviets  are  unlikely  to 
undermine  Washing- 
ton's fragile  coalition, 
their  new  maneuverings 
are  the  latest  and  po- 
tentially most  explosive 
development  in  the 
month-old  gulf  war.  The 
Soviets'  independent 
overtures  to  Saddam 
promise  to  complicate 
Bush's  management 
greatly — just  as  he 
readies  allied  forces  for 
a  ground  war. 
MASS  APPEAL.  In  recent 
days,  Soviet  officials 
have  made  no  secret  of 
their  growing  displea- 
sure with  the  American 
conduct  of  the  war. 
They  have  criticized  the 
U.  S.  for  killing  thou- 
sands of  Iraqi  civilians 
and  have  accused 
Washington  of  a  not-so- 
secret  agenda  to  de- 
stroy Iraq  and  eliminate 
Saddam.  Moscow's  com- 
plaints surely  strength- 
en the  Iraqi  leader's 
hand,  as  Soviet  sympa- 
thy could  add  immea- 
surably to  the  potency 


of  his  appeals  to  the  Arab  masses.  While 
the  White  House  professes  to  be  uncon- 
cerned about  the  Primakov  mission, 
growing  Arab  unease  could  even  force 
Bush  to  advance  his  timetable  for  a 
ground  offensive. 

Some  Middle  East  experts  believe  t'nat 
Saddam's  strategy  is  to  prolong  the 
fighting  in  hopes  that  Iraqi  civilian 
deaths,  his  Scud  attacks  on  Israel,  and 
his  ability  to  stand  up  to  the  U.  S.  will 
eventually  inflame  public  opinion  in 
some  of  the  coalition's  Arab  partners, 
particularly  Egypt  and  Syria.  These 
poorer  countries  are  not  natural  part- 
ners of  the  Saudis  and  Kuwaitis,  and 
Syria  has  tended  to  oppose  the  West. 

So  far,  Arab  leaders  have  staked  too 
much  on  defeating  Saddam  for  them  to 
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back  away  easily.  But  more  news  such 
as  the  Iraqi  charge  that  an  allied  air 
strike  on  a  Baghdad  bomb  shelter  on 
Feb.  18  killed  500  civilians  could  eventu- 
ally shake  their  resolve.  Already,  Saudi 
Arabia  is  worried  that  it  is  only  a  matter 
of  time  before  Saddam's  psychological 
warfare  puts  Arab  coalition  members  on 
the  defensive,  according  to  Western  dip- 
lomats in  Riyadh.  The  Saudis  will  also  be 
rocked  if  the  fighting  is  still  raging 
when  1.5  million  Moslems  from  around 
the  world  arrive  for  the  Hajj — the  ainiu- 
al  pilgrimage  to  Mecca — in  June. 
NO  BACKSEAT.  There  is  an  outside 
chance  that  Soviet  efforts  could  per- 
suade Saddam  to  leave  Kuwait.  While 
such  a  diplomatic  coup  would  save  blood- 
shed, it  could  leave  Washington  flat- 
footed.  A  Soviet-brokered  solution  would 
boost  Moscow's  flagging  prestige  in  the 
region  overnight,  shattering  Washing- 
ton's dreams  of  a  postwar  Pax  Ameri- 
cana. It  would  also  prove  to  Gorbachev's 
critics  that  he  isn't  taking  a  backseat  to 
Washington  in  diplomacy.  Gorbachev  "is 
behaving  in  a  way  to  distinguish  the  So- 
viet Union  from  the  U.  S  for  the  postwar 
period  in  the  hope  of  buying  some  influ- 
ence," says  Michael  Mandelbaum.  direc- 
tor of  East-West  studies  at  the  Council 
on  Foreign  Relations  in  New  York. 

Yet  the  initiative  is  clearly  not  coming 
from  Gorbachev  alone.  The  new  Soviet 
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tack  in  the  Middle  East  is  another  sign 
of  political  turmoil  in  the  Kremlin,  as 
hardliners  reassert  themselves.  The  So- 
viet military  and  political  conservatives 
are  putting  extreme  pressure  on  Gorba- 
chev to  find  some  way  to  bail  out  Sad- 
dam, notes  Alexei  Arbatov,  head  of  the 
Arms  Control  &  Disarmament  Dept.  of 
Moscow's  Institute  of  the  World  Econo- 
my &  International  Relations.  One  rea- 
son: Saddam  has  been  the  Soviet's  best 
arms  customer.  From  1984  to  1988  alone, 
he  bought  $15.4  billion  worth  of  Soviet 
weapons,  including  late-model  T-72  tanks 


r 


■  Envoy  Primakov 
and  Saddam 
Hussein:  Soviet 
hardliners  are 
putting  extreme 
pressure  on 
Gorbachev  to 
find  some  way 
to  bail  out  Iraq 


and  advanced  MiG-29  jet  fighters  (table). 

What's  more,  because  of  the  war,  Iraq 
is  no  longer  paying  off  the  nearly  $10 
billion  it  owes  Moscow.  "The  Soviet 
Union  is  suffering  more  serious  econom- 
ic losses  than  any  other  developed  coun- 
try," argues  Vladimir  A.  Isayev,  director 
of  the  Arab  Economics  Dept.  at  Mos- 
cow's Institute  of  Oriental  Studies. 
COUNTERWEIGHT.  Hardliners  fear  that 
the  U.  S.  will  parlay  the  gulf  war  into  an 
unchallenged  political  and  commercial 
hegemony  lasting  for  years.  Some  Soviet 
press  reports  are  reverting  to  cold-war- 
style  charges  that  U.  S.  business  inter- 
ests are  masterminding  the  gulf  war 
while  the  Pentagon  has  imperialist  de- 
signs on  the  oil  fields.  During  a  recent 
conservative  rally  in  Leningrad,  protes- 
tors carried  portraits  of  Saddam. 

The  Soviet  hard-liners  want  Moscow 
to  return  to  its  activist  policies  in  the 
Middle  East,  where  Kremlin  backing  for 
such  Arab  clients  as  Iraq  and  Syria 
served  as  a  counterweight  to  U.  S.  sup- 
port for  Israel  and  Saudi  Arabia.  One 
way  to  do  that  would  be  to  distance 
themselves  from  the  battering  of  Iraq 
and  try  to  ensure  Saddam's  survival. 

But  most  observers  doubt  that  the  So- 
viets will  openly  side  with  Baghdad. 
Having  signed  on  to  the  U.  N.  resolu- 
tions that  paved  the  way  for  war,  they 
would  look  foolish  if  they  rejected  them 
now.  And  any  Soviet 
attempt  to  resupply 
Saddam  Hussein's  mili- 
tary machine  would 
jeopardize  improved  re- 
lations with  the  West 
as  well  as  billions  of 
dollars  in  aid  from 
Western  Europe,  Ku- 
wait, and  the  Saudis. 

For  Saddam,  howev- 
er, Primakov's  appear- 
ance in  Baghdad  is  a 
huge  boon.  The  visit 
makes  the  Iraqi  leader 
seem  less  isolated  and 
may  boost  the  morale 
of  his  troops  and  sup- 
porters. In  addition,  the 
Soviet  criticism  of  al- 
lied bombings  of  civil- 
ian areas  adds  credibil- 
ity to  his  efforts  to 
portray  the  war  as  a  vi- 
cious attack  on  Mos- 
lems by  Western  infi- 
dels. For  Bush,  a  quick 
end  to  the  war  has  sud- 
denly become  more  im- 
portant than  ever. 

By  Stanley  Reed  and 
Peter  Galuszka  in  New 
York,  with  Rose  Brady 
in  Moscow,  John  Rossant 
in  Riyadh,  and  Bill  Ja- 
vetski  in  Washington 


BUSINESS  WEEK/FEBRUARY  25,  1991  33 


THE  GULF  WAR  I 


COULD  THAT  BE  THE  SAUDIS 
SCRAPIHG  FOR  CASH? 


Drained  by  the  war  effort,  they  may  be  forced  to  borrow 


The  marble-clad  De- 
fense Ministry  on 
Airport  Road  in  Ri- 
yadh is  buzzing 
with  optimism  these 
days,  as  allied 
forces  pound  Iraq 
~  and  Kuwait.  But 
across  the  half-deserted  Saudi  capital, 
the  people  who  are  bankrolling  a  sizable 
chunk  of  Operation  Desert  Storm  are  in 
a  blue  funk.  With  the  Saudis  so  far 
pledging  $48  billion  toward  the  war 
against  Iraq,  "we've  got  to  come  up  with 
money,"  says  a  senior  Finance  Ministry 
official.  But,  he  adds,  "the  money  isn't 
there." 

Just  when  the  call 
is  the  most  urgent  in 
their  history,  the 
Saudis  are  finding 
themselves  critically 
low  on  cash  (chart). 
The  surge  in  oil 
prices  and  produc- 


on  their  resources 


SAUDI  ARABIA'S 
CASH  SQUEEZE 


tion  following  Iraq's  invasion  of  Kuwait 
yielded  the  Saudis  a  $17.5  billion  windfall 
last  year,  the  Congressional  Budget  Of- 
fice estimates. 

But  oil  prices  have  since  retreated. 
And  even  the  $40  billion  that  Saudi  Ara- 
bia's daily  oil  exports  of  6.5  million  bar- 
rels are  expected  to  bring  in  this  year 
may  not  be  enough  to  cover  Saudi  costs 
for  the  war.  Riyadh  is  spending  so  fast 
that  it's  planning  major  foreign  borrow- 
ing for  the  first  time  ever. 
'HIGHLY  EMBARRASSING.'  Rather  than 
run  down  its  depleted  cash  hoard  even 
further,  say  financial  officials  in  Riyadh, 
the  Saudi  Arabian  Monetary  Agency 
(SAMA)  is  negotiating  an  emergency  $8.65 
billion  loan  from  Morgan  Guaranty 
Trust  Co.  and  several  other  West- 
ern banks  to  cover  Saudi  commit- 
ments to  the  U.  S.  through  the 
first  quarter.  Morgan  refuses  to 
comment,  but  New  York  bankers 
believe  the  Saudis  already  may 
have  borrowed  as  much  as  $2.5 


billion  against  their  massive  holdings  of 
U.  S.  Treasury  securities. 

Saudi  officials  suggest  that  even  more 
borrowing  lies  ahead.  Riyadh  bankers, 
for  instance,  say  the  state  oil  company, 
Saudi  Aramco,  is  discussing  possible  fi- 
nancings with  local  commercial  banks. 
But  Saudi  Arabia's  powerful  fundamen- 
talist groups  regard  any  interest  pay- 
ments as  un-Islamic.  Thus,  large  foreign 
borrowing  is  "highly  embarrassing," 
says  a  Western  diplomat.  "But  they 
have  no  choice.  The  barrel  is  empty." 

The  implications  of  Riyadh's  cash 
squeeze  are  far-reaching.  Desert  Storm 
depends  on  the  Saudis  to  feed  and  fuel 
700,000  coalition  troops.  But  once  the 
war  is  over,  Saudi  Arabia  will  face  huge 
outlays  for  regional  reconstruction  and 
for  maintaining  a  greatly  expanded  mili- 
tary force,  as  well  as  calls  to  help  fi- 
nance an  emerging  pro- Western  alliance 
including  Egypt  and  Syria. 

The  Gulf  Cooperation  Council  (GCC)  is 
also  counting  on  Riyadh  to  be  the  big- 
gest contributor  to  a  planned  $15  bil- 
lion development  fund.  But  some  GCC 
sources  think  it  will  be  difficult  to 
launch  this  fund  as  long  as  the  Saudis' 
financial  problems  persist. 

The  problems  could  v/orsen  even  fur- 
ther if,  as  some  Saudis  fear,  world  oil 
prices  plunge  as  low  as  $10  a  barrel, 
from  around  $22  now,  once  the  war  ceas- 
es. Some  Western  analysts  think  that 
might  prompt  the  Saudis  to  cut  produc- 
tion by  as  much  as  30%.  But  Ali  Johany, 


■  SCUD  DAMAGE  IN  RIYADH: 


v>U7i.aYS  FOR  POSTWAR  GULF  RECONSTRUCTION  LOOM 
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a  senior  Saudi  t'licr^'y  economist,  thinks 
that  even  if  they  do,  prices  are  unlikely 
to  recover  to  more  than  $16. 

By  all  accounts,  Saudi  Arabia's  for- 
eifjn  holdings  are  rapidly  dwindling.  The 
nation  is  still  estimated  to  have  total 
overseas  assets  of  some  $70  billion.  But 
much  of  that  is  held  by  Saudi  commer- 
cial banks  and  can't  be  ta[)ped.  And  up 
to  a  quarter  of  the  total  is  composed  of 
unrecoverable  loans  to  Ira(]  dating  back 
to  its  war  with  Iran. 

In  addition,  the  Saudi  monarchy  in- 
sists on  maintaining  a  lavish  welfare 
state.  There  is  no  personal  or  corporate 
taxation,  and  Saudis  receive  free  educa- 
tion, medical  care,  and  construction 
loans.  Such  policies  have  caused  consis- 
tent yearly  budget  deficits  since  1983, 
and  a  rundown  in  ready  cash  from  $90 
billion  eight  years  ago  to  less  than  $8 
billion  today,  according  to  S.4M.\.  In  fact, 
despite  surging  oil  production  and  prices 
in  1990,  Riyadh  ran  up  a  record  budget 
deficit  of  $15.3  billion,  according  to  Fi- 
nance Ministry  officials.  This  year,  the 
deficit  could  be  worse. 

Although  the  official  Saudi  share  of 
the  prewar  buildup  alone  was  $19  billion, 
Riyadh  analysts  say  that  the  real  figure 
was  at  least  50'/  higher.  Unrecorded  in 
the  government  budget  were  $1.5  billion 
in  low-interest  loans  to  the  Soviet  Union 
to  win  support  for  the  anti-Iraq  alliance, 
$560  million  to  house  Kuwaiti  refugees, 
and  billions  for  free  oil  for  Turkey  and 
Morocco.  With  the  war  raging,  new  bills 
are  piling  up.  British  Foreign  Minister 
Douglas  Hurd,  for  instance,  received  a 
promise  of  $1.3  billion  from  King  Fahd 
during  a  visit  to  Riyadh  on  Feb.  9. 
'OUT  OF  CONTROL.'  While  no  one  be- 
grudges the  e.xpense  of  the  military  ef- 
fort, such  free  spending  is  nonetheless 
spurring  charges  of  massive  waste  and 
price-gouging  on  military  contracts. 
"The  Defense  Ministry  and  Interior  Min- 
istry are  out  of  control,"  says  one  West- 
ern analyst  with  connections  to  the  Sau- 
di government.  Industry  sources  say 
Astra  Co.,  a  Riyadh-based  company  with 
close  ties  to  senior  Saudi  princes,  is  en- 
joying profit  margins  of  more  than  I007o 
on  a  multimillion-dollar  Defense  Ministry 
contract  to  feed  troops.  Astra  President 
Sabih  al-Masri  denies  the  reports. 

As  war-related  spending  soars,  out- 
lays for  roads,  hospitals,  and  other  ser- 
vices have  all  but  stopped.  At  Jubail  and 
Yanbu,  the  two  vast  Saudi  industrial 
complexes  built  in  the  late  197Gs  at  a 
total  cost  of  $26  billion,  U.  S.-Saudi  joint- 
venture  maintenance  contractors  run- 
ning power  plants  and  desalination  facili- 
ties are  waiting  for  a  $150  million 
Finance  Ministry  allocation  so  their  over- 
due bills  can  be  paid.  Even  Saudi  efforts 
to  contain  the  oil  spill  threatening  its 
Persian  Gulf  coast  are  being  hampered 
by  a  lack  of  ready  cash. 


liiyatlh's  new  financial  reality  is  sure 
to  diminish  Saudi  Arabian  prestige  in  the 
Middle  East.  For  years,  the  Saudis  main- 
tained their  clout  by  carefully  spreading 
their  wealth  in  what  Middle  Eastern  dip- 
lomats call  "riyal-politik."  Beneficiaries 
ranging  from  Saddam  Hussein's  Iraq  to 
Jordan,  Egypt,  and  the  Palestine  Libera- 
tion Organization  have  enjoyed  a  Saudi 
gravy  train  of  around  $90  billion  in  aid 
over  the  past  15  years.  But  that  open- 
checkbook  policy  looks  like  a  thing  of 
the  past. 


With  the  costs  of  Operation  Desert 
Storm  and  the  inevitable  reconstruction 
growing  larger  with  each  fighter-bomb- 
er sortie,  much  of  the  Saudis'  spare  cash 
appears  spoken  for  well  into  the  next 
decade.  The  bold  dream  of  a  new  post- 
war order  in  the  Middle  East,  in  which 
the  Saudis  and  other  gulf  states  finance 
the  region's  faltering  nonoil  economies, 
figures  to  be  much  tougher  to  realize. 

By  John  Rofisant  in  Riyadh,  with 
Mike  McNamee  in  Washington  and  bureau 
repori,s 


THE  GULF  WAR  I 


WHO  IS  REALLY  DOING 
AMERICA'S  FIGHTING 


G.I.  Joe  and  Jane:  Older,  better  educated,  more  likely  to  reenlist 


President  Bush 
passes  up  few  op- 
portunities to  as- 
sure Americans 
that  the  Persian 
Gulf  war  "will  not 
be  another  Viet- 
nam." Only  history 
will  judge  whether  or  not  he's  right. 
But  when  it  comes  to  the  men  and  wom- 
en serving  in  Operation  Desert  Storm, 
the  contrast  with  the  Vietnam-era  mi- 
litary could  not  be  more  stark. 

The  U.  S.  troops 
who  waded  through 
Vietnam's  jungles  and 
rice  paddies  were  in 
large  part  alienated 
conscripts  with  notori- 
ously poor  morale.  To- 
day's volunteers  are 
older  and  far  better 
educated  than  their 
Vietnam  counterparts. 
The  troops  of  Desert 
Storm  are  more  likely 
to  be  married  and  to 
have  children — and  a 
large  number  of  them 
consider  the  armed 
forces  their  career. 
Many  more  of  Ameri- 
ca's warriors — offi- 
cers and  enlisted  per- 
sonnel— are  women  or 
black.  And  whenever 
the  war  ends,  today's 
soldiers  are  unlikely  to 
suffer  the  social  and 
economic  reentry  trau- 
ma experienced  by 
Vietnam  veterans. 

For  many  in  today's 
military,  that  reentry 
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may  come  sooner  than  planned.  The  Pen- 
tagon still  intends  to  follow  congressio- 
nal orders  to  reduce  the  number  in  uni- 
form by  207' — from  2.04  million  to  1.67 
million  by  fiscal  1995.  "Desert  Storm  is  a 
delay  in  what  is  still  expected  to  hap- 
pen," says  Deputy  Defense  Secretary 
Donald  J.  Atwood. 

'A  RIPPLE.'  Unlike  Vietnam's  "dog  sol- 
diers," who  suffered  from  low  pay,  poor 
leadership,  drug  abuse,  and  racial  strife, 
today's  troops  will  be  far  more  capable 
of  joining  the  civilian  work  force.  "This 
is  going  to  be  a  ripple 
compared  to  Vietnam, 
Korea,  and  World 
War  II,"  says  David 
Grissmer,  a  military 
manpower  expert  at 
RAND  Corp.  A  major 
reason:  Earlier  wars 
dumped  a  lot  more 
vets  into  a  much 
smaller  labor  force.  In 
1968,  the  U.S.  forces 
of  3.5  million  consti- 
tuted 4.37'  of  the  labor 
force.  Today's  troops 
make  up  just  1.17  of 
the  work  force. 

Those  who  will  be 
leaving  the  service  in 
the  next  year  or  so,  of 
course,  could  have 
trouble  finding  good 
civilian  jobs.  The  mi- 
litary's record  as  a 
vocational  training 
school  is  mixed.  Sol- 
diers who  have  be- 
come electronics  tech- 
nicians will  be  in 
heavy  demand;  those 
trained  as  riflemen 
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will  have  a  harder  time.  Manufacturing 
industries,  which  still  offer  many  of  the 
best-paying  positions  for  those  who 
aren't  college  graduates,  have  lost  near- 
ly a  million  jobs  in  the  last  few  years. 
"They'll  be  coming  back  into  an  extraor- 
dinarily weak  labor  market,"  says  Edwin 
Dorn  of  the  Brookings  Institution.  "But 
they  should  be  desirable  employees — dis- 
ciplined, reliable,  and  drug-free." 

Education  gives  vets-to-be  a  big  leg  up 
in  the  job  market.  Beginning  after  the 
draft  ended  in  1973,  and  especially  dur- 
ing the  Reagan  defense  buildup  of  the 


forces.  By  contrast,  blacks  compose  just 
lA7c  of  the  population  aged  18  to  24,  the 
prime  enlistment  years.  Blacks  account 
for  257'  of  all  soldiers  in  the  Persian 
Gulf  and  30'/;  of  the  Army.  When  the 
military  was  planning  force  cuts  before 
Iraq's  invasion  of  Kuwait,  populist  cru- 
sader Jesse  Jackson  warned  the  Penta- 
gon against  allowing  the  reductions  to 
fall  too  heavily  on  blacks.  Of  late,  Jack- 
son and  other  black  leaders  have  been 
complaining  that  the  large  number  of 
blacks  in  uniform  amounts  to  the  ruling 
class  turning  poor  blacks  into  cannon 


SUBMARINE  SCHOOL:  BETTER  MORALE  MAKES  TODAY'S  TROOPS  EASIER  TO  TRAIN 


1980s,  Congress  sweetened  military  pay 
and  benefits,  attracting  better-qualified 
personnel.  During  the  draft  era,  nearly 
half  of  incoming  soldiers  were  high 
school  dropouts.  As  late  as  1980,  just 
687  of  enlisted  personnel  were  high 
school  graduates.  But  today,  957o  of  en- 
listees have  diplomas,  the  highest  rate 
ever  (chart,  page  35).  The  results  show 
up  on  the  aptitude  tests  given  to  re- 
cruits: From  1980  to  1987,  those  scoring 
in  the  two  highest  categories  doubled. 

While  the  military  is  luring  more  high 
school  grads,  there  are  far  fewer  college 
graduates.  Without  a  draft,  those  with 
degrees  choose  to  enter  as  officers  or 
not  at  all.  The  result  is  a  more  homoge- 
neous group  that's  easier  to  train.  "You 
don't  have  the  Harvard  graduates,  but 
you  don't  have  the  p<H)ple  that  you 
scrape  off  the  streets,  cithe.-,"  says  Rob- 
ert L.  Goldich,  a  defense  specialist  at  the 
Congressional  Research  S  'l-vice. 

Blacks  are  disproportior.utely  repre- 
sented in  the  armed  forces  .i  fact  that 
has  been  the  source  of  miK  ;  controver- 
sy. They  now  make  up  2V    >r  die  armed 


fodder  through  an  "economic  draft." 
Says  Martin  Binkin,  a  military  manpow- 
er specialist  at  Brookings:  "In  peace- 
time, military  service  is  viewed  as  a  ben- 
efit and  in  wartime  as  a  burden." 

In  fact,  a  major  manpower  trend  of 
the  past  decade  has  been  a  rise  in  the 
proportion  of  white  volunteers.  Better 
incentives  and  higher  educational  stan- 
dards have  attracted  more  white  high 
school  grads.  Today,  357  of  qualified 
black  men  have  served  in  the  military, 
vs.  167  for  qualified  white  men,  accord- 
ing to  a  study  by  Binkin.  During  the 
1970s,  as  many  as  427  of  qualified  black 
men  served  in  the  military. 

But  these  days  blacks  who  serve  have 


Gulf  war  vets  will  probably 
not  endure  the  reentry 
trauma  suffered  by  those  who 
returned  from  Vietnam 


been  rising  in  the  ranks,  increasing  their 
numbers  among  officers  and  noncom- 
missioned officers.  Roughly  a  third  of 
Army  noncommissioned  officers  are 
black — a  result  of  several  factors, 
among  them  a  black  reenlistment  rate 
twice  as  high  as  that  for  whites.  Blacks 
have  doubled  their  representation  in  the 
officer  corps  from  37  during  the  1960s 
to  67  today. 

Even  more  dramatic  are  the  statistics 
for  minority  women  in  the  services. 
Whites  are  in  the  minority  among  Army 
women — 447  are  black,  and  other  minor- 
ities account  for  87.  Although  women 
remain  barred  by  law  from  combat, 
they're  doing  everything  else,  serving  on 
ammunition  ships  and  driving  supply 
trucks  to  the  front  lines.  During  the 
1960s,  women  accounted  for  just  27  of 
military  personnel;  today's  figure  ex- 
ceeds 10'  '■ . 

MILITARY  MOMS.  The  presence  of  so 
many  women  is  forcing  the  military  and 
Congress  to  reexamine  the  roles  of  fe- 
males and  military  couples.  The  propor- 
tion of  married  troops  of  both  sexes 
among  the  lower  enlisted  grades  has 
doubled  since  the  draft  ended.  A  third  of 
the  enlisted  ranks  are  now  married.  And 
since  two-thirds  of  women  who  marry 
v'.hile  in  uniform  pick  a  spouse  who  is 
also  in  the  military,  there  are  many 
more  all-service  families. 

What's  more,  an  additional  147  of  fe- 
males in  the  service  are  single  parents, 
while  the  figure  for  males  is  47-.  This 
phenomenon  has  prompted  a  lot  of  tele- 
vision news  coverage  of  tearful  children 
calling  for  Mommy.  Already,  bills  are 
piling  up  in  Congress  that  would  exempt 
single  parents  from  service  and  would 
keep  both  parents  from  being  sent  into  a 
war  zone. 

The  irony  is,  women  have  become  so 
entrenched  in  the  military,  in  so  many 
important  roles,  that  it  will  be  hard  for 
the  Pentagon  to  hand  out  many  exemj)- 
tions  for  mothering  while  maintaining  an 
effective  military.  "It's  more  likely  the 
Pentagon  will  start  trying  to  screen  out 
mothers,"  predicts  Charles  C.  Moskos,  a 
military  sociologist  at  Northwestern 
University. 

Eventually,  the  greatest  effect  of  the 
war's  end  and  the  subsequent  drawdown 
of  forces  may  be  felt  not  by  those  leav- 
ing but  by  those  youths  who  won't  be 
able  to  enlist.  Moskos  estimates  that  by 
1995,  the  Pentagon  will  be  seeking 
150,000  fewer  volunteers  out  of  the  3 
million  Americans  who  turn  18  each 
year.  That  translates  into  an  additional 
57  of  America's  job-hungry  youth  who 
will  have  to  find  a  job  elsewhere  because 
Uncle  Sam  won't  want  them. 

By  Paul  Magnusson  and  Seth  Payne  in 
Washington 
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STRATEGIES  I 


LOCKHEED:  OH,  WHAT 

A  DIFFERENCE  A  YEAR  IWAKES 


Harold  Simmons  may  be  eating  crow,  compliments  of  CEO  Dan  Tellep 


Twelve  months  ago,  Harold  Sim- 
mons had  Lockheed  Chairman  and 
Chief  Executive  Daniel  Tellep  on 
the  ropes.  The  unpredictable  Dallas 
investor  rallied  disgruntled  investors, 
filed  a  nettlesome  lawsuit,  and  waged 
a  nasty  proxy  fight.  A  week  before 
Lockheed's  annual  meeting,  he  was  de- 
claring victory.  Tellep  ultimately  pre- 
vailed, but  only  after  he  acceded  to 
demands  that  he  give  institutional 
shareholders  more  say  in  picking  board 
members. 

The  tables  have  turned.  Simmons  is 
again  threatening  a  proxy  fight,  and  on 
Feb.  12  he  said  he'd  back  down  only  if 
Tellep  agreed  to  let  shareholders  vote 
on  whether  Simmons'  group  could  have 
three  seats  on  the  Lockheed  board.  This 


Price  hinted  that  he  might  side  with 
Simmons. 

Tellep  has  managed  to  turn  around 
lots  of  doubters.  After  last  year's  fight 
with  Simmons,  the  59-year-old  former 
missile  engineer  crisscrossed  the  coun- 
try to  soothe  big  investors.  At  each 
stop,  he  vowed  to  slash  Lockheed's 
swollen  payroll  and  operating  costs. 
True  to  his  word,  Tellep  cut  9,500  of 
Lockheed's  83,000  jobs  and  transferred 
hundreds  more  to  Georgia  from  high- 
priced  California.  He  is  also  moving 
Lockheed's  "Skunk  Works"  plant,  fam- 
ous for  such  top-secret  jobs  as  the  U-2 
and  SR-71  spy  planes,  from  Burbank  to 
cheaper  digs  in  the  California  desert. 

As  operating  margins  widened  to 
5.6'X  in  1990,  from  0.57^  the  year  before, 


$750  million  worth  of  C-130  transports. 
Impressed  with  the  Stealth  fighter's 
prowess,  the  U.  S.  Air  Force  is  said  to 
be  mulling  an  $850  million  order  for  20 
more.  And  on  Jan.  28,  the  Army  report- 
ed a  successful  test  launch  of  the  I^ock- 
heed-made  Eris  antiballistic  missile 
defense  system,  a  key  piece  of  the  pro- 
posed Strategic  Defense  Initiative. 
GOOD  REVIEWS.  Firing  a  missile  is  one 
thing;  cashing  in  will  be  something  else. 
Defense  spending  is  likely  to  stay  on 
the  downward  slope  it  has  traveled 
since  1985.  And  Tellep  must  restore 
Lockheed's  image  as  reliable  and  cost- 
conscious.  In  his  first  year  at  the  helm, 
the  company  took  a  $300  million  write- 
down for  the  P-7A  antisubmarine  plane, 
a  potential  $5  billion  program  the  Navy 
canceled.  Lockheed  has  challenged  the 
move  and  is  appealing  for  a  reimburse- 
ment of  the  write-off.  But  if  it  loses,  it 
faces  another  $40  million  charge. 

Investors  concede  some  of  Tellep's 
popularity  is  the  result  of  changes  Sim- 
mons demanded  last  year.  Simmons, 
who  holds  a  19.87f  stake,  argued  for 
selling  tangential  operations  and  cutting 
costs.  "There's  no  doubt  that  Simmons 


time,  however,  Dan  Tellep  has  come  to 
the  shootout  with  his  own  ammo.  A 
year  of  savage  cost-cutting  and  a  better 
outlook  for  its  products  have  put  Lock- 
heed in  its  best  shape  in  years.  Add 
Wall  Street's  new  fancy  for  defense 
stocks,  and  the  Texas  interloper  is  find- 
ing it  hard  to  get  partners  to  help  oust 
Tellep.  Says  Tellep:  "My  mood  is  a  lot 
better  this  year." 

TURNAROUND.  The  showdown  could  come 
at  Lockheed's  annual  meeting,  set  for 
April  2.  With  Lockheed  stock  trading 
around  41 — a  solid  9  points  above  where 
it  was  a  month  ago — Simmons'  position 
looks  weak.  "Harold  Simmons  is  a  non- 
event,"  says  Michael  F.  Price,  chairman 
of  Heine  Securities,  one  of  Lockheed's 
top  shareholders.  Earlier  this  year, 


Lockheed  saw  its  net  jump  to  $335  mil- 
lion on  $10  billion  in  sales.  Tellep 
says  margins  should  expand  to  7%  in 
the  next  few  years.  With  lower  over- 
head, the  company  also  foresees  $250 
million  in  excess  cash  flow  this  year. 
Tellep  might  use  it  to  boost  dividends 
or  buy  back  shares.  "He  has  done  some 
very  positive  things,"  says  DeWitt 
Bowman  of  the  California  Public  Em- 
ployees Retirement  System,  which  last 
year  voted  with  Simmons.  This  time, 
says  Bowman,  mammoth  CALPERS  is 
backing  the  boss. 

The  chairman  owes  no  small  debt  to 
Operation  Desert  Storm.  The  war  has 
showcased  the  company's  F-117A 
Stealth  fighter  and  several  transport 
planes.  Already,  the  Saudis  are  ordering 


has  been  a  catalyst  for  change,"  says 
Ted  Bidwell,  an  analyst  with  Loomis 
Sayles  &  Co,  which  expects  to  vote  its 
stake  with  management.  Supporters, 
such  as  Robert  Monks,  president  of  In- 
stitutional Shareholder  Services,  argue 
that  with  Simmons  on  the  board,  Tellep 
would  stay  on  his  toes. 

But  don't  look  for  Tellep  to  offer  Sim- 
mons a  board  seat  anytime  soon.  The 
Lockheed  chief  has  steadfastly  refused 
to  entertain  Simmons'  demands,  even 
turning  down  dinner  invitations  to  the 
investor's  Santa  Barbara  mansion.  With 
his  adversary  at  bay,  Tellep  can  af- 
ford to  ignore  Simmons  altogether  for 
a  spell. 

By  Eric  Schine  in  Los  Angeles,  with 
Wendy  Zellner  in  Dallas 
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AIRLINES  I 


EVEN  AFTER  A  SHAKEOUT, 
THE  AIRLINES  MAY  BE  SHAKY 


Wall  Street  is  optimistic,  but  the  long-term  outlook  is  no  cause  for  joy 


As  the  political  battle  between 
British  and  U.  S.  negotiators  over 
landinjj;  rights  at  London's 
Heathrow  Airport  intensifies,  the  dra- 
ma's most  chilling  element  remains  this: 
Transatlantic  traffic  is  so  light  that  Brit- 
ish Airways  PLC  has  proposed  cutting  its 
fares  by  one-third  in  a  drastic  bid  to  lure 
passengers  through  the  summer 
months — historically  its  busiest  season. 

U.  S.  Transportation  Sec- 
retary Samuel  K.  Skinner 
rejected  the  fare  cut,  linking 
the  issue  to  Britain's  refusal 
to  transfer  the  Heathrow 
rights  of  troubled  Pan 
American  World  Airways 
Inc.  and  Trans  World  Air- 
lines Inc.  to  U.  S.  stalwarts 
United  Airlines  Inc.  and 
American  Airlines  Inc.  But 
British  Airways'  move  is  tes- 
tament to  how  desperate 
even  the  world's  most  pow- 
erful airlines  have  become. 
After  being  battered  for 
months  by  high  fuel  prices 
and  reduced  traffic  due  to 
recession,  the  airlines  were 
already  reeling.  Now  that 
war  in  the  Middle  East  has 
stirred  up  fears  of  terroi'- 
ism,  causing  droves  of  trav- 
elers to  stay  put,  the  crisis 
has  become  acute. 
HEAVY  DAMAGE.  Such  con- 
cerns are  lost  on  Wall 
Street,  though.  Investors 
have  hid  airline  stocks  up 
more  than  Wi'  since  the  war 
began,  i-easoning  that  the 
storm  raging  around  the  in- 
dustry is  sweeping  away  ex- 
cess capacity,  eliminating 
weaker  carriers  such  as 
Eastern  Air  Lines  Inc.  that  slashed  fares 
to  generate  cash.  A  smaller  number  of 
stable  carriers,  the  argument  goes,  will 
then  benefit  from  fuel  prices  depressed 
by  a  postwar  oil  glut.  And  after  the 
Federal  Reserve  Board's  easing  stems 
the  recession,  high-yield  traffic  will  re- 
turn later  this  year,  bringing  profits 
along  with  it.  Says  Morgan  Stanley  & 
Co.  analyst  Kevin  C.  Mui'phy:  "There 
are  some  very  strong  buildiiig  l^locks  for 
the  future." 

Perhaps.   But  a  shakeout  is  one 


thing — what's  happening  now  is  another. 
As  carriers  try  to  steer  through  the 
worst  period  in  their  history,  the  short- 
term  damage  could  prove  severe  even  at 
the  best  airlines.  And  the  long-term  out- 
look could  be  clouded  by  weakened  bal- 
ance sheets,  a  growing  glut  of  planes, 
escalating  labor  and  expansion  costs, 
and  the  continuing  threat  of  ferocious 
price  competition. 


AIRLINE  STOCKS  SOAR 


WAR  JITTERS  HAVE  CUT  TRAFFIC 
ON  NORTH  ATLANTIC  ROUTES  BY  50% 


JAN.1 
▲  INDEX;  1982=100 


Terrorism  fears 
have  wreaked  havoc 
on  airline  revenues. 
Airline  executives  esti- 
mate that  passenger 
traffic  is  off  more 
than  50'/'  in  the  North 
Atlantic,  15'a  in  the  Pacific,  and  perhaps 
107'  in  domestic  markets  just  since  the 
war  started.  The  only  choice  is  to  cut 
costs.  Most  airlines  have  scaled  back 
flights,  and  jobs  are  evaporating.  British 
Airways,  Belgium's  Sabena,  and  Spain's 
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Iberia  have  all  had  substantial  layoffs 
recently  in  Europe.  In  the  U.  S.,  USAir 
has  cut  3,585  employees,  while  Pan  Am 
and  TWA  have  axed  a  total  of  6,500.  "The 
industry  has  never  experienced  anything 
like  this,"  says  Dillon  Read  &  Co.  airline 
analyst  Raymond  E.  Neidl. 

For  struggling  carriers  such  as  Pan 
Am  and  TWA,  the  danger  is  extinction — 
even  if  a  deal  is  cut  with  the  British  so 
they  can  sell  their  routes.  But  the  stron- 
gest carriers — American,  United,  and 
Delta — are  also  being  deeply  bruised  by 
the  extended  downturn.  During  the  past 
quarter,  soaring  fuel  prices  and  fierce 
fare  wars  produced  operating  losses  to- 
taling $854  million  at  those  three  air- 
lines. The  current  traffic  plunge,  coming 
atop  already  depressed  passenger  yields, 
ensures  similar  or  worse  results  in  the 
first  quarter  of  this  year,  says  Lee  R. 
Howard  of  Airline  Economics  Inc. 
NO  PANACEA.  At  the  same  time,  the 
three  airlines  are  proposing  to  spend 
more  than  $1  billion  to  buy  the  assets  of 
weaker  carriers.  And  as  they  take  deliv- 
ery of  a  steady  stream  of  new  airplanes 
ordered  during  better  times,  capital  ex- 
penditures among  them  are  scheduled  to 
reach  as  much  as  $10  billion  this  year. 
Since  current  conditions  are  creating 
negative  cash  flow  for  the  industry,  fur- 
ther eroding  cash  positions,  the  best  air- 
lines could  emerge  with  weakened  bal- 
ance sheets — even  if  things  improve  in 
the  second  half  of  this  year.  "We  will  be 
less  capable  of  replacing  the  assets  we 
need  to  replace  and  being  competitive  on 
the  international  scene,"  says  Donald  J. 
Carty,  American's  executive  vice-presi- 
dent for  finance  and  planning. 

While  the  absence  of  Eastern,  and  per- 
haps of  other  struggling  carriers  such 
as  Pan  Am,  would  certainly  ease  pres- 
sure on  the  survivors,  the  shakeout 
would  be  no  panacea. 
Already,  the  ground- 
ing of  Eastern  has  ex- 
acerbated a  glut  of 
narrowbody  aircraft 
on  the  market.  If  oth- 
er airlines  are  scut- 
tled, that  would  only 
make  it  worse.  As  air- 
plane values  fall,  air- 
plane leasing  compa- 
nies and  banks  that 
have  loans  secured  by 
aircraft  are  watching 
their  investments 
wither.  That  ultimate- 
ly may  mean  the  air- 
lines themselves  will  have  to  pay  more 
to  raise  capital. 

Some  of  the  grounded  aircraft  are  so 
old,  noisy,  and  fuel-inefficient  that 
they're  worth  more  as  scrap.  Those  will 
disappear.  But  as  prices  fall  on  younger 
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models,  it  eventually  makes  sense  to 
spruce  them  up,  reduce  their  noise  out- 
put to  acceptable  levels,  and  fly  them 
again.  Historically,  such  cycles  have  pro- 
vided weaker  carriers  with  the  chance  to 
expand  quickly  by  buying  cheap  planes. 
They  often  compete  against  the  majors 
with  fare  discounting.  Says  Pan  Am 
Chairman  Thomas  G.  Plaskett:  "Those 
planes  aren't  ground  up  and  turned  into 
tuna  cans.  They  entice  people  to  come 
into  the  market." 

MEAGER  PROFITS.  The  result:  more  com- 
petition and  the  potential  for  a  lot  of 
empty  seats.  That's  a  recipe  for  fare 
wars,  which  depress  profits — particular- 
ly when  labor,  maintenance,  and  service 
costs  continue  to  rise.  It's  true  that  the 
elimination  of  kamikaze  competitors 
such  as  Eastern  will  reduce  the  pressure 
to  discount.  But  low-cost  Continental 
Airlines  Holdings  Inc.,  protected  by  the 


bankru|)tcy  court,  is  a  likely  candidate  to 
put  downward  pressure  on  fares.  North- 
west will  continue  to  need  cash.  And 
smaller  upstarts  such  as  America  West 
Airlines  Inc.  and  Southwest  Airlines  Co. 
have  been  aggressive  discounters 
throughout  their  histories. 

So  even  after  an  industry  shakeout, 
airline  profits  could  be  meager  for  some 
time.  And  if  the  current  downturn  in 
traffic  persists  into  the  spring,  even  the 
best  airlines  face  trouble.  It  may  be  that 
Wall  Street  is  merely  making  up  for  its 
yearlong  disaffection  for  airline  stocks. 
But  an  industry  where  a  few  strong  car- 
riers coexist  peacefully  and  profitably  is 
a  long  way  off.  Says  American's  Carty: 
"We've  waited  a  long  time  for  that  kind 
of  nirvana."  He  isn't  holding  his  breath. 

By  Michael  Oncnl  in  New  York,  with 
Wendy  Zellner  in  Dallas  and  Seth  Payne 
in  Washington 


•AIRLINES  I 


AIL  AL  CHECCHI 
NEEDS  NOW  IS  CASH 


Northwest  wants  Eastern's  Atlanta  hub,  but  buying  it  would  be  a  stretch 


On  Feb.  4,  when  Northwest  Air- 
lines Inc.  Chairman  Al  Checchi 
asked  his  pilots  to  help  slash  la- 
bor costs  by  20%,  employees  figured 
Checchi  was  raising  cash  to  keep  the 
debt-laden  airline  flying  through  the  in- 
dustry's current  slump.  Instead,  Checchi 
may  be  husbanding  cash  to  bid  on  now- 
defunct  Eastern  Air  Lines  Inc.  assets. 

But  Checchi  may  want  to  think  twice 
before  he  pulls  out  his  wallet.  Even  if 
employees  agree  to  a  pay  cut,  a  shop- 
ping spree  would  still  be  a 
stretch.  Checchi's  presumed 
dream — buying  Eastern's  At- 
lanta hub  and  building  an 
East  Coast  route  system — 
could  burden  the  airline  with 
unmanageable  costs.  And 
Northwest  doesn't  have  much 
cash  at  the  moment.  Already, 
Checchi  has  tapped  a  $600  mil- 
lion revolving  credit  line  to 
fund  working  capital.  Says 
Lehman  Brothers  airline  ex- 
pert Robert  Joedicke:  "They 
don't  have  the  luxury  of  buy- 
ing assets."  Checchi  declined 
to  comment. 

PLANS  ON  ICE.  Checchi  may 
lack  cash,  but  he's  not  short 
on  imagination.  When  he 
bought  Northwest  in  July, 
1989,  he  planned  to  acquire 
assets  from  beleaguered  car- 
riers and  go  head-to-head  with 
industry  giants  American  Air- 


lines Inc.  and  United  Airlines  Inc.  Bad 
times  may  have  somewhat  tempered 
those  plans,  but  they  haven't  died.  Says 
Andy  Murphy,  spokesman  for  the  Air- 
line Pilots  Assn.  at  Northwest:  "He  still 
wants  to  grow." 

Atlanta  airport  and  city  officials  make 
no  secret  of  their  eagerness  to  accommo- 
date Checchi.  On  Feb.  7,  they  met  with 
Northwest  to  discuss  acquisition  of 
Eastern's  operations.  Atlanta  officials 
say  Northwest  was  clearly  interested  in 


the  package,  which  includes  33  gates, 
ticketing  and  baggage  facilities,  a  main- 
tenance building,  and  a  full-size  flight 
kitchen  operation.  Northwest  wouldn't 
comment  on  the  discussions. 

The  problem  is  financing  such  a  move. 
Although  annual  rent  to  Atlanta  for  the 
facilities  would  probably  be  less  than  $20 
million,  a  former  Northwest  executive 
.says  the  airline  estimates  it  would  need 
$400  million  over  three  years  to  finance 
an  operation  there.  Northwest  would 
have  to  lease  up  to  70  aircraft  to  build  a 
viable  route  structure  and  spend  heavily 
on  advertising  to  woo  customers  from 
Atlanta  kingpin  Delta  Air  Lines  Inc. 

More  important,  Checchi  would  need 
someplace  to  fly.  To  make  the  hub  work, 
he  must  win  Eastern's  landing  slots  and 
gates  at  Washington  National  Airport. 
Although  Checchi  did  not  match  Unit- 
ed's  bid  for  those  assets,  the  decision 
rests  with  federal  regulators.  Alterna- 
tively, he  may  try  to  persuade  Eastern 
bankruptcy  Judge  Burton  R.  Lifland  to 
award  them  to  Northwest  in  a  package 
with  the  Atlanta  operations.  If  the  Na- 
tional slots  aren't  sold  at  a  hearing  set 
for  Feb.  15,  Eastern  has  at  least  until 
Mar.  1  and  perhaps  through  Mar.  22  to 
unload  them. 

■DANGEROUS  PROPOSITION.'  Where  would 
Checchi  get  the  money?  He  can't  cut 
operations  elsewhere  to  fund  the  move. 
In  Memphis,  the  most  likely  hub  to  cut 
because  it  is  unprofitable.  Northwest's 
lease  locks  it  in  until  2012.  If  the  airline 
abandons  Memphis,  it'll  have  to  pay  $150 
million  through  the  lease's  term.  One 
industry  rumor  has  Checchi  selling  a  lu- 
crative route,  such  as  Chicago-Tokyo,  to 
American  to  raise  cash.  But  that  could 
undermine  future  profits. 

So  the  obvious  source  of  funds  is  his 
employees:  Industry  analysts  figure 
Checchi  could  tap  workers  for 
more  than  $200  million  in  pay 
cuts.  Then  he  could  talk  his 
banks  into  ponying  up  some 
cash,  arguing  that  expansion 
would  put  the  airline  on  a 
firmer  footing.  But  that 
would  still  leave  Checchi  low 
on  money  to  see  Northwest 
through  the  slump.  Says  one 
rival  airline  executive:  "It's  a 
dangerous  proposition." 

Still,  early  signs  are  that 
employees  will  agree  to  some 
concessions  in  return  for  a 
stake  in  the  airline.  Even  if 
their  givebacks  aren't  enough 
to  fund  Checchi's  dreams  of  a 
greater  Northwest,  they  may 
provide  him  with  enough  lift 
to  fly  through  some  very 
rough  times. 

By  Kevin  Kelly  in  Chicago, 
with  Chuck  Hawkins  in  Atlanta 
and  Gail  De George  in  Miami 
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Your  personal  computer  networks  are  growing.  In  size,  in  number  and  in  importance  to  your  company. 

Downsizing-allocating  the  workload  of  a  mini  or  mainframe  to  a  personal  computer  server-lias  become  an 
attractive  way  of  making  information  processing  more  efficient.  In  cost.  And  in  resource  management. 

All  this  makes  the  choice  of  PC  servers  more  critical.  All  the  more  reason  .to  take  a  look  at  Compaq. 

At  Compaq,  we  approach  connected  computing  from  your  point  of  view.  Not  ours.  That's  why  all  our 
hardware  solutions  are  designed  to  meet 
your  needs.  For  optimized  performance. 
Seamless  compatibility.  Flexible  multi- 
vendor  solutions.  Unquestionable  relia- 
bility. And  complete  technical  support. 

The  COMPAQ  SYSTEMPRO 
Family  of  PC  Systems  is  just  a  single 
powerful  example.  Since  its  introduction, 
it  has  literally  defined  a  nev/  class  of 
server  personal  computers. 

Inside,  it  offers  you  a  series  of 
unprecedented  innovations,  including 
the  power  to  use  multiple  Intel  486  and 
386  microprocessors.  A  512-Kbyte 
ServerCache  design.  A  high-speed  EISA 
expansion  bus.  Drive  array  technology 
that  lets  multiple  users  access  data  simultaneously.  And  a  wide  range  of  data  security  features. 

It  also  expands  to  meet  the  needs  of  your  network  or  multiuser  system.  You  can  use  up  to  II  expansion 
slots,  store  up  to  4.28  gigabytes  of  data  and  add  up  to  256  megabytes  of  high-speed  memory. 

All  this  gives  the  COMPAQ  SYSTEMPRO  the  technical  muscle  to  excel  in  a  range  of  server  functions. 
From  resource  baring  to  departmental  database  management  and  client-server  applications. 

The  C;       Q  SYSTEMPRO  also  represents  a  price/performance  breakthrough  for  companies  that 
are  migrating  a,      itions  from  their  minicomputer  or  mainframe  to  a  personal  computer  server. 


COMPAQ.  DESKPRO.  SYSTEMPRO.  Registert  ni  dnd  Trademark  Office  Product  names  mentioned  herein  may  be  trademarks  and/or  registered  trademarks  of  other  companies  ©1991  Compaq  Computer  Corporation  All  rights  reserved. 


At  Compaq,  network  performance  also  means  delivering  the  highest  possible  levels  of  reliability  and 
compatibility.  We  ensure  this  through  exhaustive  compatibility  and  reliability  testing.  And  through  unique  part- 
nerships with  industry  leaders  like  Banyan,  Microsoft,  Novell  and  The  Santa  Cruz  Operation  (SCO). 

These  partnerships  allow  for  joint  product  development,  testing  and  support,  creating  solutions  that  are 
optimized  to  work  together  now  and  in  the  future.  So  your  company  can  work  together.  Faster.  And  better. 

Our  commitment  to  connected 
computing  hasn't  gone  unnoticed. 

Systems  Integration  magazine 
readers  named  Compaq  the  1990 
Hardware  Manufacturer  of  the  Year, 
awarding  the  COMPAQ  SYSTEMPRO 
winner  in  both  file  server  and  multiuser 
PC  categories.  PC  Magazine  also  gave 
it  top  marks  for  technical  excellence  in 
the  PC  category 

You'll  find  the  same  attention  to 
detail  in  the  COMPAQ  DESKPRO  486/33L 
and  COMPAQ  DESKPRO  386/33L  Personal 
Computers.  These  powerhouses  are  ideal 
servers  for  your  smaller  networks  or  for 
less  demanding  applications. 
To  see  which  COMPAQ  server  is  right  for  you,  call  your  Authorized  COMPAQ  Computer  Dealer.  Our  dealers 
are  trained  to  build  integrated  multivendor  solutions  using  the  best  connectivity  hardware  and  software.  And  since 
each  offers  different  levels  and  areas  of  expertise,  you  can  choose  the  one  that  best  fits  your  needs.  The  result: 
a  multivendor  solution  that  will  serve  you  right.  For  the  location  of  your  nearest  Authorized  COMPAQ  Computer 
Dealer,  call  1-800-231-0900,  Operator  142.  In  Canada,  1-800-263-5868,  Operator  142. 


comPAa 


It  simply  works  better. 


WALL  STREET  I 


GEORGE  BALL  FINALLY  FALLS 
OFF  THE  ROCK 


Pru-Bache's  losses  left  parent  Prudential  little  choice  but  to  replace  him 


Among  Wall  Street's  big  boys,  no 
one  had  a  worse  reputation  as 
Midas-in-Reverse  than  George  L. 
Ball.  Yet  the  chief  executive  of  Pruden- 
tial-Bache  Securities  Inc.  always  seemed 
to  keep  [jarent  Prudential  Insurance  Co. 
solidly  behind  him.  The  Rock  didn't  even 
budge  after  Ball's  unit  posted  a  $250 
million  loss  last  year  and  Prudential  was 
forced  to  inject  $200  million  in  new  capi- 
tal. Prudential  Chairman  Robert  C.  Win- 
ters repeated,  as  he  had  for  so  many 
years,  his  support. 

But  the  new  year  brought  no  end  to 
red  ink.  According  to  internal  profit-and- 
lo.ss  estimates  obtained  by  BUSINESS 
WEEK,  Pru-Bache  recorded  a  net  loss  of 
$6.5  million  in  January — most  of  that 
from  retail  stock-trading  operations, 
even  as  the  market  took  wing.  Febru- 
ary's first  five  trading  days  brought  still 
more  losses.  So  by  Feb.  12,  when  Pru- 
dential's board  met  for  its  twice-monthly 
meeting,  directors  approved  a  motion  to 
replace  Ball  with  Robert  A.  Beck,  Pru- 
dential's chairman  emeritus,  who  will  fill 
in  until  Ball's  permanent  successor  is 
found. 

For  the  moment,  both  Winters  and 
Ball  are  keeping  mum  about  why  Ball's 
reputation  finally  caught  up  with  him. 
But  one  Pru-Bache  broker  who  listened 
on  the  firm's  internal  communication 
system — its  so-called  hoot  'n'  holler 
box — says  Ball  conceded  that  the  firm's 
track  record  in  })ackaging  limited  part- 
nerships had  not  been  good  and  that  the 
firm  might  be  better  off  without  him.  In 
a  memo  to  the  troops.  Ball  also  blamed 
investment-banking  and  arbitrage 
losses.  He  also  claimed  retail  operations 
post('<l  a  million  profit  in  January. 
LURED  AWAY.  But  the  firm's  woes  go  far 
deeper:  After  nine  years  and  a  total 
stake  of  $1.9  billion,  Pru-Bache  has  yield- 
ed losses  of  $257  million  for  Prudential. 
And  the  future  may  hold  more  trouble: 
The  $6  billion  in  limited  partnerships 
Pru-Bache  underwrolt^  in  the  1980s  has 
generated  more  than  I(»0  major  lawsuits 
claiming  well  over  $2  Ijillion  in  damages. 

That's  obviously  not  what  Prudential, 
based  in  Newark,  N.J.,  was  looking  for 
back  in  1981  when  it  picked  up  its  piece 
of  Wall  Street  with  the  purchase  of  a 
second-tier  brokerage  house  then  called 
Bache  &  Co.  To  run  its  new  acquisition, 
Prudential  in  July,  1982,  lured  Ball  away 


GEORGE  BALL'S 
RECORD  AT  PRU-BACHE 


A  REPUTATION  AS 
A  MIDAS-IN-REVERSE 


from  retail  powerhouse 
E.  F.  Hutton  &  Co. 

Ball  brought  with 
him  a  reputation  as  a 
cheerleader  nonpareil,  a 
golden-tongued  super- 
salesman  able  to  fire  up 
a  firm's  legion  of  stock  pushers.  His 
popularity  with  the  firm's  brokers 
stemmed  as  much  from  his  willingness 
to  pay  them  handsomely  as  from  his 
charisma.  During  his  tenure,  he  more 
than  doubled  the  retail  staff,  to  6,400. 
That  included  buying  retail  brokerage 
Thomson  McKinnon  Inc.  in  1990  for  an 
estimated  $60  million.  The  deal  added 
about  1,500  brokers,  a  307^  increase  in 
Pru-Bache's  sales  force. 

Selling  stocks  to  individual  investors 
was  what  Ball  knew  best.  Where  he  may 
have  run  into  the  most  trouble  was  in 
setting  out  to  turn  Pru-Bache  into  a  ma- 
jor full-service  investment  bank.  In  1986, 
Ball  convinced  Prudential  that  the  firm 
could  compete  with  the  likes  of  Morgan 
Stanley,  Goldman  Sachs,  and  Salomon 
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Brothers  in  underwriting  new  issues  of 
securities  and  playing  marriage  broker 
in  mergers  and  acquisitions. 

Pru-Bache  never  came  close  to  taking 
on  the  pros  in  dealmaking  or  underwrit- 
ing, and  those  ambitions  came  to  an 
abrupt  end  last  November.  Prudential 
announced  that  the  investment  banking 
effort  would  be  dismantled  and  Pru- 
Bache  pared  back  to  its  retail-brokerage 
roots.  The  immediate  cost:  a  charge  of 
$370  million,  which  sent  the  firm's  re- 
sults plunging  to  their  lowest  point  ever 
(chart).  Yet  Ball  hardly  missed  a  beat. 
Days  before  the  end,  he  was  feverishly 
stoking  up  the  brokers  at  a  Santa  Barba- 
ra, Calif.,  sales  conference. 
BUILD  CAPITAL.  What  Ball's  abrupt  exit 
may  mean  is  that  mighty  Prudential  has 
come  under  some  pressure  from  credit- 
rating  agencies.  Prudential  hasn't  been 
placed  under  formal  review  by  either 
Standard  &  Poor's  Corp.  or  Moody's  In- 
vestors Service  Inc.,  and  it  denies  that  it 
is  worried  about  its  AAA  rating.  But  one 
Pru-Bache  executive  who  was  in  on  the 
decision  says  credit-rating  worries  were 
at  least  part  of  the  reason  why  Pruden- 
tial last  fall  lopped  off  its  risk-arbitrage 
and  merchant-banking  operations. 

More  fundamentally  worrisome  to  the 
rating  agencies  is  the  plain  fact  that 
losses  last  year  kept  Prudential  from 
building  its  surplus-capital  position.  In 
1990,  Prudential's  sur- 
plus remained  flat  at 
$7.9  billion,  after  surg- 
ing by  $1.14  billion  in 
1989.  "We  haven't 
drawn  a  line  in  the 
sand,"  says  s&P's  Wil- 
liam J.  Cavanagh.  "But 
they  know  what  they 
have  to  do" — make 
profits  and  build  capital 
to  keep  the  AAA  rating. 

That,  and  the  persis- 
tence of  red  ink  flowing 
from  Pru-Bache's  head- 
quarters in  lower  Manhattan,  pose  this 
question:  Will  the  Rock  stay  on  Wall 
Street?  "I  believe  Prudential-Bache  has 
a  strong  future  as  part  of  the  Prudential 
family,"  Winters  said  in  a  statement. 

Some  observers  are  skeptical.  After 
all,  Pru-Bache's  army  of  brokers  and 
its  $35  billion  in  mutual  fund  assets 
might  attract  a  tidy  price  in  a  nascent 
bull  market.  "They  could  sell  the  sales- 
men and  branch  offices  today,"  says 
Perrin  H.  Long,  securities  industry 
analyst  at  Lipper  Analytical  Securities 
Corp.  At  a  good  enough  price,  bailing 
out  might  begin  to  reverse  the  George 
Ball  touch. 

By  Leah  Natfintis  Spiro,  with  Larry 
Light  in  New  York  and  Chuck  Hawkins  in 
Atlanta 
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THIS  TINY  CHIP 

CAN  TEST  10,000  CHEMICALS  AT  ONCE 


It  could  set  research  ablaze — and  identify  new  drugs  instantly 


Identifying  new  drugs  is  an  ineffi- 
cient crapshoot.  Despite  keen  in- 
sights from  biotechnology,  the  bread- 
and-butter  task  of  most  drug  companies 
is  still  the  screening  of  hundreds  of 
thousands  of  random  chemicals — from 
sea  coral  to  herbs  to  man-made  pesti- 
cides— and  hoping  for  a  lucky  break. 

If  a  development  from  a  three-year-old 
Palo  Alto  (Calif.)  company  holds  up  to 
scientific  scrutiny,  however,  the  industry 
could  witness  a  phenomenal  leap  in  pro- 
ductivity. In  the  Feb.  15  issue  of  the 
respected  journal  Science,  Affymax  Re- 
search Institute  reports  that  it  has  suc- 
cessfully combined  two  very  different 
technologies,  chemical  synthesis  and 
photolithography — a  process  usually  as- 
sociated with  making  semiconductor 
chips.  The  result  is  Affymax'  tongue- 
twisting  moniker:  "Very  Large-Scale  Im- 
mobilized Polymer  Synthesis,"  or  VLSIPS. 
GUIDING  LIGHT.  While  the  technology  is 
so  new  it's  not  widely  known  in  the  in- 
dustry, some  think  it  could  energize 
drug  discovery  the  way  microchips  set 
electronics  ablaze.  It  now  takes  weeks  to 
make,  purify,  and  test  just  a  handful  of 
potential  drugs.  Pharmaceutical  compa- 
nies commonly  admit  they  score  in  only 
1  of  10,000  tries.  But  VLSIPS  creates  a 
massively  parallel  process  to  make  and 
test  thousands  of  compounds  at  once  on 
a  silica  chip  just  one  centimeter  square. 


"The  point  is  to  completely  change  the 
time  frame,"  explains  Affymax  Manag- 
ing Director  J.  Leighton  Read. 

Here's  how  it  works:  Affymax  divides 
a  silica  chip  into  10,000  chambers  and 
primes  it  with  light-sensitive  chemicals. 
Via  photolithography — used  in  semicon- 
ductors to  print  electrical  circuits  on  sili- 
con— Affymax  shines  a  light  through  a 
template,  or  "mask,"  onto  the  chip. 
VLSIPS  is  a  series  of  these  light  expo- 
sures, each  followed  by  the  application 
of  additional  chemicals  to  the  chip.  These 
chemical  "building  blocks"  will  only 
stick  in  chambers  that  have  been  ex- 
posed to  light  in  the  previous  step. 
By  changing  the  masks  and  the  chemi- 
cal building  blocks,  thousands  of  differ- 
ent configurations  of  compounds  can  be 
assembled. 

The  beauty  of  the  approach  is  that 
once  this  chipful  of  compounds  is  made, 
its  entire  content  can  be  evaluated  in  one 
pass.  The  entire  VLSIPS  chip  is  exposed 


Drug  researchers  hope  to  end 
'the  black  art  of  sending 
people  into  the  New  York 
sewers  or  the  Borneo  jungles' 


to  some  form  of  biological 
target,  such  as  an  antibody. 
If  a  sample  compound  binds 
tightly  to  the  target,  it  sets 
off  a  fluorescent  chemical 
marker  that  identifies  the 
compound  as  a  promising 
candidate  for  a  new  drug. 

Affymax  is  the  brainchild 
of  Alejandro  Zaffaroni,  the 
69-year-old  founder  of  drug- 
delivery  pioneer  Alza  Corp. 
But  Affymax  is  just  one  of  a 
dozen  or  more  startups  try- 
ing to  streamline  drug  dis- 
covery. Some,  such  as  Ver- 
tex Pharmaceuticals  Inc.  in 
Cambridge,  Mass.,  are  try- 
ing to  integrate  a  wide  vari- 
ety of  technologies  to  design 
drugs  more  efficiently.  Such 
others  as  Terrapin  Technol- 
ogies Inc.  and  Arris  Phar- 
maceutical Corp.,  both  based 
in  the  San  Francisco  area, 
have  focused  on  new  soft- 
ware and  other  methods  to 
analyze  the  reams  of  data  produced  by 
chemical  screening.  But  they're  all  try- 
ing to  automate  what  Larry  Kauvar  of 
Terrapin  calls  "the  black  art  of  sending 
people  into  the  sewers  of  New  York  or 
the  jungles  of  Borneo  looking  for  new 
compounds."  Kauvar  calls  the  Affymax 
work  "a  technical  breakthrough." 
DATA  AVALANCHE.  While  exciting,  VLSIPS 
addresses  only  one  aspect  of  drug  devel- 
opment. It's  no  substitute  for  testing  a 
promising  compound  in  live  animals  and 
humans.  And  "once  you've  got  the  data 
back  on  10,000  reactions,  what  do  you  do 
with  it?"  asks  one  rival.  Indeed,  VLSIPS 
could  produce  dozens  of  leads  on  a  given 
chip,  each  requiring  a  lot  more  analysis. 
Still,  the  sheer  efficiencies  offered  by 
VLSIPS  are  mind-numbing:  Drug  compa- 
nies now  must  make  at  least  a  teaspoon- 
ful  of  a  compound  to  screen  it;  Affymax 
needs  one-trillionth  that  amount. 

So  far,  Affymax  has  made  only  small 
proteins  and  strips  of  DNA  with  VLSIPS. 
Proteins,  such  as  interferon  or  insulin, 
can  make  useful  drugs.  But  until  the 
method  is  shown  to  work  on  so-called 
small-molecule  chemicals  that  can  be  for- 
mulated into  oral  dosages,  the  technique 
probably  won't  gain  a  large  following. 

Moreover,  Zaffaroni  still  lacks  deals 
with  powerful  partners,  and  he  needs 
collaborative  contracts  to  provide  reve- 
nue, because  the  company  has  spent  $20 
million  of  the  $25  million  it  raised  in  a 
1989  private  placement.  Notes  Cynthia 
Robbins-Roth,  editor  of  the  newsletter 
BioVenture  View:  "There  are  a  lot  of 
intriguing  applications,  but  it's  not  obvi- 
ous that  any  of  them  will  produce  near- 
term  revenue."  VLSIPS  clearly  has  poten- 
tial. Now,  Affymax  must  exploit  it. 

By  Joan  O'C.  Hamilton  in  Palo  Alto 
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Electron  gun  technology  may  not 
be  a  household  word . . .  r  *  5 


Scientists  explore  the  atomic  world  with  our  electron  microscopes. 


Hitachi's  electron  gun  technology  (EGT)  affects 
your  life  in  ways  you  may  not  have  even  imagined. 
It  IS  involved  in  the  advancement  of  medicine. 
Chemistry.  Aerospace.  Electronics.  Biotechnology. 
Computers.  New  materials. 

And  that's  a  short  list. 

In  fact,  this  technology  can  be  found  m  products 
ranging  from  electron  microscopes  to  super  pro- 
jection televisions. 

Hitachi  is  a  world  leader  in  electron  microscopy. 
As  the  greatest  secrets  of  the  universe  lie  within 


the  realm  of  the  atomic  world,  our  efforts  here  h 
made  a  profound  impact  upon  science.  EGT  is 
the  reason. 

It  allows  unprecedented  levels  of  resolutior 
extremely  powerful  magnifications  —  an  elusive 
combination  until  now. 

We  built  the  world's  most  advanced  electro 
microscope.  To  give  you  an  idea  of  its  power  r 
imagine  discerning  a  grain  of  sand  on  the  moo 
From  your  back  porch. 

Closer  to  home,  our  dual  focus  EGT  systen  jt, 
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. . .  but  it's  showing  up  in  more  and 
more  households. 


w 


Our  bright  and  vivid  Ultravision  TVs  are  out  of  ttiis  world. 


,ive 


111  lonsible  for  the  exceptionally  sharp  and  bright 
ges  found  on  Ultravision,  our  super  projection 
It's  the  first  television  to  deliver  850  lines  of 
ilution.  An  incredible  feat. 
You'll  agree  that  picture  quality  is  simply  stun- 
Perhaps  the  best  you've  ever  seen. 
tro|!But  don't  think  of  us  solely  for  electron  gun 
nology.  We're  a  US$45  billion  international 
iooli)oration.*  With  290,000  employees.  And  over 
)00  products  —  everything  from  optoelectronic 
iciis  ^ated  circuits  to  electric  shavers. 


Perhaps  more  importantly,  Hitachi  is  synony- 
mous with  outstanding  quality  and  reliability 
Which  is  even  more  reason  to  keep  our  name  on  the 
tip  of  your  tongue. 

*US$44,797  million;  net  sales  for  the  year  ending  March  31.  1990  US$1  =  ¥158. 
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VICTOR  KIAM, 

THE  SELF-SACKING  QUARTERBACK 

The  Patriots  are  pitiful.  Remington  is  weak.  And  he  can't  hold  his  tongue 


One  of  these  days,  Victor  Kiam 
may  learn  to  keep  his  mouth 
shut.  Last  September,  after  Bos- 
ton sportswriter  Lisa  Olson  was  sexually 
harassed  by  several  members  of  his 
New  England  Patriots  football  team, 
Kiam  allegedly  called  the  journalist  a 
"classic  bitch."  He  denies  saying  that 
but  apologized  for  any  bad  feelings 
caused  by  the  incident.  On  Feb.  4, 
though,  he  was  at  it 
again,  using  Olson  as 
the  butt  of  an  off-color 
joke  while  speaking  at  a 
sports  banquet  in  Stam- 
ford, Conn. 

Kiam  has  more  than 
just  image  problems. 
The  voluble  Bridgeport 
(Conn.)  entrepreneur  is 
being  dogged  by  seri- 
ous money  woes  on  the 
field  and  in  the  board- 
room. The  Patriots  have 
lost  $5  million  to  $6  mil- 
lion in  each  of  the  two 
seasons  since  Kiam  paid 
$80  million  for  the 
team.  And  Remington 
Products  Inc.,  the  elec- 
tric razor  company  that 
made  him  famous,  has 
hit  hard  times:  With 
revenues  falling  and 
competitors  such  as 
Norelco  coming  on 
strong,  Kiam  recently 
had  to  call  in  turnaround  expert  David  J. 
Ferrari  of  Argus  Management  Corp.  to 
help  get  Remington  back  on  track. 
FUMBLING.  The  Patriots  are  his  most  visi- 
ble trouble  spot.  A  long  string  of  medio- 
cre performances  last  season  produced  a 
1-15  win-loss  record,  the  National  Foot- 
ball League's  poorest.  Another  NFL 
worst:  home  attendance,  which  averaged 
40,000  in  a  stadium  that  can  hold  61,000. 
Kiam  has  antagonized  fans  by  making 
ticket  prices  the  NFL's  highest  and  then 
threatening  to  move  the  team  outside 
the  region.  His  handling  of  the  Olson 
affair  has  made  his  threat  to  move  less 
ominous.  "There  would  probably  be  a 
torchlight  parade  leading  him  out  of 
town,"  says  Boston  Herald  sportswriter 
Michael  Gee,  a  colleague  of  Olson. 

Kiam,  64,  blames  last  year's  loss  on 
onetime  charges,  such  as  the  cost  of  a 


new  grass  field  and  new  coaching  sala- 
ries. But  there  would  be  a  lot  less  red 
ink  if  he  had  followed  the  more  prudent 
example  of  Reebok  International  Chair- 
man Paul  Fireman  when  bidding  for  the 
team.  Fireman  was  also  interested  in  the 
Patriots  but  wouldn't  buy  them  unless 
Foxboro  Stadium,  then  in  Chapter  11, 
was  part  of  the  deal.  Kiam  went  ahead 
anyway,  then  tried  to  buy  the  stadium 


later.  But  he  lost  in  the  bidding  to  a  local 
mall  developer. 

Not  only  did  he  lose  the  stadium,  but 
he  also  lost  a  key  source  of  income.  A 
bankruptcy  court  judge,  ruling  on  the 
Patriots'  confusing  lease,  denied  Kiam 
any  share  of  concessions,  advertising, 
and  related  game-day  revenues — about 
$1.3  million  in  1987,  according  to  court 
documents.  And  Kiam  must  pay  to  clean 
the  stadium  after  games,  hire  his  own 


'The  company  got  too  big 
for  my  entrepreneurial 

management  style,'  says 
Kiam  about  Remington 


security,  and  fork  over  one  of  the  high- 
est rents  in  the  league.  "We  have  one  of 
the  worst,  if  not  the  worst,  stadium  con- 
tracts in  the  NFL,"  gripes  Patriots  Chief 
Financial  Officer  Robert  Romano. 

Kiam's  other  problem,  Remington, 
was  once  one  of  the  country's  most  her- 
alded success  stories.  Kiam,  a  Harvard 
business  school  graduate  and  veteran 
salesman  of  everything  from  brassieres 
to  toothpaste,  bought  the  company  from 
Sperry  Rand  Corp.  11  years  ago  for  $25 
million.  He  went  on  national  TV  in  his 
pajamas  to  pitch  the  Micro  Screen  shav- 
er, turning  Remington  into  a  $250  mil- 
lion-a-year  company  by  1989. 
NEW  BLOOD.  Then  things  began  to  come 
apart.  "The  company  got  too  big  for  my 
entrepreneurial  management  style,"  he 
concedes.  "A  lot  of  things  were  falling 
through  the  cracks." 
Deliveries  and  product 
development  were  bot- 
tlenecked,   and  some 
new  products  flopped. 
Appliance  magazine 
figures  Remington's 
share  of  the  men's  do- 
mestic electric  shaver 
market  has  dropped  to 
30%  from  its  high  of 
40%  in  1984.  Meanwhile,  - 
divisions   were  over- 
spending. "We  weren't  j 
controlling  the  purse  > 
strings   unless   there  . 
was  a  crisis,"  concedes  ► 
Kiam.  t 
Sales   slumped   $50  sr 
million,  to  around  $200 
million  last  year,  says  n 
Gerard     A.     Vander  it 
Shaw,    publisher    of  s 
Housewares  Executive,  i 
an  industry  newsletter,  jf 
Kiam,  who  says  reve-  ii 
nues    have    remained  t 
flat,  insists  the  company  still  makes  a  ni 
profit.  But  his  turnaround  man,  Ferrari,  m 
says  that  without  restructuring.  Rem-  ti 
ington  would  have  been  in  bankruptcy  sr 
within  18  months.  Ferrari  has  already  ii 
cut  about  $2  million  in  administrative  tf. 
costs,  he  says.  He  has  also  restructured  % 
the  company  so  Kiam  can  delegate  to  ie: 
newly  hired  managers,  and  he  revamped  - 
and  centralized  the  company's  cash-man- 
agement system. 

In  Foxboro,  new  blood  is  the  order  of  .. 
the  day,  too.  Kiam  recently  dismissed  I;' 
Patriots  head  coach  Rod  Rust  and  gener-  ► 
al  manager  Patrick  Sullivan  and  hired  !| 
Sam  Jankovich  from  the  University  of  \. 
Miami  to  build  a  new  team.  That's  prob-  i 
ably  a  step  in  the  right  direction.  Now  if  pi. 
he  could  just  hire  a  new  mouth.  to 
By  Geoffrey  Smith  in  Boston  and  Lisa  h 
Driscoll  in  New  Haven  ej 
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THE  GOOD  NEWS 
FOR  FNN 


►  Financial  News  Network 
apparently  has  found  a  way 
to  stay  on  the  air.  Several 
months  after  it  first  went 
looking  for  a  buyer,  the  ailing 
network's  management  an- 
nounced on  Feb.  12  that  Dow 
Jones  and  Group  W  Satellite 
Communications  had  agreed 
to  purchase  jointly  most  of 
the  cable  channel's  assets. 

Terms  weren't  disclosed, 
but  the  company  said  the  pur- 
chase price  would  fall  short  of 
FNX's  total  liabilities  of  S140 
million.  Management  doesn't 
expect  sales  of  other  assets, 
such  as  the  Learning  Channel 
and  fxn's  stock-data  services, 
to  make  up  the  difference.  As 
a  result,  FXX  may  file  for  re- 
organization under  federal 
bankruptcy  laws  before  com- 
pleting the  sale. 


iSATURN'S 
{BACKWARD  LURCH 


>  Not  all  is  stellar  at  Saturn, 
General  Motors'  new  line  of 
small  cars.  The  carmaker  is 
asking  1,210  of  its  buyers  to 
bring  their  sedans  back  to  the 
dealei'ship.  The  problem:  The 
reclining  front  seats  can  slip 
backward  accidentally.  The 
defect,  affecting  of  Sat- 
urn's output  so  far,  has  not 
caused  any  accidents  or  inju- 
ries. But  it  deals  a  blow  to  the 
much-ballyhooed  startup's 
quality  image.  Affected  own- 
ers were  notified  by  overnight 
mail  with  a  follow-up  phone 
call.  Owners  of  cars  that 
weren't  affected  will  also  get 
letters. 


DAWN  OF  A  NEW  DAY 
AT  SUN  

►  Scott  McNealy,  CEO  of  Sun 
Microsystems,  has  kept  the 
workstation  maker  on  top  of 
the  hottest  market  in  the  com- 
puter industry  despite  tough 
competition  (page  90).  But 
ever  since  a  brief  stumble  in 
earlv  1989,  outsiders  have 


wondered  how  long  he  could 
keep  managing  a  $2.5  billion 
company  without  pushing  de- 
cision-making into  formal  divi- 
sions. On  Feb.  18,  McNealy 
answered  with  a  reorganiza- 
tion that  gives  more  direct  re- 
sponsibility for  some  key  ac- 
tivities to  his  top  managers. 

The  shift  to  a  less  central- 
ized structure  sets  up  two 
subsidiaries,  focusing  on  basic 
operating  system  software 
and  add-on  products  such  as 
printers.  Analysts  say  that 
should  allow  customers  to  get 
quicker  responses  on  requests 
for  such  products. 


IVAN  BOESKY  IS 
SETTLING  SOME  DEBTS 


►  Ivan  Boesky  has  closed  a 
major  chapter  in  his  troubled 
historj-.  On  Feb.  11,  he  an- 
nounced a  $45  million  settle- 
ment with  investors  who 
claim  losses  from  Boesky's  in- 
sider trading  and  securities 
fraud.  The  deal  should  end  all 
the  class  actions  against 
Boesky  resulting  from  his  ille- 
gal dealings  with  Drexel 
Burnham  Lambert  and  its  for- 
mer junk-bond  king,  Michael 
Milken. 

Under  the  settlement,  the 
first  $30  million  will  be  shared 
by  investors  who  had  losses 
from  Boesky's  insider  trading 
on  tips  from  former  Drexel  in- 
vestment banker  Dennis  Le- 
vine.  Some  of  the  remaining 
funds  will  go  to  investors  al- 
leging losses  from  other  secu- 


DO  I  GET  ANY  FREQUENT-APOPLEXY  MILES? 


Convenience  is  getting  costly, 
as  many  business  travelers 
can  attest.  On  a  shuttle  hop 
to  Boston  recently,  one  har- 
ried commuter  stuck  his  credit 
card  into  a  Continental  Air- 
lines automatic-ticket  machine  at 
Newark  (N.  .J.)  International  Air- 
port. He  was  shocked  when 
the  machine  punched  out  a  one- 
way ticket  costing  a  steep  $178. 
Incredulous,  the  traveler  pro- 
tested the  price  at  the  gate,  but  to  no  avail. 

To  satisfy  his  curiosity,  our  intrepid  commuter  dialed  the 
airline's  800  number,  only  to  be  quoted  a  price  of  $105  for  a 
seat  on  the  same  airplane.  A  service  agent  explained  that  the 
TO^-c  premium  was  for  the  "convenience"  of  buying  a  ticket 
from  an  automated  machine.  Later,  a  company  spokesman  said 
that's  not  true.  His  explanation:  During  the  10  minutes  in 
which  the  ticket  was  bought  and  the  800  call  was  made,  the 
cheaper  fare  became  available.  So  much  for  convenience. 


rities  crimes.  Investors  have 
until  May  15  to  file  their 
claims. 


PELTZ  AND  MAY 
COURT  AN  OLD  FRIEND 


►  After  taking  their  leveraged 
buyout  act  to  London  nearly 
18  months  ago.  Nelson  Peltz 
and  Peter  May  are  targeting 
the  U.  S.  again.  Using  their 
highly  leveraged  British  firm, 
Mountleigh  Group,  Peltz  and 
May  are  in  talks  about  a  pos- 
sible $280  million  bid  for  Fair- 
child  Industries,  a  Virginia  en- 
gineering and  aerospace 
company  that  used  to  be 
known  as  Banner  Industries. 


The  talks  bring  together 
dealmakers  well  known  to  one 
another:  Peltz  and  May  and 
Fairchild's  controlling  share- 
holder, Jeffrey  Steiner,  relied 
heavily  on  junk  bonds  sold  by 
Michael  Milken  in  the  1980s. 
Mountleigh's  interest  in  the 
U.  S.  raised  eyebrows  in  Lon- 
don, where  Peltz  and  May 
have  been  talking  about  their 
expansion  plans  in  Europe  for 
months.  Mountleigh's  finance 
director  calls  the  possible  deal 
"opportunistic." 


UNISYS  CUTS 
ANOTHER  DIVIDEND 


►  Unisys  bought  some  time 
on  Feb.  11  by  eliminating  divi- 
dends on  its  preferred  stock. 
The  computer  maker  needs 
the  $120  million  annual  sav- 
ings, plus  the  $160  million  it 
saved  by  suspending  its  com- 
mon stock  dividend  in  Septem- 
ber, to  keep  from  violating 
bank  loan  covenants,  analysts 
say.  Otherwise,  it  could  face  a 
painful  renegotiation  with 
banks  or  even  Chapter  11,  a 
top  executive  says. 

Bankruptcy  is  not  an  op- 
tion, a  spokesman  insists.  But 
more  red  ink  is  expected  this 
year.  Meantime,  to  reduce  its 
$3.7  billion  debt,  the  company 
plans  to  sell  assets  it  values 
at  more  than  $1  billion.  H 
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We  Find  Real 
Investment  Value 
In  The  Most 
Unexpected  Places 


Templeton  Mutual  Funds 
pioneered  the  field  of  global 
investing  using  a  "common 
sense"  approach  to  portfolio 
management  based  on  patience 
and  discipline. 

We  apply  the  fundamentals  of 
global  diversification  in  our 
search  worldwide  for  investment 
value.  This  approach  has  had  its 
rewards  and  has  earned 
Templeton  prominence  in  the 
global  marketplace  for  more  than 
four  decades. 

Put  the  experience  of 
Templeton  professionals  and 
worldwide  diversification  in  your 
portfolio  today. 


Templeton 

I    A  COMMON  SENSE  APPROACH 
TO  LONG  TERM  GOALS 


CALL  24  HOURS 

1-800-32.5-9950 
Ext.  453 


Call  or  write  for  a  prospectus  containing  more  complete 
information,  including  all  charges  and  expenses.  Read  it 
carefully  before  you  invest  Send  no  money 

Templeton  Funds  Distributor,  inc  , 

PC  Box  33030, 

St,  Petersburg,  FL  33733 
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AIL  QUIET  ON  THE  CAMPAIGN 
FRONT— UNTIL  THE  WAR  ENDS 


ight  about  now,  Iowa  pig  farms  ought  to  be  overrun  by 
gingerly  stepping  candidates  vying  to  have  their  pic- 
tures taken  nuzzling  a  prize  sow.  In  snowy  New  Hamp- 
;hire,  Presidential  hopefuls  should  be  slogging  to  town  meet- 
ngs,  outlining  their  10-point  plans  to  balance  the  budget.  But 
mth  just  a  year  to  go  before  the  first  Presidential  primaries 
ind  caucuses,  a  vast  silence  fills  the  land.  It  is  the  sound  a 
politician  dreads  the  most:  the  sound  of  no  hands  clapping. 

With  Operation  Desert  Storm  raging,  the  normal  bustle  of 
;he  Presidential  campaign  has  been  covered  by  a  thick  army 
)lanket.  Never  mind  the  recession  that  makes  many  Demo- 
;ratic  pols  believe  George  Bush  is  vulnerable:  Democrats  have 
suspended  most  visible  efforts  to  seek  the  White  House  until 
;he  outcome  of  the  gulf  war  becomes  clearer. 
(CHECKERED  RECORD.  The  political  cease-fire  could  produce  a 
Irastically  compressed  Presidential  campaign,  which  would  be 
)ad  news  for  the  Demo- 
:rats.  The  party  has 
)nly  a  handful  of  lumi- 
laries  with  the  stature 
.0  take  on  Commander- 
n-Chief  Bush.  But  for 
varying  reasons,  party 
itars  such  as  New  York 
jovernor  Mario  M. 
Duomo,  Senate  Finance 
!^ommittee  Chairman 
Joyd  Bentsen  of  Tex- 
liis,  and  Senate  Armed 
-Services  Committee 
Chairman  Sam  Nunn  of 
jeorgia  may  decide  not 
.0  run.  That  would 
eave  most  other  Demo- 
;ratic  aspirants  hard- 
)ressed  to  build  an  or- 
ganization, establish 
)ertinent  themes,  and 
•aise  money. 


GEPHARDT  IN  1988:  NOW  HE'S  SOUNDING  OUT  COLLEAGUES  ABOUT  RUNNING  AGAIN 


Unless  the  war  takes  an  unexpected  and  bloody  turn  for  the 
vorse,  even  the  Democrats'  biggest  names  would  face  a  tough 
•ace  against  a  President  who  could  hide  his  checkered  domes- 
ic  record  in  a  cloak  of  patriotism.  "Democrats  will  have  a  hard 
ime  getting  ahead  of  Bush  on  foreign  policy  and  defense 
ssues,"  says  Maryland  Democratic  Chairman  Nathan  Landow. 
'There  is  a  stature  gap"  between  Bush  and  anyone  else. 

For  the  time  being.  Democrats  and  Republicans  agree  that  it 
vould  be  inappropriate  to  engage  in  partisan  politicking  with 
J.  S.  troops  fighting  overseas.  But  that  doesn't  mean  all  politi- 
cal activity  has  ceased.  A  number  of  Democrats  have  begun 
■ubterranean  campaigns  that  could  quickly  surface  after  hos- 
ilities  in  the  gulf  cease.  Bentsen,  House  Majority  Leader 
lichard  A.  Gephardt  (D-Mo.),  and  Senator  Albert  Gore  Jr.  (D- 
^enn.)  are  all  quietly  wooing  top  Democratic  fund-raiser  Rob- 
Tt  A.  Farmer  to  prepare  the  ground  for  possible  campaigns, 
■lephardt  is  sounding  out  his  House  colleagues  to  see  if  they'll 
et  him  continue  as  Majority  Leader  should  he  decide  to  go  for 
he  White  House. 

Meanwhile,  Gephardt,  Nunn,  and  Bentsen  are  preparing  to 


take  to  the  road  to  deliver  Presidential-sounding  speeches  on 
economic  policy  to  the  party  faithful.  Bentsen  backers  have 
even  hired  the  top  polling  firm  of  Garin-Hart  Strategic  Re- 
search to  test  political  themes  with  groups  of  Iowa  voters. 
Senator  Bob  Kerrey  (D-Neb.)  has  been  meeting  with  New 
Hampshire  political  operatives  from  Gary  Hart's  failed  1988 
campaign.  And  Gore,  who  was  criticized  during  his  '88  run  for 
his  slender  legislative  record,  is  using  the  campaign  lull  to 
write  a  book  on  environmental  policy. 

At  least  one  Democrat  is  thinking  of  abandoning  a  "stealth" 
strategy.  Party  pros  believe  Virginia  Governor  L.  Douglas 
Wilder  will  be  the  first  to  signal  his  intentions.  He's  expected 
to  form  an  exploratory  committee,  possibly  as  early  as  the 
first  week  of  March. 

But  starting  early  may  not  help  Wilder,  Kerrey,  and  other 
"B  Team"  candidates  if  Bentsen,  Nunn,  or  Cuomo  decides  the 

time  is  ripe.  Even 
though  the  heavy- 
weights aren't  a  tangi- 
ble presence  in  Iowa  or 
New  Hampshire,  they 
are  poised  to  mount 
blitzkrieg  campaigns, 
raising  money  quickly 
and  squeezing  out  the 
lesser-knowns. 

BARBS  TO  COME.  Not  all 

Democrats  think  such  a 
scenario  would  be  bad 
for  the  party.  It  would 
eliminate  the  long,  nas- 
ty slugfests  that  have 
doomed  many  Demo- 
cratic nominees  before 
the  primaries  ended. 
They  "will  spend  less 
time  cutting  themselves 
up,"  says  Democratic 
strategist  Tom  Donilon. 


Trouble  is,  even  a  super-Democrat  will  have  trouble  switch- 
ing the  public's  attention  from  foreign  policy  to  domestic  is- 
sues if  Bush  emerges  from  Desert  Storm  a  glorious  victor. 
And  new  Republican  National  Committee  Chairman  Clayton 
K.  Yeutter  gave  the  Democrats  a  taste  of  things  to  come  when 
he  intimated  that  Democratic  candidates  who  opposed  the  use 
of  force  against  Iraq  would  be  made  to  regret  it.  "It's  going  to 
stick  in  voters'  minds  that  the  Democrats  as  a  party  didn't 
want  to  get  involved  in  the  Middle  East,  no  matter  how  badly 
Saddam  Hussein  acted,"  gloats  GOP  operative  David  Keene,  a 
top  aide  in  the  1988  Presidential  campaign  of  Senate  Minority 
Leader  Bob  Dole  (R-Kan.). 

The  Democrats'  best  hope  may  be  that  the  economy  remains 
weak,  the  war  ends  swiftly,  and  Bush's  inflated  approval 
rating  returns  to  earth.  Then  Democratic  contenders  would  try 
to  trigger  a  national  debate  on  the  costs  of  the  conflict  and 
neglected  problems  at  home.  But  the  way  things  are  shaping 
up,  whoever  emerges  to  deliver  this  message  will  have  to  talk 
mighty  fast. 

By  Douglas  Harbrecht  and  Paula  Dwyer 
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WILL  A  SINGLE  EUROPEAN  CURRENCY  CREATE 
BUSINESS  OPPORTUNITIES  THERE,  OR 
JUST  STIFLE  CAPITAL  FORMATION  HERE? 
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Etonoinic  chaiigt-  opens  tlcjois  lor  soinc  and  closes  doors  on  others, 
('oinpanics  with  the  affility  to  lake  advantage  of  change  often  gel  a  leal  edge 
on  llieir  ( oinix  iiiion.  If  soii'ii-  looking  foT  a  < oinpelilive  advantage  here  in 
ihe  U.S.,  or  even  ii  yon'ie  conlem|)l,iling  overseas  expansion,  EDS  can  help — 
with  coni|)nling  and  toinmunicitions  systems  that  let  yon  respond  faster, 
improve  quality,  and  contiol  costs. 

IS  MANAGING  YOUR  INFORMATION  MANAGING  YOU? 

Infoiination  that  helps  you  achieve  your  business  goals  is  valuable. 
Inloi  Illation  for  infoi  niation's  sake  is  not.  ED,S  can  help  evaluate  your  informa- 
tion technology  to  make  sure  you  get  more  of  the  former  and  less  of  the  latter. 

ARE  YOUR  NEEDS  UNIQUE? 

EDS  has  an  unmatched  record  of  developing  systems  and  software  for  a 
business's  individual  needs.  Not  off-the-shelf,  one-size-fits-all  solutions. 
No  other  systems  developers  have  as  much  experience  in  as  many  business 
areas  as  EDS. 

CAN  YOUR  SYSTEMS  REALLY  BE  INTEGRATED? 

For  over  28  years  we've  been  making  hardware,  software,  communications, 
process  and  people  work  together  seamlessly.  You  won't  find  a  systems  inte- 
grator with  a  longer  or  better  record  of  results. 

SHOULD  YOU  MANAGE  LESS  AND  LEAD  MORE? 

We  provide  systems  management  for  giant  industry  leaders  and  small  com- 
panies on  their  way  to  becoming  leaders.  So  we  can  help  manage  your 
infV)rmation  systems  a  little  or  a  lot.  We  work  closely  with  your  people,  to  add 
resources,  new  technology  and  piovide  flexibility,  so  you  can  focus  on  your 
core  business. 

CAN  EDS  PUT  INFORMATION  TECHNOLOGY  TO  WORK  FOR  YOU? 

Keeping  your  eyes  on  tfie  changing  lousiness  environment  has  never  been  more 
important.  And  even  though  you  can't  control  change,  you  can  take  advan- 
tage of  it  with  EDS.  To  leai  n  more  about  how  we  might  help  you,  write  EDS, 
7171  Forest  Lane,  BW6,  Dallas,  TX  75230.  Oi  call  (214)  49()-2U()(),  ext.  206. 


EDS 
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A  TSUNAMI  OF  RED  INK  SWEEPS 
ACROSS  JAPAN 


With  interest  rates  liigh,  an  unprecedented  number  of  companies  are  going  bankrupt 


IDLE  SPECULATION:  NANATOMi'S 
UNFINISHED  RESORT 


TO  i)ump  up  earnings,  Tokyo  steel 
processor  Kyowa  Corp.  played  the 
go-go  Japanese  real  estate  market 
in  the  late  198()s.  But  in  November. 
Kyowa  paid  the  price.  With  land  prices 
falling  and  interest  rates  rising,  the  com- 
pany couldn't  meet  payments  on  its  $1.6 
billion  debt  and  filed  for  bankruptcy. 
The  fallout  didn't  end  there.  On  Feb.  1, 
metal  trader  lida  Sangyo  Co.  followed 
Kyowa,  its  main  customer,  into  bank- 
ruptcy court  with  $197  million  in  debt. 

Across  Japan,  known  more  for  booms 
than  busts,  an  unprecedented  number  of 


big  companies  are  going  bank- 
rupt, seeking  court  protection, 
similar  to  Chapter  11  in  the 
U.  S.  In  December  alone,  there 
were  12  large-scale  bankrupt- 
cies, setting  a  one-month  re- 
cord. Last  year,  the  tab  for 
failed  companies  jumped 
to  $15.3  billion,  and  this  year,  it 
could  more  than  double  (chart). 
The  first  to  go  down  are  up- 
starts such  as  Kyowa,  which 
went  on  a  frenzied  buying 
spree  that  helped  push  Japan's 
land  and  stock  prices  to  dizzy- 
ing highs.  But  now,  even  big- 
ger companies  are  wobbling 
close  to  the  edge.  "It's  going  to 
get  much  worse,"  warns  Mar- 
iko  Kodama.  an  analyst  at  Mi- 
kuni  &  Co..  a  credit-rating  firm. 
STRONGER  HAND.  Not  everyone 
IS  distressed  about  the  recent 
surge  of  red  ink.  Since  late 
1989,  the  Bank  of  Japan  has 
been  trying  to  force  land  and 
stock  prices  back  down  to  af- 
fordable levels  by  reining  in 
bank  lending  and  hiking  inter- 
est rates.  Now,  it's  succeeding. 
Since  early  1990,  condominium 
prices  have  fallen  30%  in  Tokyo 
and  Osaka,  while  the  stock 
market  has  dropped  Even 
though  the  stock  market  has 
recently  rallied  on  optimism 
over  the  gulf  war  (page  78)  and 
hopes  that  the  Bank  of  Japan 
will  soon  ease  interest  rates,  it 
won't  be  enough  to  prevent 
more  high  rollers  from  sinking. 
Many  government  officials  believe 
that  cracking  down  on  Japan's  casino 
society  and  tightening  bank  lending  will 
only  enhance  Japan's  competitiveness. 
The  cash  siphoned  off  by  the  real  estate 
and  stock  markets  will  now  flow  into 
industry.  "The  Bank  of  Japan  seems  to 
think  a  few  good  bankruptcies  will  make 
everyone  tighten  their  collars  and  shape 
up,"  says  Robert  A.  Feldman,  an  econo- 
mist at  Tokyo's  Salomon  Brothers  Asia 
Ltd.  "They  see  a  silver  lining  in  it:  In- 
vestments will  be  directed  toward  pro- 
ductive activities." 


So  far,  the  Bank  of  Japan  is  getting 
just  what  it  wants.  One  of  the  biggest 
land  and  stock  speculators,  Nanatomi 
Corp.,  with  $2.3  billion  in  debt,  went  bel- 
ly up  on  Jan.  17.  Two  weeks  later,  anoth- 
er big  fish,  Tobishima  Corp.,  which  had 
guaranteed  much  of  Nanatomi's  debt, 
announced  an  emergency  plan  to  sell  off 
land  to  reduce  its  borrowings  by  $1.2 
billion.  And  Itoman  &  Co.,  a  textile  trad- 
er that  plunged  into  the  property  mar- 
ket, will  shed  $5.5  billion  of  its  invest- 
ments in  condos  and  offices. 

At  the  same  time,  Japanese  banks  are 
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still  willing  to  l)uil  out  established  com- 
panies like  Iloman,  which  are  linked  to 
the  keiretsu,  the  country's  major  busi- 
ness groups.  "The  big  banks  will  move 
heaven  and  earth  to  keep  these  compa- 
nies afloat,"  says  analyst  Stuart  J.  Mat- 
thews at  Barclays  de  Zoete  Wedd  Securi- 
ties (Japan)  Ltd. 

But  as  the  price  of  such  rescues  rises, 
some  banks  are  demanding  a  role  in 
management.  Under  pressure  from  Su- 
mitomo Bank,  Roman's  president  recent- 
ly stepped  down,  and  a  10-man  team 
from  the  bank  is  now  guiding  the  com- 
pany's restructuring  plan.  "We  weren't 
watching  the  situation  closely  enough," 


says  a  Sumitomo  official.  And  as  Long- 
Term  Credit  Bank  tightens  its  grip  over 
resort  developer  EIE  International  Corp., 
the  impact  is  being  felt  in  the  U.  S.  The 
bank,  owed  $L6  billion  by  EIE,  wants  the 
company  to  sell  at  least  half  of  its  hold- 
ings, including  some  Grand  Hyatt  and 
Regency  hotels  in  the  U.  S.  More  forced 
sales  of  U.  S.  properties  are  likely. 
UNDER  PRESSURE.  The  high  cost  of  res- 
cues is  squeezing  some  lenders.  Hokur- 
iku  Bank's  $520  million  e.xposure  to  Nan- 
atomi  is  enough  to  wipe  out  more  than 
two  years  of  the  bank's  profits.  One  of 
Saitama  Bank's  main  customers,  Janome 
Sewing  Machine  Co.,  may  not  be  able  to 


pay  back  all  of  the  $L5  billion  in  loans  it 
used  to  fend  off  a  hostile  takeover.  The 
squeeze  is  forcing  some  weaker  Japa- 
nese banks  to  restrain  growth  overseas. 

High  interest  rates  also  are  hurting 
thousands  of  smaller  businesses.  The 
number  of  small  companies  filing  for 
bankruptcy  jumped  157'  last  fall  over 
the  same  period  a  year  ago.  In  Decem- 
ber, Tokyo's  Big  Co.,  a  discount  retailer 
that  piled  up  $79  million  in  debt  during  a 
foray  into  health  clubs  and  restaurants, 
filed  for  bankruptcy  protection.  For  big 
and  small  borrowers  in  Japan,  the  '90s 
are  off  to  a  sobering  start. 

By  Ted  Holdeu  it/  Tokyo 


SOUTH  AFRICA  I 


BUSINESS  GETS  READY 

TO  MARCH  BACK  TO  PRETORIA 


Interest  in  South  Africa  surges  as  an  end  to  sanctions  seems  near 


P 


iresident  F.  W.  de  Klerk's  promise 
'in  early  February  to  scrap  South 
Africa's  apartheid  laws  is  rever- 
berating through  boardrooms  from  Lon- 
don to  Los  Angeles.  Pretoria's  moves 
are  leading  to  a  lifting  of  sanctions  in 
the  European  Community,  and  the  U.  S. 
could  follow  as  early  as  this  spring. 
That's  spurring  executives 
to  take  a  new  look  at  in- 
vesting in  the  country  that 
was  off  limits  for  so  long. 

As  the  first  to  get  a 
green  light,  Europeans  are 
leading  the  way  back.  U.  S. 
companies  have  a  longer 
wait  since  public  opinion 
against  apartheid  still  runs 
strong,  and  Congress  could 
balk  at  lifting  sanctions  if 
reforms  stall.  Many  com- 
panies are  also  waiting  for 
clear  signals  from  the  Afri- 
can National  Congress 
about  when  foreign  capital 
will  be  welcome  again. 

Even  so,  there's  a  flurry 
of  interest.  Experts  on 
South  Africa  at  Washing- 
ton's Investor  Responsibil- 
ity Research  Center  Inc. 
have  gotten  a  surge  of  inquiries.  IRRC  is 
helping  plan  a  forum  in  South  Africa  on 
a  future  foreign  investment  code.  Con- 
struction giant  Bechtel  Group  Inc., 
which  closed  its  South  Africa  office  in 
1986,  has  hired  Chester  A.  Crocker,  for- 
mer Assistant  Secretary  of  State  for  Af- 
rican Affairs  as  a  consultant  on  the  re- 
gion. And  former  Reebok  Interna- 
tional President  C.  Joseph  LaBonte  is 
forming  an  executive  team  to  fund  black 
businesses. 


South  Africa's  battered  economy  and 
tumultuous  political  scene  hardly  make 
for  an  investor's  paradise.  But  many  see 
potential  in  the  country's  rich  resources 
and  large  labor  pool.  The  first  to  renew 
investment:  European  companies  holding 
large  stakes.  Hoechst,  the  German 
chemical  giant,  plans  to  invest  $40  mil- 


South  Africa,  many  of  whom  support 
continued  sanctions.  Companies  also 
face  a  myriad  of  state  and  local  laws 
that  deny  them  public  contracts  if  they 
do  any  South  Africa-related  business. 
'BUMPY  ROAD.'  New  investments  will 
first  come  from  companies  such  as  Phil- 
adelphia's Crown  Cork  &  Seal  Co.  that 
stayed  in  South  Africa  (table).  The  com- 
pany makes  bottle  caps  and  soda,  beer, 
and  aerosol  cans,  and  Chief  Executive 
William  J.  Avery  says  he  "would  start  a 
major  update  of  our  facilities,"  if  sanc- 
tions were  lifted. 

Ford  Motor  Co.,  on  the  other  hand, 
sold  its  stake  to  the  local  subsidiary 
South  African  Motor  Corp.  (Samcor)  and 
an  employee-owned  trust  in  1987.  Ford 


THE  AMERICANS 
THAT  STAYED 


Top  U.S.  employers  in  South  Africa 

Company 

Employees 

Caltex  Petroleum 

2,090 

International  Paper 

1,797 

Johnson  &  Johnson 

1,495 

Albany  International 

1,000 

Crown  Cork  &  Seal 

979 

United  Technologies 

939 

Joy  Technologies 

856 

American  Cyanamid 

855 

Minnesota  Mining  &  Mfg. 

851 

Dresser  Industries 

757 

DATA:  INVESTOR  RESPONSIBILITY 
RESEARCH  CENTER  INC, 


ALTHOUGH  FORD  SOLO  ITS  SAMCOR  STAKE  IN  1987,  STRONG  TIES  REMAIN 


lion,  mostly  in  a  packaging-material 
plant;  Britain's  Johnson  Matthey  PLC 
plans  a  new  catalytic-converter  plant. 

Pretoria  has  pledged  that  by  April,  it 
will  release  political  prisoners,  the  last 
remaining  condition  before  U.  S.  sanc- 
tions can  be  reconsidered.  That's  when 
the  White  House  is  expected  to  push  for 
at  least  a  selective  lifting  of  the  Compre- 
hensive Anti-Apartheid  Act  (CAAA)  of 
1986.  But  before  it  votes,  Congress  will 
seek  a  go-ahead  from  black  leaders  in 


has  strong  ties,  though:  Samcor  operates 
under  license  to  Ford,  has  three  Ford 
executives,  and  uses  the  Ford  insignia. 
Ford  executives  are  wary.  "You  have 
the  promise  of  the  dismantling  of  apart- 
heid," says  one  official,  "but  it  may  be  a 
bumpy  road."  Still,  there's  more  hope 
for  South  Africa  and  foreign  investors 
than  there  has  been  for  quite  some  time. 

By  Elizabeth  Weiner  in  New  York,  with 
Alan  Fine  in  Johannesburg,  Mark  Mare- 
mont  in  London,  and  bureau  reports 
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IC)|991  Aimrnan  Honda  Molor  Co  .  Inc 


The  amazing  new  ca:^ 
around  comers^  ui 


If  you  had  to  guess  what  it  is  about 
the  new  Accord  Wagon  that  makes  It  so 
remarkable,  you'd  probably  say  Honda 
engmeering  had  something  to  do  with  it. 

It  does.  Just  not  the  way  that  you 
might  think. 

You  see,  the  Accord  Wagon  is  the 
very  first  Honda  automobile  designed, 
developed,  engineered  and  built  solely  in 


the  U.S.  and  shipped  abroad. 

Styled  originally  at  Honda  R  &  I 
in  California,  it  is  manufactured  onl 
at  our  Marysville,  Ohio  facility.  Th 
factory  has  been  equipped  with  all  th 
technology  needed  to  build  our  newe; 
Accord  from  the  bottom  up,  from  highl 
sophisticated  body  panel  stamping  die  Ic 
to  bumper  fascia  injection  molds. 


iirom  Ohio  that  goes 
iiills  and 


And  should  a  part  not  be  tooled  on 
te,  chances  are  it's  made  nearby  at  our 
jina,  Ohio  engine  plant  and  sent  over 
)r  final  assembly. 

Once  finished,  Accord  Wagons  are 
lipped  to  Honda  dealers  far  and  wide. 
lOth  here  and  across  Belgium,  France, 
rermany,  Great  Britain  and  Holland, 
hey  even  go  to  Japan. 


But  then,  that's  nothing  new  to  us. 
We  have  been  exporting  American-made 
Honda  automobiles,  lawn  mowers  and 
motorcycles  lor  years. 

It  is  all  part  of  our  commitment  to 
building  a  self-reliant  car  company  in 
the  United  States  that  can  compete  with 
any  automaker.  Anywhere. 


le  Corporation 


STRATEGIES  I 


HDTV  ISN'T  CLEARING  UP 
ZENITH'S  PICTURE 


Even  if  its  entry  is  named  the  U.S.  standard,  profits  are  far  off 


Last  December,  Zenith  Electronics 
Corp.  announced  what  it  called  a 
stunninj:^  breakthrough  in  the  glob- 
al race  to  market  high-definition  televi- 
sions in  the  U.  S.  Zenith  and  partner 
American  Telephone  &  Telegraph  Co. 
unveiled  an  all-digital  version  of  HDTV 
that  promised  movie-theater-quality  pic- 
tures and  crisp  sound  that  would  rival 
any  compact-disk  player.  Could  it  be  that 
America's  last  major  independent 
television  maker  has  a  shot  at  a 
comeback? 

Well,  things  change  quickly  in  the 
world  of  consumer  electronics.  And 
though  Zenith  Chairman  Jerry  K. 
Pearlman  is  sure  his  company  will 
triumph  in  HDTV,  the  outlook  seems 
fuzzy  at  best.  For  one  thing,  rival 
contenders  in  the  HDTV  sweepstakes 
have  also  proposed  all-digital  sys- 
tems, which  convert  over-the-air 
broadcast  signals  into  a  more  precise 
transmission  language  than  analog 
broadcast  signals. 

Small  wonder  that  Pearlman  and 
others  so  covet  HDTV.  If  Zenith  can 
get  the  nod  from  the  Federal  Commu- 
nications Commission  for  its  HDTV 
transmission  standard,  the  company 
will  collect  not  only  the  glory  but  roy- 
alties of  as  much  as  $10  a  set.  More- 
over, Pearlman  sees  explosive  growth 
in  the  coming  market  for  these  new- 
generation  TVs,  which  should  hit  the 
stores  by  late  1994.  Sales  could  reach 
1  million  sets  annually,  or  about  5'a 
of  the  U.S.  market, "by  1996,  says 
Sidney  Topol,  who  heads  the  Electronics 
Industries  Assn.'s  advanced-television 
committee. 

'WISHFUL  THINKING.'  But  even  if  the  I-  <  ■(  ■ 

chooses  Zenith's  system,  victory  could 
prove  Pyrrhic.  Consumers  may  balk 
paying  a  big  enough  premium  for  Zenith 
to  recover  its  $50  million  investment 
quickly  or  to  turn  a  profit  after  the  sets 
are  introduced.  "If  you're  placing  all  of 
your  bets  for  profitability  on  HDTV,  I 
think  that's  somewhat  wishful  think- 
ing," says  Francis  J.  Myers,  president  of 
Wells-Gardner  Electronics  Corp.,  a  Ze- 
nith customer. 

Pearlman  may  never  have  a  chance  to 


put  the  issue  to  a  test.  A  New  Jersey- 
based  investment  group  called  Nycor 
Inc. — Zenith's  largest  shareholder,  with 
a  7.9'/'  stake — has  launched  a  proxy 
fight  to  field  its  own  slate  of  directors  at 
the  company's  annual  meeting  in  April. 
Nycor  isn't  talking,  but  most  observers 


think  its  CEO,  Salvatore  Giordano  Jr.,  is 
serious  about  seizing  control  of  Zenith 
or  possibly  buying  out  the  company's 
core  TV  business.  He  may  well  receive  a 
sympathetic  hearing  from  shareholders: 
Zenith's  stock  now  sells  for  a  mere  $7 — 
roughly  half  of  book  value. 

Even  if  Pearlman  manages  to  outfox 
Giordano,  Zenith  faces  tough  times 
ahead.  From  1985  to  1989,  the  company 
lost  $142.7  million.  And  Shearson  Leh- 
man Brothers  Inc.  projects  a  1990  loss  of 
$40.9  million  on  $1.44  billion  in  sales.  De- 
spite the  1989  sale  of  Zenith's  personal- 
computer  operations  to  France's  Groupe 
Bull  for  $511.4  million,  which  let  Zenith 
clean  up  its  balance  sheet,  the  compa- 
ny's steadily  declining  net  worth  prompt- 
ed Zenith  to  reach  more  lenient  terms 
with  its  bankers  recently. 
BRAVE  BET.  Through  all  this,  Pearlman 
has  displayed  his  typical  self-confidence. 
When  he  sold  Zenith's  computer  busi- 


i  iKmE  ioiE 


ness,  he  bravely  bet  the  company's  fu- 
ture on  reversing  its  protracted  slide  in 
the  television  business.  And  he  isn't 
sweating  now.  "We  believe  we  have  a  lot 
of  options,"  says  Pearlman. 

Trouble  is,  none  of  them  is  too  desir- 
able. For  starters,  Pearlman  hasn't  ruled 
out  selling  the  core  TV  operations — 
which  account  for  777f  of  sales — though 
he  insists  that  they're  an  integral  part  of 
Zenith's  HDTV  strategy.  But  if  Nycor  be- 
comes enough  of  a  threat,  Pearlman 
might  offer  the  business  to  Giordano  to 
fend  him  off.  Pearlman  could  also  un- 
load Zenith's  profitable  cable-products  or 
computer-monitor  businesses. 
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A  far  more  palatable  alternative 
would  be  winning  over  a  friendly  inves- 
tor. "That's  something  Jerry's  looking 
at — and  it's  worth  looking  at,"  says  Ze- 
nith Director  Peter  S.  Willmott,  former 
chairman  of  retailer  Carson  Pirie  Scott 
&  Co.  One  very  deep  pocket  that  might 
fit  the  bill  is  HDTV  partner  AT&T.  The 
telephone  giant  won't  comment,  but  both 
sides  may  expand  their  HDTV  partner- 
ship. "There  are  lots  of  things  we  could 
work  on  together,"  notes  Arun  Netra- 
vali,  who  heads  the  HDTV  effort  for  AT&T 
Bell  Laboratories. 

Meanwhile,  Zenith  is  barreling  ahead. 
In  April,  the  FCC  will  begin  evaluating 
six  transmission  proposals.  The  technical 
kinks  haven't  been  worked  out  of  any  of 
them,  but  the  inside  track  belongs  to  the 
four  all-digital  versions.  Aside  from  Ze- 
nith and  AT&T,  Massachusetts  Institute 
of  Technology  and  General  Instrument 
have  teamed  up  to  propose  two  separate 
approaches.  And  a  consortium  made  up 
of  Thomson,  Philips,  the  David  Sarnoff 
Research  Center,  and  NBC  has  one,  too. 
A  decision  is  expected  in  mid-1993.  Says 
Pearlman:  "We  think  it  will  be  us." 

Just  in  case  it  isn't,  he's  also  pursuing 
related  work  on  the  company's  flat-ten- 
sion-mask computer  monitor,  which  sub- 
stantially eliminates  glare  and  offers 
less  distortion  than  curved  personal-com- 
puter screens.  Zenith  is  also  expanding 
into  larger,  16-  and  17-inch  computer 
monitors — a  potentially  lucrative  mar- 
ket. Pearlman  has  already  started  adapt- 
ing the  superior  flat-tube  technology  to 
his  TV  sets. 

CROWDED  MARKET.  Such  high-technology 
gambits  are  promising.  But  Pearlman 
still  faces  a  devil  of  a  time  selling  the 
company's  current  color  TVs,  video- 
cassette  recorders,  and  camcorders  in  a 
glutted  electronics  market.  According  to 
Television  Digest,  Zenith's  share  of  the 
color-TV  market  had  fallen  to  11.65%  by 
mid-1990,  from  17.5%  back  in  1984. 

With  that  track  record,  some  wonder 
whether  new  management  might  do  bet- 
ter. Nycor  certainly  thinks  so.  Nycor's 
Giordano  is  also  CEO  of  Fedders  Corp.,  a 
New  Jersey  room  air-conditioner  maker 
that  he  turned  around  in  the  mid-1980s. 
Through  acquisitions,  cost-cutting,  and 
aggressive  marketing,  Giordano  bucked 
stiff  foreign  competition  to  push  Fed- 
ders' share  up  to  35%  in  1990,  from  10% 
in  1985,  according  to  A.  G.  Edwards  Inc. 

At  least  one  Zenith  investor,  Boniface 
Zaino,  a  managing  director  of  the  TCW 
I  Value  Added  Funds,  is  leaning  toward 
Giordano.  "A  competent  management 
ought  to  be  able  to  get  profits  out  of  a 
billion-dollar  business,"  he  gripes.  If 
enough  other  investors  agree,  they  may 
well  pull  the  plug  on  Pearlman's  strate- 
gy to  rebuild  Zenith  around  that  daz- 
zling gizmo  of  the  future:  HDTV. 

By  Lois  Therrien  in  Chicago 


TYSON:  "I'LL  PROBABLY  BE  BACK  ON  THE  ACQUISITION  TRAIL  IN  SEPTEMBER' 


TYSON  IS  WINGING 
ITS  WAY  TO  THE  TOP 


His  critics  confounded,  Don  Tyson  is  sending  liis  birds  overseas 


About  two  years  ago,  it  looked  as 
though  the  ever-acquisitive  Don- 
ald J.  Tyson  might  have  bitten 
off  more  than  he  could  chew.  Tyson 
Foods  Inc.  had  just  triumphed  after  an 
eight-month  bidding  contest  with  giant 
ConAgra  Inc.  for  poultry  powerhouse 
Holly  Farms  Corp.  Yet  the  $1.4  billion 
deal  also  pushed  the  company's  debt  lev- 
el to  a  dicey  75%'  of  capitalization — an 
uncomfortable  position,  many  figured. 

As  it  turns  out,  the  critics  have  a  little 
egg  on  their  faces.  Tyson  has  since  sold 
$250  million  in  assets  and  last  summer 
had  few  problems  raising  $94  million 
from  a  stock  offering  in  a  pretty  grim 
market.  Thanks  to  the  company's  robust 
cash  flow,  Tyson  has  already  whittled 
down  $500  million  in  debt  from  the  ac- 
quisition. "I've  had  to  eat  some  crow," 
admits  John  M.  McMil- 
lin,  a  Prudential-Bache 
Securities  Inc.  analyst 
who  raised  questions 
about  Tyson's  ability  to 
handle  such  a  large 
debt. 

At  the  same  time,  Ty- 
son Foods  has  moved 
quickly  to  capitalize  on 
Holly  Farms  beef  and 
pork  offerings,  has 
rolled  out  some  new 
chicken  products  of  its 
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TYSON: 
TRIMMING  DEBT 


LONG-TERM  DEBT  AS  SHARE 
Of  CAPITALIZATION 
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own,  and  is  now  casting  around  for  new 
growth  overseas.  Chairman  Tyson,  who 
has  made  17  mergers  in  28  years,  is  even 
talking  about  bagging  a  few  more  com- 
panies: "I'll  probably  be  back  on  the  ac- 
quisition trail  in  September,"  he  says. 
'FISHING.'  Thanks  to  the  Holly  merger, 
Tyson  Foods  now  outsells  No.  2  Con- 
Agra by  nearly  a  two-to-one  margin  in 
chicken  products.  And  with  earnings  ex- 
pected to  jump  20%'  this  year,  to  $144 
million,  on  sales  of  $4.3  billion,  Tyson 
plans  to  slice  $100  million  more  off  its 
debt  by  the  end  of  September.  The 
shrinking  burden  prompted  Tyson's  lead 
lender,  Bank  of  America,  to  remove  the 
company  from  its  portfolio  of  highly  le- 
veraged transactions. 

The  affable  60-year-old  chairman,  an 
avid  deep-sea  fisherman,  says  he's  look- 
ing for  deals  in  chicken, 
pork,  beef,  and  possibly 
turkey.  "Don  equates 
looking  for  companies 
with  fishing,"  says 
Chief  Financial  Officer 
Gerald  Johnston.  "He 
puts  the  bait  on  the 
line,  and  then  he  reels 
the  catch  in."  During 
the  1980s,  that  style 
helped  Tyson's  sales 
grow  from  $390  million 
to  $3.8  billion,  while 
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communications 


Ever  wonder  why  NIKE 
products  perform  so  well? 
One  reason  is  that  they're 
designed  with  the  latest 
technological  advances,  A 
ciasrn  that  NIKE  can  now 


also  mafee  about  their  com- 
munications system. 

Recently,  GTE  put  into 
place  a  complete  telecom- 
munications network  at 


the  cdtnpany's  new  world 


headquarters  in  Beaverton, 
Oregon.  This  voice  and 
fiber-optic  data  network 
will  not  only  enhance 
customer  service  opera- 
tions and  productivity,  itll 
actually  make  N^CE  run 
eve^  faster. 


Customized  Communi- 
cations Networks  from 
GTE.  Call  us.  We  may  be 
able  to  help  you  just  do  it 
a  little  bit  better. 


Vanguard  U.S.  Treasury  Bond  Portfolio 

HOW  TO  GET 
STEADY  MONTHLY  INCOME 
WITH  NO  CREDIT  RISK 


Look  into  the  Vanguard  U.S. 
Treasury  Bond  Portfolio- 
invested  entirely  in  Treasury  bonds 
and  other  "full  faith  and  credit 
obligations"  of  the  U.S.  Government. 
The  safest  type  of  investments 
available. 

The  Portfolio  bonds  are  backed 
by  the  Government,  but  not  the 
value  of  the  shares.  That  means 
share  price  and  yield  fluctuate  as 
interest  rates  change.  But  timely 
payment  of  principal  and  interest 
on  the  bonds  is  guaranteed. 

Portfolio  operating  costs  in  this 
pure  no-load  fund  are  well  below 
the  average  income  fund.  The 
result:  less  expenses  deducted 
from  earnings . . .  more  income  for 
you.  Minimum  initial  investment: 
$3,000...  $500  for  IRAs. 


Call  1-800-662-7447 
Any  Hour,  Any  Day 
For  A  Free  Information  Kit 

'"piease  send  me  a  free  copy  of  the  U.S. 
Treasury  Bond  Portfolio  Information 

Kit  containing  a  prospectus  with  more 
complete  information  on  the  Vanguard 
Fixed  Income  Securities  Fund  and  the 
U.S.  Treasury  Bond  Portfolio,  including 
advisory  fees,  distribution  charges  and 
other  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money 
Vanguard  U.S.  Treasury  Bond  Portfolio 
P.O.  Box  2800 

Valley  Forge,  Pennsylvania  19482 

Name  


Address  _ 

City  

Zip  

(28) 


-State. 


- Phone _ 
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profits  jumped  tenfold,  to  $120  million. 

Tyson's  quest  for  a  chicken  empire 
without  rival  goes  way  back.  He  worked 
part-time  at  the  family-owned  business 
and  left  the  University  of  Arkansas  ear- 
ly to  join  the  company  as  a  feed-mill 
manager  in  1952.  In  1967,  his  parents 
were  killed  in  a  car  accident  and,  at  the 
age  of  37,  Tyson  became  CEO. 

Tyson  Foods  went  public  during  the 
early  19G0s,  but  the  company's  culture  is 
decidedly  laid  back.  The  chairman  pre- 
fers sports  shirts  and  a  pair  of  khakis  to 
Brooks  Brothers  suits.  And  he  runs  his 
chicken  empire  from  a  replica  of  the 
White  House  Oval  Office — save  for  a 
few  egg-shaped  doorknobs. 

As  for  future  gains,  Tyson  Foods  has 
room  to  expand.  In  response  to  customer 
concerns  over  health,  fast-food  chains 
added  more  chicken  items  to  their 
menus.  Buying  Holly  helped  Tyson  meet 
that  increased  demand.  Now,  it  supplies 
the  top  fast-food  chains,  such  as  McDon- 
ald's and  Kentucky  Fried  Chicken,  and 
sales  to  them  are  growing  57<  a  year. 

And  owing  to  the  merger,  Tyson  now 
has  a  much  bigger  presence  in  super- 
markets. That's  where  it's  aggressively 
marketing  new  products  such  as  Looney 
Tunes  Meals,  a  line  of  microwavable  din- 
ners for  kids. 

TOO  MANY  CHICKENS.  Not  all  is  going  so 
smoothly.  Capacity  for  fresh  poultry 
products  industrywide  has  risen  steadily 
since  197.5,  and  supply  is  expected  to 
jump  &/<  this  year,  while  consumption 
will  rise  only  47'  to  57'.  Although  127'  of 
Tyson  Food's  revenues  come  from  basic 
poultry  sales,  the  company  still  feels  the 
pinch  when  retail  chicken  prices  tumble. 

Still,  with  Holly  Farms  under  its  wing, 
Tyson  Foods  no  longer  has  to  count  ex- 
clusively on  poultry  products  for  future 
growth.  The  company  expects  its  new 
beef  and  pork  lines,  acquired  in  the  Hol- 
ly deal,  to  bring  in  $1  billion  each  over 
the  next  five  years.  And  Tyson  has  used 
its  nationwide  marketing  muscle  to  ex- 
pand Holly's  Quik-to-Fix  chicken-fried 
steak  line  beyond  its  Southern  base. 

The  challenge  of  the  moment  is  Don 
Tyson's  attempted  expansion  abroad. 
Last  month,  the  chairman  actually  put 
on  a  coat  and  tie  for  an  overseas  mission 
to  drum  up  new  European  sales.  The  job 
won't  be  easy.  On  a  per  capita  basis, 
Europeans  eat  only  about  half  the  poul- 
try that  Americans  consume  annually. 

Tyson  recently  got  a  taste  of  how  dif- 
ficult doing  deals  abroad  will  be  when  he 
returned  empty-handed  from  his  Janu- 
ary trip.  Still,  considering  Tyson's  stun- 
ning conquest  of  the  poultry  market  at 
home,  Europe  probably  hasn't  heard  the 
last  of  the  chicken  man  from  Arkansas. 

By  Stephanie  Anderson  Forest  in 
Springdale,  Ark. 
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EALM  AKERS I 


STANLEY  GOLD  IS 
STILL  GIVING  CHASE 


Roy  Disney's  takeover  artist  says  he's  closing  in  on  a  deal — again 


The  typical  corporate  Christmas 
card,  stamped  with  a  picture  of 
Santa  Glaus  or  maybe  a  nice  win- 
ter scene,  just  wouldn't  do  for  Shamrock 
Holdings  Co.  Turning  out  in  their  Hal- 
loween best,  this  year  the  Burbank 
(Calif.)  dealmakers  sent  out  pictures  of 
themselves  decked  out  as  gangsters, 
cheerleaders,  and  cowboys.  In  the  mid- 
dle, dressed  as  a  ninja  warrior,  was  the 
head  dealmaker  himself,  Stanley  Gold. 

The  picture  says  a  lot  about  Stanley 
Gold.  No  slave  to  convention,  he  also 
doesn't  mind  showing  up  at  work  in 
shorts  and  a  Mickey  Mouse  sweatshirt 
every  now  and  then.  But  Gold  is  all  busi- 
ness when  he  has  to  be:  The  onetime 
lawyer  gained  fame  in  1984 
for  muscling  the  Walt  Disney 
Co.  into  replacing  chief  execu- 
tive officer  Ronald  Miller  with 
Michael  D.  Eisner.  Mean- 
while, he  has  built  a  $2  billion 
empire  of  radio  and  TV  sta- 
tions, real  estate,  and  music 
stores  for  Roy  Disney,  Walt's 
61-year  old  nephew. 

Yet  it  has  been  months 
since  Gold  has  made  a  deal, 
and  as  he  paces  the  Shamrock 
headquarters  conference 
room,  he  is  clearly  restless. 
On  three  recent  occasions,  he 
has  come  within  inches  of  a 
takeover  only  to  have  the  deal 
fall  apart  (table). 

'FRUSTRATING.'  So  Gold,  48, 
and  his  team  of  three  deal- 
makers  are  on  the  prowl 
again.  They  have  spent  the 
past  few  months  sifting 
through  mountains  of  docu- 
ments and  have  narrowed 
their  takeover  search,  they 
say,  to  three  candidates.  Gold 
isn't  tipping  his  hand,  but  it's 
a  safe  bet  his  targets  are  in 
retail  or  consumer  goods,  ac- 
cording to  people  close  to  him. 
An  announcement  could  come 
in  March,  Gold  hints. 

Gold's  latest  fizzled  deal 
was  a  bid  for  Child  World 
Inc.,  the  troubled  toy  retail 
chain.   Shamrock's  Trefoil 


EOPLE 


Capital  Investors,  the  $450  million 
"white  squire"  fund  created  to  buy  fail- 
ing companies,  offered  $175  million  but 
walked  away  just  after  Thanksgiving. 
Since  then.  Child  World,  saddled  with 
mountains  of  junk-bond  debt,  has  sus- 
pended payments  to  banks  and  creditors. 
"It  is  frustrating  when  you  get  this 
close  and  don't  come  away  with  some- 
thing," Gold  concedes.  "But  I  would  be  a 
heck  of  a  lot  more  frustrated  if  I  bought 
a  company  that  fell  apart  on  me." 

Habitually  chewing  on  an  unlit  cigar. 
Gold  at  times  looks  like  central  casting's 
idea  of  a  Wall  Street  tough  guy.  But  he 
wasn't  always  so  intimidating.  At  Van 
Nuys  (Calif.)  High  School,  recalls  one 


RfSTLESS:  GOLD 
HASN'T  HAD  A 
SCORE  IN  MONTHS 


TREFOIL'S  RECORD:  0-3 


KOOR  INDUSTRIES  Offered  $100  million,  plus  assumption  of 
$1.2  billion  in  debt,  for  control  of  Israel's  largest  employer  in  Janu- 
ary, 1990.  Koor  declined,  continues  looking  to  refinance  debt 

SOUTHLAND  Inspected  the  books  of  troubled  7-Eleven  franchi- 
sor in  April,  1990.  Southland  instead  sought  Japanese  financing, 
gave  Trefoil  an  undisclosed  fee  for  breaking  off  talks 

CHILD  WORLD  Offered  $  1 75  million  in  cash  and  debt  for  strug- 
gling toy  retailer  in  July,  1990,  then  backed  out  after  looking  at  its 
books.  Company  continues  looking  for  a  buyer 


friend,  he  weighed  a  slight  125  pounds 
and  was  a  sprinter  on  the  track  team. 
Gold  got  a  bachelor's  degree  at  the  Uni- 
versity of  California  at  Los  Angeles  and 
went  on  to  the  University  of  Southern 
California  law  school.  After  graduating 
in  1967,  he  landed  a  job  at  Gang,  Tyre  & 
Brown  Inc.,  an  old-line  entertainment 
law  firm  whose  clients  included  Bob 
Hope,  George  Burns,  and  Roy  Disney. 
ROY'S  RAID.  The  dealmaker  made  his 
name  in  the  1984  battle  for  Walt  Disney 
Co.  With  Roy  Disney  and  another  major 
investor,  Sid  R.  Bass,  who  owned  9%  of 
the  studio.  Gold  led  the  boardroom  coup 
that  ousted  Walt's  son-in-law  Ronald 
Miller  and  brought  in  Eisner  as  CEO  and 
lawyer  Frank  G.  Wells  as  president. 
Gold  increased  Roy  Disney's  stake  from 
37^  to  5.27"  and,  backed  by  junk-bond 
king  Michael  R.  Milken,  plotted  to  take 
over  the  company.  Eventually,  he 
dropped  the  bid  for  a  pair  of  board 
seats,  which  he  and  Roy  Disney  used  to 
agitate  for  Miller's  removal. 

The  coup  launched  Gold  into  a  series 
of  other  deals.  In  1985,  after  leaving  the 
law  firm  to  become  Shamrock's  presi- 
dent. Gold  bought  Indiana  food-proces- 
sor Central  Soya  Co.  for  $350 
million,  selling  it  two  years 
later  for  a  $125  million  profit. 
In  the  years  that  followed,  he 
launched  takeover  fights 
against  ad  agency  Foote, 
Cone  &  Belding  Communica- 
tions and  Polaroid,  and 
bought  a  227  stake  in  oil-drill- 
er Enterra.  Gold  also  bought 
the  Music  Plus  and  Sound 
Warehouse  Inc.  record-store 
chains — companies  Shamrock 
still  controls. 

Then  he  hit  his  dry  spell. 
Last  year.  Gold  pursued  Is- 
raeli electronics  giant  Koor 
Industries  Ltd.  After  talking 
to  Gold  and  some  rivals,  Koor 
pulled  out  of  the  market  to 
plot  a  restructuring  that  will 
keep  it  independent.  Trefoil 
also  took  a  close  look  at 
Southland  Corp.'s  books  just 
before  the  troubled  7-Eleven 
operator  sold  a  757  interest 
to  the  operators  of  its  Japa- 
nese stores.  "Stanley  Gold  is 
one  of  the  really  smart  fellas 
out  there,"  says  Fort  Worth 
dealmaker  Richard  E.  Rain- 
water, who  worked  with  Bass 
on  the  Disney  deal.  "Whatev- 
er he  buys,  he's  going  to 
make  better."  But  first  he  has 
to  complete  a  deal. 

By  Ronald  Grover  in  Los 
Angeles 
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PUBLISHING  I 


CAN  HACHETTE'S  DREAMS 
SURVIVE  ITS  DEBT? 


The  publisher's  plunge  into  TV  has  analysts  worried 


Jeuii-Luc  Lagardere  likes  action  and 
gfowth — and  lie's  having  a  hard 
time  doing  without  them.  Colleagues 
say  the  chairman  of  French  publishing 
giant  Hachette  has  long  di-eamed  of 
making  his  company  the  world's  biggest 
media  conglomerate.  (It's  No.  5  now.)  In 
particular,  he  has  his  eye  on  the  U.  S., 
where  he  wants  to  buy  into  TV  produc- 
tion and  add  magazines  to  his  collection. 
"We  would  have  made  acquisitions  in 
the  U.  S.  last  year  if  we  had  had  the 
money,"  he  says  ruefully. 

The  lull  in  growth  is  the  first  since 
Lagardere  and  some  associates  bought 
control  of  this  formerly  stodgy  publisher 
in  1981.  Lagardere,  a  canny  and  charm- 
ing businessman  who  built  his  fortune 
running  a  defense  company,  has  quadru- 
pled Hachette's  size  and  expanded  its 
operations  outside  France 
But  the  acquisition  spree, 
which  included  the  1988 
purchase  of  Diamandis 
Communications  Inc.  in 
the  U.  S.  for  $712  million, 
piled  up  $1 .()  billion  in 
debt — nearly  two  times 
the  company's  equity.  The 
result  hasn't  been  pretty: 
Debt  payments  and  the  slump 
in  magazine  advertising 
shrank  Hachette's  profits  by 
SiY/r  last  year,  to  a  mere  $46 
million  on  $6  billion  in  sales — 
and  [)rofit  is  expected  to 
flat  this  year. 

Even  so,  Lagardere  is  itch- 
ing to  do  some  deals.  "I  can't 
wait  on  opportunities,"  he 
says.  But  even  he  would  pre- 
fer to  lighten  Hachette's  debt 
load  first.  Last  summer,  he 
tried  to  .sell  Woman's  Day, 
but  he  couldn't  get  his  i>i-ice 
of  $200  million.  So  now.  La- 
gardere is  looking  to  raise 
about  $400  million  by  selling 
"nonstrategic"  French  assets, 
probably  Paris  real  estate  and 
provincial  newspapers.  Then 
he  wants  to  shop  for  U.  S. 
beauty,  fashion,  and  leisure 
magazines — a  specialty  of  Ha- 
chette, which  publishes  Elle. 


Next  fall,  he  plans  to  launch  a 
new  vacation  magazine  in  the 
U.  S.  In  magazines,  says  Vice- 
Chairman  Daniel  Filipacchi, 
"we're  buyers,  not  sellers." 

Lagardere  is  also  making  a 
big  move  into  television.  After 
trying  for  years  to  buy  into 
French  TV,  he  paid  $100  million 
last  year  for  a  257f  stake — the 
legal  maximum — in  a  profitless 
French  network  called  La  Cinq 
airs  a  steady  diet  of  mediocre  movies. 
Hachette  will  manage  it,  aiming  for  a 
profit  by  1994.  Lagardere  sees  La  Cinq 
as  the  core  of  a  new  TV  empire,  with 
eventual  stakes  in  other  European  net- 
works and  production  in  Hollywood. 

Such  talk  worries  the  Paris  Bourse. 
Hachette  shares  have  already  plunged 


LAGARDERE:  SELLING  "NONSTRATEGIC"  FRENCH  ASSETS 


which 


ESTIMATED  1 990  REVENUE:    $6  BILLION 
PROFIT:    $46  MILLION 


Category 


Percentage  of  revenues 


MAGAZINE,  NEWSPAPER  PUBLISHING 

ELIE,  BOATING,  POPULAR  PHOTOGRAPHY,  STEREO  REVIEW 

DISTRIBUTION  OF  MAGAZINES,  NEWSPAPERS, 
BOOKS,  TOBACCO,  DUTY-FREE  ITEMS 


BOOK  PUBLISHING 

HACHETTE LITTERATURE  GRASSET,  LECHENE  GROLIER 

TV  AND  FILM  PRODUCTION, 
RADIO  BROADCASTING 

DATA:  COMPANY  REPORTS 


()0'^  since  May.  And  analysts  gripe  that 
stock  performance  counts  little  with  La- 
gardere, who,  with  two  associates  and  a 
French  bank,  controls  52'X  of  the  compa- 
ny. They  doubt  that  Lagardere  can  easi- 
ly sell  assets  because  of  France's  weak 
economy.  And  "making  acquisitions  in- 
stead of  cutting  debt  would  be  a  disaster 
for  the  stock  price,"  warns  Jean-Jacques 
Limage,  an  analyst  with  dlp 
James  Capel  in  Paris.  Most  of 
the  debt  is  in  the  U.  S., 
where  cash  flow  last  year 
fell  $12  million  short  of 
interest  due.  Paris  head- 
quarters had  to  pony  up 
the  money.  This  year, 
the  company  predicts 
positive  U.  S.  cash  flow. 
All  American  publications  are 
profitable  except  El/e  Decor, 
launched  in  1989. 
'VERY  CHANCY.'  What  makes 
analysts  most  nervous, 
though,  are  Lagardere's  TV 
plans.  "TV  is  very  chancy," 
says  Laurence  Hofmann  of 
Paris  broker  Sellier.  Four  out 
of  France's  five  nonsubscrip- 
tion  TV  networks  lose  money. 
Hachette  expects  to  spend 
$;^50  million  over  several 
years  to  improve  program- 
ming at  La  Cinq. 

Hachette's  boss  considers 
TV  crucial  to  his  vision  of  the 
future.  "A  communications 
company  that's  not  in  TV  is 
sick,"  says  Lagardere.  He 
wants  to  make  TV  movies  in 
the  U.  S.  and  maybe  buy  a 
film  library.  And  he  expects 
to  invest  jointly  with  Italian 
media  magnate  Silvio  Berlus- 
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colli,  a  La  Cinq  shareliolder.  Haclielle 
already  makes  a  few  TV  shows  and  films 
in  France.  A  recenl  hit:  Gerard  Depar- 
dieu's  Cyrano  de  Bergerac. 

As  for  American  magazines,  they're 
enticing  because  "they  make  more  mon- 
ey than  French  ones,"  says  Hachette's 
chief  executive,  Jacques  Lehn.  A  month- 
ly version  of  the  French  weekly  EUe  has 
been  a  smash,  leaping  to  900,000  circula- 
tion and  2,300  ad  pages  since  its  1985 
launch.  But  many  analysts  think  Ha- 
chette  overpaid  for  Diamandis,  which  in- 
cluded specialty  magazines  such  as  Car 
and  Driver,  Popular  Photography, 
Roatiug,  and  Stereo  Review. 
MAKEOVER.  Hachette  brass  admit  that 
they  blundered  by  putting  Woman 's 
Day  up  for  sale  publicly.  They  didn't  get 
high  enough  offers  for  America's  big- 
gest woman's  magazine,  which  has  4.8 
million  circulation,  so  they  took  it  off  the 
block.  Their  apparent  lack  of  commit- 
ment to  Woman 's  Day  hurt  its  dealings 
with  advertisers,  says  magazine  consul- 
tant Martin  Walker  of  Periodical  Studies 
Service.  Ad  pages  fell  217^  last  year — 
more  than  at  competitors.  Now,  Ha- 
chette is  spending  $10  million  to  improve 
it — probably  for  sale  later,  since  it 
doesn't  suit  Hachette's  upscale  tastes. 
To  add  readers,  the  company  has  broad- 
ened content  and  cut  the  cover  price. 

Some  sources  wonder  if  it's  EUe 's 
turn  for  trouble  in  the  U.  S.  The  maga- 
zine is  a  cash  cow,  with  editions  in  14 
countries  selling  4.2  million  copies.  But 
Vogue  is  going  after  the  French  entry's 
younger  readers,  and  last  month,  it 
hired  away  Elk 's  publisher.  What's 
more,  20-month-old  Mirabella  has  been 
growing  fast.  "Hachette  should  be  ner- 
vous," says  Paul  Du  Charme,  a  media 
buyer  with  Grey  Advertising  Inc.  Stum- 
bling in  the  U.  S.  would  hurt  Elle 's 
worldwide  image,  he  says. 

The  brass  at  Hachette  claim  that 
Elle  is  safe.  They  note  that  in  de- 
pressed 1990,  Vogue 's  ad  pages  fell 
far  more  than  EUe 's.  But  they  admit 
that  American  Elle  has  reached  its  lim- 
it in  ads  and  readers.  They  hope  to 


Last  month, Fo^ue  hired  away 
File's  publisher.  And 
20-month-old  Mtabella 
has  been  growing  fast 


add  foreign  editions,  mainly  in  Asia. 

Cloning  a  winner  is  something  finan- 
cial analysts  can  appreciate.  But  they 
hope  Lagardere  waits  a  good  while  be- 
fore plunging  Hachette  into  riskier  ven- 
tures in  his  grab  for  growth. 

By  Stewart  Toy  in  Paris 


REGULATION  I 


CUTTING  THE  RED  TAPE 
ON  AIDS  DRUGS 


A  new  procedure  could  greatly  shorten  the  FDA  approval  process 


As  scientists  and  drug  companies 
race  to  find  new  treatments  for 
AIDS,  they  face  a  huge  and  trag- 
ic hurdle.  The  only  way  to  win  Food  & 
Drug  Administration  approval  for  an 
AIDS  drug  is  to  prove  that  it  helps  people 
live  at  least  as  long  as  if  they  were 
taking  the  current  preferred  treatment, 
AZT.  That  takes  time — more  time  than 
most  AIDS  patients  have.  During  the 
years  required  for  clinical  trials,  thou- 
sands of  people  are  lost  to  the  disease. 

Now,  the  FDA  is  considering  a  way  to 
dramatically  shorten  this  deadly  delay. 
The  idea  is  to  not  wait  until  patients  in 
trials  start  dying,  which  is  the  method 


the  agency  has  used  so  far  to  tell  which 
AIDS  drug  works  best.  Instead,  research- 
ers are  proposing  to  test  a  drug's  effect 
by  measuring  so-called  surrogate  mark- 
ers— key  biochemical  changes  the  drug 
produces  in  the  body  (table,  page  64). 
"This  is  a  crucial  issue,"  said  Carl  C. 
Peck,  acting  chief  of  the  FDA's  Anti-Vi- 
ral Drug  Products  Div.  at  a  highly 
charged  Feb.  13  FDA  advisory  committee 
meeting  called  to  discuss  the  markers. 
"We  are  all  seeking  a  way  to  make  wise 
decisions  about  drug  approval." 

If  the  use  of  markers  were  0.  K.'d, 
AIDS  researchers  might  eventually  col- 
lect lots  of  new,  useful  data  from  thou- 
sands of  patients  who  take  experimental 
drugs  outside  regular  trials.  Moreover, 


if  the  surrogate  markers  are  used  to 
approve  AIDS  drugs,  the  idea  could 
spread.  For  instance,  researchers  will 
step  up  the  pressure  to  use  them  in  the 
fight  against  cancer. 
HIGH  STAKES.  The  fda's  reluctance  to 
use  surrogates  reflects  some  uncertain- 
ty that  they'll  work.  So  far,  studies  have 
shown  that  no  marker  perfectly  predicts 
how  well  a  drug  will  stave  off  aids.  In 
fact,  some  hoped-for  indicators  don't 
seem  valid  at  all.  Relying  on  these  could 
lead  to  the  approval  of  dangerous 
drugs — or  cause  scientists  to  reject  good 
drugs  before  long-term  testing  can 
prove  their  worth.  "There  is  a  mounting 
groundswell  for  us- 
ing surrogates," 
says  Andrew  Moss, 
an  epidemiologist 
at  the  University  of 
California,  San 
Francisco.  "But  I 
don't  see  how  a  de- 
cision can  be  made 
until  more  data  are 
analyzed." 

Still,  AIDS  acti- 
vists insist  that 
the  stakes  are  too 
high  to  wait.  Some 
100,000  people  have 
already  died  from 
the  disease  in  the 
U.  S.  A  streamlined 
procedure  might 
save,  at  least  for  a 
while,  thousands  of  the  estimated  1  mil- 
lion people  who  harbor  the  Hiv  virus. 
"People  with  AIDS  have  a  lot  riding  on 
this,"  says  Martin  Delaney,  the  founder 
of  Project  Inform,  which  provides  ex- 
perimental drugs  to  AIDS  sufferers. 
Drug  companies  stand  to  benefit,  too: 
Getting  drugs  to  market  faster  will  hold 
down  costs  and  boost  profits. 

One  key  marker  for  AIDS  may  be  the 
level  of  CD4  cells  in  the  bloodstream.  A 
vital  component  of  the  immune  system, 
these  cells  are  attacked  by  the  aids  vi- 
rus, and  their  numbers  drop  precipitous- 
ly as  the  disease  worsens.  Many  re- 
searchers believe  that  a  drug  that  boosts 
the  CD4  cell  count — and  improves  the 
levels  of  other  markers — will  probably 
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Stock  prices  fluctuate  every 
day,  and  for  this  reason  many 
people  are  skeptical  of  stocks. 
But  wise  investors  can  benefit 
from  the  short-term  fluctuations 
in  stocks. 

Now  there's  a  way  for  the 
small  investor  to  take  advantage 
of  those  price  movements  and 
to  build  shares  by  automatically 
investing  each  month  in  any 
one  of  the  Legg  Mason  common 
stock  funds,  including  Legg 
Mason  Value  Trust.  This  strat- 
egy is  known  as  dollar  cost 
averaging. 

For  more  information,  call 
1-800-822-5544  for  our  Legg 
Mason  ValueBuilder  brochure 
and  a  prospectus  for  the  I^gg 
Mason  Value  Trust,  which  con- 
tains more  information  about 
the  fund,  including  charges 
and  expenses.  Read  it  carefully 
before  investing  or  sending 
money. 

1-800-822-5544 


lew;  ,v!Ason  wood  walker,  i.nc. 

Legg  Mason:  An  Investment  Tradition  Since  I8Q9 
The  Legg  Mason  Tower.  Baltimore,  MD  21203 

This  advertisement  dws  not  constitute  aj.  offer  in  anv 
state  in  which  such  an  offer  may  not  be  lawfully  made 


slow  the  ravages  of  aids.  If  that's  true, 
"we  might  only  have  to  observe  patients 
for  a  few  weeks" — instead  of  years — to 
declare  a  drug  effective,  says  Susan  S. 
Ellenberg,  chief  statistician  for  the  Na- 
tional Institute  of  Allergy  &  Infectious 
Diseases'  aids  program. 

The  issue  has  a  special  urgency  be- 
cause of  two  drugs  already  in  trials, 
Bristol-Myers  Squibb  Co.'s  ddl  and  Hoff- 
mann-LaRoche  Inc.'s  ddC.  "The  [quick] 
approval  of  ddl  and  ddC  hinges  on  the 
use  of  markers,"  says  David  Barr,  assis- 
tant director  of  policy  at  the  Gay  Men's 
Health  Crisis,  an  AIDS  activist  group. 
Data  on  whether  ddl  and  ddC  prolong 
life  won't  be  in  for  months.  But  there 
are  indications  that  the  drugs  keep  CD4 
levels  high.  And  if  the  FDA  changes 
course,  it  could  mean  swift  action  on  ddl 
after  Bristol-Myers  submits  an  applica- 
tion for  final  ap- 
proval in  March. 

The  FDA  won't 
have  to  forge  a 
whole  new  policy 
for  that  to  happen. 
The  agency  regu- 
larly approves 
drugs  for  lowering 
high  blood  pressure 
or  cholesterol  un- 
der the  assumption 
that  such  changes 
reduce  the  risk  of 
heart  disease. 

But  with  AIDS, 
the  task  is  harder. 
Th'e  most  accurate 
marker  could  be 
a  measure  called 
plasma  viremia, 
which  means  the 
level  of  virus  in  the 
blood.  In  a  study  by  Robert  W.  Coombs, 
a  virologist  at  the  University  of  Wash- 
ington, virus  counts  in  AIDS  patients 
dropped  after  they  used  AZT  and  stayed 
lower  for  up  to  16  weeks.  So  the  virus 
level  may  mirror  the  drug's  protective 
action.  But  measuring  plasma  viremia  is 
cumbersome  and  expensive,  hampering 
efforts  to  prove  its  worth. 
'LEAP  OF  FAITH.'  In  another  study  de- 
scribed at  the  Feb.  13  meeting,  UCSF's 
Moss  and  his  colleague,  Mark  Jacobson, 
examined  five  other  markers  in  a  group 
of  90  patients  taking  AZT.  The  results 
vere  both  sobering  and  provocative, 
borne  scientists  had  high  hopes  for  one 
marker,  the  amount  of  a  piece  of  the 
virus  in  the  blood  known  as  the  p24  anti- 
gen. Its  levels  rise  as  the  disease  pro- 
gresses. But  Jacobson  and  Moss  found 
that  patients  didn't  live  longer  even 
when  p24  levels  dropped.  However,  two 
other  markers — CD4  counts  and  levels 
of  beta-2  microglobulin,  a  protein  pro- 


duced by  the  immune  system — did  large- 
ly predict  survival  time. 

Markers  may  help  scientists  learn 
more  from  some  16,000  patients  who 
take  drugs  in  less  rigorous  parallel-track 
programs.  In  controlled  trials,  research- 
ers first  find  patients  who  match  up  al- 
most perfectly  in  prognosis  and  stage  of 
disease.  Then,  they  randomly  assign  par- 
ticipants alternative  treatments,  such  as 
AZT  or  ddl.  In  parallel-track  programs, 
by  contrast,  patients  take  whatever  drug 
they  want.  This  gives  doctors  lots  of 
information  on  which  drugs  are  safe — 
but  little  on  which  ones  really  work.  "Al- 
though the  driving  force  behind  the  par- 
allel track  was  not  gathering  data,  the 
use  of  markers  would  provide  vastly 
more  information  and  speed  up  new 
drug  applications,"  says  Jay  C.  Lipner,  a 
New  York  attorney. 


 SPEEDIER  TESTS 

The  FDA  requires  proof  that  an  AIDS  drug  helps  pahente  .^t, 
live  longer  before  it  grants  approval.  But  getting  such 
proof  can  take  years.  So  scientists  want  approvals  based 
on  "markers"  that  chart  the  progress  of  the  disease 

A  BIOOD-BORNE  VIRUS  Levels  of  the  virus-increase  as 

Y  AIDS  progresses.  A  drug  that  prevents  them  from  rising 
should  help  ward  off  the  disease 

i  CD4  CELIS  These  sentries  in  the  immune  system  ore 

Y  attacked  by  the  AIDS  virus.  Drugs  that  boost  Cp4 
counts — or  keep  them  from  dropping — may  prolong  life 

^  BETA-2  MICROGLOBULIN  AND  NEOPTERIN 

y  These  proteins  are  produced  when  the  immune  system  is 
activated.  Drugs  that  lower  levels  of  both  may  improve  . . 
patients'  survival 


While  the  evidence  for  surrogates 
may  not  be  conclusive,  AIDS  activists  and 
many  scientists  believe  the  FDA  should 
move  ahead  anyway.  A  disease  so  viru- 
lent requires  regulators  to  abandon  tra- 
ditional caution,  declares  Margaret  A. 
Fischl,  a  ddl  researcher  and  director  of 
the  AIDS  program  at  the  University  of 
Miami  School  of  Medicine.  "We  need  to 
make  a  leap  of  faith,"  she  says. 

Will  the  FDA  take  the  leap?  Agency 
officials  won't  decide  until  the  advisory 
committee  studies  all  the  evidence  and 
makes  a  recommendation.  But  Peck  says 
the  FDA  won't  reject  surrogate  data — if 
they  are  submitted  along  with  tradition- 
al clinical  data — in  new  AIDS  drug  appli- 
cations. Activists  and  scientists  see  this 
as  the  first  step  toward  a  profound 
change  in  policy  that  may  cut  years  off 
the  time  it  will  take  to  bring  AIDS  drugs 
to  market — and  corral  the  disease. 

By  John  Carey  in  Washington,  with  Ma- 
ria Shao  in  San  Francisco 
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EDITED  BY  WILLIAM  D.  MARBACH 

A  NEW  COMPUTER  CHIP 
THAT  NEVER  FORGETS 


-or  a 

mental  lapse — is  all 
it  takes  to  give  a  com- 
puter a  bad  case  of  am- 
nesia. Anyone  who  has 
accidently  switched  off  a 
computer  and  lost  data 
that  hadn't  been  saved 
on  a  disk  will  appreciate 
a  new  chip  from  Ram- 
tron  International  Corp., 
a  Colorado  Springs 
(Colo.)  startup. 

The  chip  is  called  a 
ferroelectric  random-ac- 
cess memory  (Fli.ViM).  Unlike  today's  workhorse  memory  chips, 
FRAMs  will  store  data  indefinitely,  thanks  to  memory  cells 
sculpted  from  a  proprietary  ceramic  film  on  the  silicon  wafers. 

The  chips  won't  begin  showing  up  in  computers  immediate- 
ly. That's  because  the  first  frams  hold  only  4,000  bits  (4K)  of 
data,  whereas  today's  advanced  memory  chips  store  1,000 
times  more,  or  4  megabits.  But  teeny  memory  chips  are  still 
used  in  such  products  as  car  odometers,  keyless  locks,  and 
video  camcorders.  And  later  this  year,  Ramtron  plans  to  bring 
out  a  256K  fram,  says  President  Richard  L.  Horton,  with  1- 
and  4-megabit  versions  due  in  1992. 


A power  failure- 


THIS  DRUG  MAY  ATTACK 
INFECTION  ON  THE  BATTLEFIELD 


I early  1  million  people  in  U.  S.  and  Europe  each  year 
develop  bacterial,  viral,  or  fungal  infections  that  lead  to 
sepsis,  an  often  fatal  disease.  One  virulent  form,  gram-nega- 
tive bacteremia,  comes  from  a  common  bacteria  on  the  skin 
and  in  the  gastro-intestinal  tract  that  turns  dangerous  once  it 
enters  the  bloodstream  via  cuts  or  surgical  incisions. 

Now,  clinical  trials  show  that  Centoxin,  a  highly  targeted 
drug  developed  by  Centocor  Inc.  in  Malvern,  Pa.,  has  cut  death 
rates  among  severely  ill  bacteremia  victims  by  39%.  What's 
more,  mortality  was  slashed  by  42%  among  those  victims  who 
developed  septic  shock.  The  research  results  were  reported  in 
the  Feb.  14  issue  of  The  New  Englcmd  Jou  rnal  of  Medicine. 
Centoxin  has  been  awaiting  a  federal  0.  K.  for  marketing 
since  September,  1989. 

The  U.  S.  Army  has  already  ordered  the  drug  from  Centocor 
for  use  in  Saudia  Arabia  to  treat  sepsis,  which  is  common  on 
the  battlefield.  The  Army's  order  and  the  new  study  are  blows 
to  Centocor  rival  Xoma  Corp.  in  Berkeley,  Calif.,  which  is  also 
awaiting  approval  for  a  similar  anti-sepsis  drug,  Xomen  E-5. 
So  far,  results  of  trials  with  the  Xoma  drug  have  not  been 
published  in  a  peer-reviewed  journal. 


CHIPMAKERS  DEVELOP 
AN  X-RAY  VISION 


Semiconductor  companies  face  a  major  challenge  developing 
21st  century  chips.  The  optical  lithography  equipment  they 
now  use  to  print  intricate  circuits  on  silicon  won't  make  the 
grade.  Fashioning  much  finer  circuit  lines  will  probably  re- 
quire a  new  technology.  The  leading  candidate:  X-rays.  But 


IBM  figures  an  X-ray  lithography  chip  plant  will  run  about  $1 
billion  because  of  the  high  costs  associated  with  the  so-called 
synchrotron  used  for  generating  X-ray  beams. 

California  Jamar  Inc.  is  developing  a  cheaper  alternative. 
The  San  Diego  startup's  system  would  generate  an  X-ray 
beam  with  an  excimer  laser.  Jamar  President  James  A.  Glaze, 
formerly  with  the  chip-equipment  division  of  General  Signal 
Corp.,  says  the  system  should  cost  little  more  than  top-end 
optical  equipment.  The  trick  is  a  newly  patented  method  of 
compressing  the  excimer  laser's  pulses.  Normally,  each  pulse 
lasts  about  50  nanoseconds,  way  too  long  to  generate  X-rays. 
Jamar  chops  each  pulse  into  10  or  more  short  bursts  that  can 
produce  X-rays. 


ARE  TINY  VACUUM  TUBES 
THE  SECRET  TO  HDTV? 


In  the  race  to  develop  high-definition  flat  screens  for  the 
computers  and  televisions  of  the  future,  researchers  are 
experimenting  with  a  variety  of  technologies.  One  of  the  most 
exotic  is  vacuum  microelectronics — tiny  high-tech  vacuum 
tubes.  These  devices  work  like  cathode  ray  tubes  in  miniature, 
spewing  out  electrons  that  then  cause  a  phosphor  coating  to 
glow.  To  build  a  TV,  researchers  put  thousands  of  these  gad- 
gets on  a  panel,  one  for  each  picture  element. 

Scientists  at  a  French  government  lab  in  Grenoble  have 
already  fashioned  a  small  black-and-white  screen  using  vacu- 
um microelectronics — and  they  hope  to  construct  a  working 
full-color  television  this  year.  But  if  reports  coming  out  of  the 
Soviet  Union  are  correct,  the  Soviets  have  beaten  them  to  it. 
Scientists  at  the  Physics  Technical  Institute  in  Moscow  claim 
to  have  built  a  small,  full-color  display  capable  of  showing 
moving  images.  "If  it  is  really  true,  this  is  fantastic,"  says 
Henry  F.  Gray,  a  leading  U.  S.  expert  in  vacuum  microelec- 
tronics. Still,  American  researchers  are  withholding  judgment 
until  they  actually  see  the  device. 


'TAKE  OFF  THAT  LAB  COAT 
AND  PUT  UP  YOUR  DUKES' 


For  years,  the  lobby- 
ing arms  of  various 
scientific  societies  main- 
tained a  unified  and  gen- 
teel front  in  Washing- 
ton, as  they  angled  for 
more  bucks.  But  with  in- 
creases in  federal  dollars 
for  science  beginning  to 
slow,  the  gloves  are 
coming  off. 

Last  November,  the 
Federation  of  American 
Societies  for  Experimen- 
tal Biology  blasted  the 
National  Academy  of  Sciences'  Institute  of  Medicine.  The  rea- 
son: a  prestigious  lOM  panel  recommended  diverting  federal 
research  funds  to  train  more  young  scientists  and  improve 
science  facilities.  And  in  late  January,  for  the  first  time  in  its 
9.3-year  history,  the  American  Physical  Society  took  a  stand  on 
what  deserves  money — and  what  doesn't.  The  aps  wants  more 
funding  for  individual  scientists.  And  the  physicists'  group 
attacked  NASA's  planned  $30  billion  space  station,  saying  it 
lacked  "scientific  justification."  Physicist  Robert  L.  Park,  exec- 
utive director  of  the  APS  public  affairs  office,  predicts  the 
rivalries  will  grow  as  the  1992  budget  debate  begins. 
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IN  HONG  KONG,  POINT-OF-SALE  ADS  ARE  O.K.,  BUT  THE  AIRWAVES  ARE  SMOKE-FREE 


ASIA:  A  NEW  FRONT 

IN  THE  WAR  ON  SMOKING 


An  international  alliance  aims  to  outflank  U.S.  tobacco  companies 


It  was  a  Pyrrhic  victory  for  tlie  U.  S. 
tobacco  industry.  Last  November, 
the  Thai  government,  bowing  to 
heavy  pressure  from  U.  S.  trade  negotia- 
tors, opened  its  $744  million  cigarette 
market  to  imports.  But  not  before  Thai- 
land imposed  high  import  duties,  a  cum- 
bersome customs-clearance  procedure, 
and  a  stiff  ban  on  cigarette  advertising. 
So  you  won't  see  Marlboro  men  ram- 
bling across  the  range  on  Bangkok's  bill- 
boards anytime  soon. 

What  sets  this  effort  apart  from  other 
campaigns  to  curb  American  tobacco  im- 
ports is  that  Thailand  relied  heavily  for 
help  on  an  alliance  of  local  and  interna- 
tional antismoking  activists.  "The  Thais 
came  to  us  and  said:  'Your  government 
is  trying  to  force  U.  S.  cigarettes  down 
our  throats,'  "  recounts  Alan  Davis  of 
the  American  Cancer  Society,  an  alliance 
member.  Now,  these  antismoking 
groups  are  working  to  create  the  kind  of 
opposition  throughout  Asia  that  has  seri- 
ously eroded  the  U.  S.  tobacco  market. 

The  activists  have  their  work  cut  out 
for  them:  Philip  Morris,  R.  J.  Reynolds 
Tobacco,  and  Brown  &  Williamson  ex- 
port 75  billion  cigarettes  to  Asian  coun^ 
tries  (chart).  That  figure  dropped  slight- 
ly from  1989  to  1990,  but  mainly  because 


UP  IN 
SMOKES 


U.  S.  companies  began  moving  more  pro- 
duction to  offshore  factories. 

The  U.  S.  inroads  in  Asia  are  prompt- 
ing antismoking  activists  to  step  up  their 
efforts.  On  Jan.  9,  a  14-nation  group  met 
in  Hong  Kong  to  map  out  a  four-year 
strategy  to  combat  smoking  in  the  re- 
gion. The  group,  called  the  Asian  Con- 
sultancy on  Tobacco  Control,  recently 
linked  up  with  a  computer  network  to 
get  news  of  U.  S.  tobacco  company  activ- 
ities. Its  strategy:  Train  activists  and 
persuade  Asian  countries  to  adopt  uni- 
form tobacco-control 
regulations. 

Already,  in  Hong 
Kong,    where    U.  S. 

companies  control  80/'  _  

of  the  cigarette  mar-  eYportsto  52.7 
ket,  the  government 
has  banned  all  radio 
and  TV  ads  for  ciga- 
rettes. And  even  China, 
which  takes  in  $5.2  bil- 
lion in  revenues  from 
the  state-owned  tobac- 
co monopoly,  is  enact- 
ing laws  to  bar  tobacco 
ads  and  curtail  smok- 
ing in  public  places. 

The     U.  S.     tobacco  M^^H  DAIA:U.S.DEi>AinMEKT0F«6i!l(UI 
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•IKCIUDES  BRUNEI  CHINA  HONGKONG  INDONESIA  JAPAN. 
MAUYSIA,  PHILIPPINtj  SOUTH  KOREA  TAIWAN  AND  THAIUND 


companies  are  fighting  back.  "I  guess 
you  could  say  we're  at  war,"  says  Clive 
Turner,  director  of  the  pro-industry 
Asian  Tobacco  Council.  That's  no  sur- 
prise: American  cigai'ette  makers  figure 
that  East  Asia,  v/hich  generates  about 
$36  billion  in  annual  cigarette  sales,  is 
one  of  their  most  promising  growth  mar- 
kets. So  Turner's  council  is  helping  com- 
panies lobby  governments  to  keep  them 
from  adopting  even  stiffer  measures.  In 
Thailand,  they're  pressing  authorities  to 
allow  sponsor-ship  of  sporting  events. 
'COVERT  PROTECTIONISM.'  The  U.  S.  Com- 
panies say  that  some  of  the  antismoking 
activism  is  really  part  of  an  effort  to 
discourage  foreigners  from  competing 
with  state-run  tobacco  monopolies.  "It's 
just  covert  protectionism,"  contends 
Richard  L.  Snyder,  executive  vice-presi- 
dent of  Philip  Morris  International  Inc. 
South  Korea,  which  relies  on  the  govern- 
ment tobacco  monopoly  for  W/'r  of  its 
revenues,  used  to  threaten  citizens  with 
arrest  if  they  so  much  as  lit  up  an  im- 
ported cigarette.  The  lifting  of  this  ban 
in  1987  coincided  with  an  outbreak  of 
vitriolic  anti-American  protests.  Today, 
heavy  restrictions  confine  the  non-Kore- 
an share  of  the  cigarette  market  to  o7< . 
Even  in  .Japan's  relatively  open  market, 
the  government-owned  monopoly,  Japan 
Tobacco  Inc.,  holds  an  847^  share. 

Asia's  most  prominent  antitobacco 
crusader,  Dr.  Judith  M.  Mackay,  con- 
cedes that  anti-U.  S.  resentment  is  "real- 
ly moving  things  here."  But  she  says 
banning  cigarette  ads  is  a  logical  first 
move,  even  though  it  may  benefit  mo- 
nopolies. While  U.  S.  companies  insist 
their  ads  only  lure  those  who  already 
smoke,  health  officials  fear  that  Madison 
Avenue-style  blitzes  create  new  demand 
and  undermine  their  efforts. 

In  markets  such  as  Japan,  South  Ko- 
rea, and  the  Philippines,  where  more 
than  &)'/''  of  males  light  up,  activists 
have  a  long  way  to  go.  But  they  note 
that  cigarette  use  in  Japan  is  dropping 
about  l'/<  a  year.  Both 
the  activists  and  the  to- 
bacco companies  also 
are   mindful   of  the 
American  experience. 
Although  it  took  years 
for  antismoking  senti- 
ment to  catch  on,  today 
just  277'  of  U.  S.  males 
smoke,  down  from  577 
in  the  mid-1950s.  Even 
a  little  campaign  can 
turn  out  to  be  a  big 
threat. 

Bi/  Pete  Engardio  in 
Hong  Kong,  with  Robert 
Neff  in  Tokyo,  and  bu- 
reau reports 
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MARKETING 


Imagine  what  a  Canon  Color  Laser  Copier 
could  do  with  a  pie  chart.  ^ 


The  Canon  Color  Laser  Copier  200 
could  do  a  lot  for  your  business.  And 
Digital  Image  Processing  is  the  reason. 

It  reproduces  graphics,  slides  and 
photos  with  clarity  comparable  to 


And  with  automatic  feeding  and 
sorting  functions,  as  well  as  a  quick 
20  black-and-white  copies  per  minute, 
it's  one  color  copier  that's  all  business. 

To  find  out  more,  make  it  your 
business  to  call  1-800-OK-CANON, 


professional  printing.  As  well  as  letting 
you  digitally  reduce  by  50%,  enlarge  up     or  write  us  at  Canon  USA  Inc. 
to  4007o  or  edit  instantly  RQ  Box  3900,  Peoria,  IL  61614 


1989  "Manufacturer  of  the  Year" 


COLOR  LASER  COPIER 

The  Digital  Difference 
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e  Arts  Business 


AUCTIONS  I 


AMONTE'S  COMPUTERIZED  SALE:  ONE  SEES  THE  BID,  BUT  NOT  THE  BIDDER 


JAPAN  BECOMES  THE  LAND 
OF  THE  FALLING  GAVEL 


Art  auctions  are  starting  to  crack  open  the  dealers'  cozy  cabal 


Auction-goers  would  have  found 
the  miHeu  all  so  familiar:  the 
slam  of  the  gavel,  the  whir  of 
the  electronic  board  showing  bids,  the 
buzz  from  the  1,100-strong  crowd  when 
prices  soared,  the  murmurs  when  they 
didn't.  This  Feb.  8  scene,  however,  was 
set  not  in  Sotheby's  huge  New  York  auc- 
tion room,  nor  in  Christie's  venerable 
salerooms  in  St.  James's,  London.  It 
took  place  in  Tokyo's  elegant  Imperial 
Hotel,  with  Tatsuo  Hirano,  president  of 
Shinwa  Co.,  at  the  podium. 

More  and  more,  the  Japanese  art 
world  is  reverberating  with  these  for- 
eign sounds.  And  not  just  at  Shinwa. 
Western-style  art  auctions — open  to  col- 
lectors as  well  as  dealers — have  arrived 
in  Japan,  sponsored  both  by  Sotheby's 
and  local  groups.  Like  other  imports, 
they're  riling  some  corners  of  the  Japa- 
nese Establishment.  For  good  reason. 

The  $7  billion  Japanese  art  market  has 
always  been  the  preserve  of  some  8,000 
powerful  dealers  who  swap  inventory  at 
dealers-only  auctions.  They  then  set 
prices  that  clients  accept  with  little  bar- 
gaining. Public  auctions  will  crack  open 
that  cozy  system,  aiding  collectors  but 
threatening  dealers'  high  margins.  "It'll 
put  some  galleries  out  of  business," 
complains  dealer  Iwao  Kaneko.  Dealers 


are  upset,  too,  that  Sotheby's  has  gone 
beyond  selling  Western  art  in  Tokyo  to 
offering  Japanese  art — which  makes  up 
m7'  to  707^  of  their  business.  "If  Soth- 
eby's hadn't  sold  Japanese  paintings, 
Japanese  dealers  would  not  have  started 
their  own  auctions,"  says  Ikkan  Sanada, 
a  Japanese  dealer  living  in  New  York. 

Their  moves  are  all  the  more  impres- 
sive in  today's  tough  art  market.  Hirano 
sold  just  45  of  85  lots  on  Feb.  8,  for  a 


total  of  $11.7  million, 
Shinwa  lowered  esti- 
mates for  nearly  a 
quarter  of  the  works  on 
the  block.  "This  is  per- 
haps the  worst  time  to 
have  an  auction,"  he 
said  afterward. 
TAX  WARY.  Public  auc- 
tions lia\  e  been  tried  in 
Japan  before:  Notably, 
Christie's  experimented 
with  them  in  1969-70 
and  in  the  early  1980s — 
until  Japanese  dealers 
threatened  a  boycott. 
Local  customs,  includ- 
ing close  dealer-client 
ties  and  weak  tax-law 
enforcement  that  allows 
art  sellers  to  sidestep 


even  though 
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SOTHEBY'S  WILL  SOON  TEST  THE 
WATERS  WITH  JAPANESE  PRINTS 


steep  capital  gains  and  inheritance  lev- 
ies, also  work  against  auctions.  In  recent 
years,  more  than  a  dozen  small  auction- 
eers have  set  up  shop  and  failed. 

But  new  factors  favor  auctions.  The 
robust  economy  of  the  '80s  and  a  strong 
yen  are  allowing  Japan's  middle  class  to 
indulge  in  unaccustomed  luxuries,  in- 
cluding art.  Meanwhile,  media  coverage 
of  big  auctions  in  New  York,  London, 
and  Paris  has  made  the  idea  of  auctions 
more  appealing  to  the  Japanese. 

When  Sotheby's  held  its  first  Tokyo 
sale  in  October,  1989,  many  were  ready 
to  raise  their  bidding  paddles:  The  auc- 
tion house  knocked  down  135  Western 
prints  for  $8.6  million.  Sotheby's  has 
since  staged  two  more  sales — last  April, 
when  it  included  eight  Japanese  yogo. ,  or 
Western-style,  paintings  among  120  lots, 
and  in  October.  All  told,  it  collected  $24 
million  and  sold  887  of  the  lots. 

Sotheby's  success  undoubtedly  enticed 
Shinwa,  the  Tokyo  Bijutsu  Club  of  elite 
art  dealers  (TOBD,  and  others  to  wield 
their  own  gavels.  "We  must  open  up  the 
Japanese  art  market,"  Hirano  says,  in- 
sisting that  he  welcomes  Sotheby's  chal- 
lenge. But,  he  adds,  "there  should  be  a 
proper  Japanese  auction  house,  too." 

Shinwa,  founded  by  Hirano  and  four 
other  dealers,  is  furthest  along  toward 
that  goal.  It  debuted  last  September, 
selling  83  of  102  Japanese  works  on  the 
block  for  some  $40  million,  and  plans  to 
hold  two  or  three  auctions  a  year.  But 
others  are  in  contention.  Hirano  knows 
of  two  potential  rivals  now  gearing  up. 
Shinichi  Segi,  head  of  the  Tokyo  Art  In- 
stitute, says  trading  houses  and  other 
companies  pester  him  regularly  for  ad- 
vice on  running  an  auction  business. 

Significantly,  TOBI,  which  for  years 
has  held  dealers'  auctions,  is  edging  to- 
ward public  sales.  Since  1980,  it  has  al- 
lowed members  to  bring  big  clients 
twice  a  year  to  auctions,  letting  them  bid 
via  a  dealer.  On  Nov.  2, 
it  opened  a  sale  to  the 
public,  though  collec- 
tors may  not  yet  bid 
themselves.  And  it 
adopted  a  few  Western 
practices,  including  pad- 
dles. To  assuage  deal- 
ers, TOBI  is  forfeiting 
up  to  807  of  the  fees  it 
collects — they're  now 
given  to  members.  "We 
preserve  the  right  of 
the  dealers  to  do  busi- 
ness," says  Kazuo  Fujii, 
TOBl's  chairman. 

Some  dealers  contin- 
ue their  obstructions, 
though.  Last  April,  gal- 
lery owner  Yukio  Shir- 
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.  The  IBM  AS/400 

is  designed  and  built 

to  meet  the  most 
important  standard  for 
quahty  there  is.^urs. 


When  we  first  set  out  to  build  the  IBM  AS/400* 
computer  system,  Congress  hatl  not  yet  established  the 
Malcolm  Baldrige  National  Quality  Award. 

Yet  our  goals  for  the  AS/400,  and  our  feelings  about 
quality,  turned  out  to  be  in  solid  accord  with  one  of  the 
Baldrige  Award's  guiding  principles:  that  quality  is  defined 
not  by  the  people  who  make  a  product,  but  by 
the  people  who  use  it. 

From  the  very  start,  weVe  included 
customers  in  the  AS/400's  design  process. 
Hundreds  of  people  from  companies  of 
every  size  and  type  have  told  us  what 
they  want,  and  don't  want,  in  a  com 
puter  system. 

But  more  important,  we've 


learned  as  much  about  their  business  needs  as  we  have 
about  their  computer  needs.  As  a  result,  the  AS/400  is 
renowned  as  a  system  that  works  your  way,  instead  of  you 
having  to  work  its  way.  Which  is  one  reason  our  level  of 
customer  satisfaction  is  virtually  100%. 

Needless  to  say,  we're  thrilled  that  IBM,  Rochester, 
Minnesota,  which  designs,  builds  and 
supports  the  AS/400,  has  won  the  1990 
Malcolm  Baldrige     Baldrige  Award.  We  congratulate  all  the 
XT    •        1         IBM  people  involved,  but  we  also  congrat- 
1 7  ulate  our  customers.  Without  their  help, 

V,/U3llty  we  couldn't  have  done  it. 

Award  To  leam  more  about  the   —  — ~- 

AS/400  and  the  IBM  quality     =   =  E£= 
story  call  us  at  1-800-365-4  IBM.  -  = 


1990 
Winner. 
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ndustries 


aishi  founded  Amonte,  a  monthly  com- 
puterized auction  for  dealers  that 
flashes  bids  on  an  electronic  board  but 
conceals  the  bidders,  thus  appealing-  to 
those  who  want  privacy.  Shiraishi  want- 
ed to  invite  collectors,  but  was  dissuaded 
by  his  peers.  He  still  hopes  to  begin  an 
annual  public  auction  this  year. 

Big  collectors,  too,  may  keep  balking 
at  auctions — for  tax  reasons.  The  art 
market  boomed  so  (juickly  that  unjn'e- 
pared  tax  officials  allow  owners  to  list 
sales  without  receipts.  Dealers  don't  re- 
port transactions  either.  So  up  to  807'  of 
the  art  market  goes  untaxed,  estimates 
Yoshihiro  Nomura,  editor  of  Nikkei  Art. 
"An  auction  will  set  a  market  value  for 
an  artist's  work  that  the  tax  office  can 
use  as  a  reference,"  says  collector  Tei- 
ichi  Aruga,  who  says  he'll  sell  only 
through  dealers.  Despite  talk,  officials 
have  not  cracked  down  on  this  practice. 
SEED  SALES.  Establishing  auctions  in  Ja- 
pan also  entails  changing  the  mindset. 
"In  Western  terms,  the  idea  of  collecting 
is  to  weed  out,  to  buy,  and  to  improve," 
says  Michael  L.  Ainslie,  Sotheby's  chief 
executive.  "The  Japanese  buy,  buy,  buy, 
and  never  sell."  Sotheby's  distributes 
booklets  and  sponsors  talks  explaining 
Western  customs.  And  it  started  its  ef- 
fort with  prints  to  appeal  to  younger, 
less  rigid  buyers  who'll  move  up  the  col- 
lecting ladder  as  they  grow  richer. 

The  more  the  Japanese  experience  an 
open  market,  the  more  they  will  want 
one,  many  experts  believe.  Sotheby's 
points  out  one  encouraging  trend:  In  its 
October  sale,  607'  of  the  lots  came  from 
Japan — above  the  507  mark  needed  to 
make  auctions  a  viable  business  there. 
Ainslie  says  other  consignments  from 
Japan  are  up,  too — a  trend  its  archrival 
confirms.  "We're  getting  more  requests 
for  appraisal  now,"  reports  Frederic  C. 
Hatton,  Christie's  general  manager  for 
the  Far  East.  Christie's,  which  auctions 
only  wine  in  Tokyo,  is  unlikely  to  sell  art 
there  until  the  market  rebounds. 

But  others  aren't  waiting.  Sotheby's 
exjjanded  its  Tokyo  staff  and  offices  in 
191)0  and  plans  three  auctions  this  yeai', 
topped  by  the  Apr.  15  sale  of  a  Japanese 
print  collection  estimated  at  $5  million. 
If  print  sales  go  well  in  the  next  two 
years,  Sotheby's  may  try  a  painting  auc- 
tion. Shinwa  has  set  sales  for  May  and 
September.  And  TOP.l's  move  shows  that 
even  Japan's  most  influential  dealers  are 
resigned  to  auctions.  Sighs  Fujii:  "Well, 
that's  the  trend  of  the  future,  isn't  it?" 

What's  happening  in  Japan  now  oc- 
curred in  the  U.  S.  20  to  80  years  ago — 
and  American  dealers  didn't  like  it  ei- 
ther. But  they  eventually  learned  that 
open  pricing  can  broaden  the  art  market, 
and  shrinking  profit  margins  can  be  off- 
set by  the  higher  turnover  of  works. 

By  Karen  Lowry  Miller  in  Tokyo  and 
Judith  H.  Dobrzynski  in  New  York 


AGRICULTURE  I 


MEXICO:  THE  SALAD  BOWL 
OF  NORTH  AMERICA? 


Already  vast,  its  produce  exports  "will  blossom  under  free  trade 


Can't  stomach  Mexican  food?  Don't 
be  so  sure:  These  days,  chances 
are  good  that  the  lettuce  and  toma- 
to in  your  BLT  are  grown  south  of  the 
border.  Same  goes  for  the  broccoli  in 
your  TV  dinner,  the  onions  on  your  pizza, 
and  the  strawberries  in  your  shake. 

Since  1985,  U.  S.  imports  of  Mexican 
food  have  more  than  doubled,  to  $2.6 
billion.  Mexico  now  provides  257  of  the 
$5.4  billion  worth  of  fruit  and  vegetables 
the  U.  S.  brings  in  annually,  far  more 
than  any  other  country.  And  if  a  U.  S.- 
Mexico free-trade  pact  is  phased  in  start- 
ing next  year,  as  expected,  America's 
Mexican-food  binge  will  really  take  off. 

That  will  have  hemispheric  implica- 
tions. Grain  farms  in  the  U.  S.  and  Cana- 
da will  continue  to  fill  North  America's 
bread  baskets  and  cereal  bowls.  But 
Mexico  will  make  more  of  the  salad.  The 
mere  beginnings  of  such  a  trend  are 
rocking  the  biggest  agricultural  states: 
California,  Texas,  and  Florida.  And  free 
trade  will  add  to  the  pressure  to  modern- 
ize Mexico's  antiquated  agricultural  sys- 
tem— a  political  conundrum  for  Presi- 
dent Carlos  Salinas  de  Gortari.  In  the 
past,  farmers  have  stormed  town  halls 
at  even  the  hint  of  change. 

On  balance,  though,  free  trade  looks 
good  for  Mexico.  Already,  the  prospect 
has  exporters  such  as  Agroindustrial 
Exportadora  gearing  up.  This  Guadalaja- 
ra company  buys  produce  locally,  pro- 
cesses it,  and  ships  every  peso's  worth 
out:  squash  and  fruits  in  jars  to  Japan 
and  frozen  vegetables  to  the  U.  S.  Such 
ventures  benefit  from  Mexico's  lax  envi- 
ronmental laws,  low  land  prices,  and 
cheap  labor:  The  going  wage  is  only  $4 
to  $5  a  day,  vs.  the  $3.65-an-hour  mini- 
mum wage  for  migrant  workers  in  the 
U.  S.  In  search  of  an  edge,  even  giant 
U.  S.  companies  have  started  processing 
food  in  Mexico  and  shipping  it  north. 
MIGRATION.  This  is  adding  insult  to  inju- 
ry in  California,  whose  $18  billion  agri- 
culture industry  grows  half  the  fruit  and 
vegetables  Americans  eat.  First  came 
the  current  drought.  Then,  Pillsbury  Co. 
said  it  will  move  most  of  its  Green  Giant 
frozen  broccoli  and  cauliflower  opera- 
tions from  California  to  Mexico,  taking 
375  jobs  paying  $9  an  hour  out  of  Wat- 


sonville  and  hiring  800  Mexicans  at  $5  to 
$8  dollars  a  day  in  Irapuato,  Guanajuato, 
150  miles  north  of  Mexico  City.  And  last 
month,  J.  R.  Simplot  Co.,  a  food  compa- 
ny in  Boise,  Idaho,  shut  down  two  fro- 
zen-vegetable packing  plants  in  Salinas, 
Calif.,  idling  530  workers.  Much  of  the 
work  will  be  moved  to  a  broccoli  plant  in 
Morelia,  Michoacan,  west  of  Irapuato. 
"We  just  couldn't  compete  in  Califor- 
nia," says  Fred  Zerza,  a  spokesman  for 
Simplot.  "We  lost  money  for  six  of  the 
seven  years  we  were  [in  Salinas]." 
Unable  to  beat  the  trend  southward. 


some  California  farmers  have  joined  it. 
Some  18  of  the  40  board  members  of  the 
Western  Growers  Assn.  now  farm  in 
Mexico.  "The  peso  is  so  low  that  there's 
almost  a  built-in  profit,"  says  John  Pow- 
ell Sr.,  a  California  farmer  who  has 
leased  land  south  of  the  border.  Adds 
Ben  Abatti,  president  of  Abatti  Produce 
Inc.  of  El  Centro,  Calif.:  "If  the  free- 
trade  deal  goes  through,  we're  either 
going  to  have  to  go  south  or  quit." 

This  dilemma  is  raising  hackles  among 
U.  S.  food  interests.  Negotiations  won't 
start  until  June  on  erasing  the  157-or-so 
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food  tariffs  and  other  barriers  that  both 
countries  impose.  Rut  U.  S.  farmers  al- 
ready fear  that  with  open  trade,  they 
won't  be  able  to  match  Mexican  prices 
on  everythinfj  from  avocados  to  zucchini. 
Of  special  concern  in  Florida  and  Califor- 
nia are  oranges,  on  which  the  U.  S.  has  a 
35%  tariff  against  Mexican 
rivals.  Unions  also  are  anx- 
ious. Says  Sergio  Lopez, 
secretary  of  Teamsters  Lo- 
cal 912  in  Watsonville  and 
one  of  many  leaders  oppos- 
ing the  accord:  "We're  go- 
ing to  see  a  horrible  migra- 
tion of  jobs  if  the  free- 
trade  agreement  is 
approved." 

Ironically,  many  Mexi- 
cans are  worried,  too. 
Their  country  is  hardly  the 
agricultural  powerhouse 
that  U.  S.  lobbyists  sometimes  conjure 
up.  Its  few  irrigated  fields  and  state-of- 
the-art  packing  plants  are  oriented  to- 
ward export  aiid  controlled  largely  by 
foreigners.  In  fact,  many  Mexican- 
owned  farms  are  tilled  by  mules  and 
oxen — and  don't  have  irrigation.  Overall, 
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they  provide  only  about  65%  of  the  food 
needed  to  fill  the  nation's  84  million 
stomachs. 

Free  trade,  many  Mexicans  worry,  will 
make  their  country  even  less  self-suffi- 
cient. Critics  see  it  burying  grain  farm- 
ers under  an  avalanche  of  cheap  U.  S. 
corn  and  wheat,  making  Mexicans  forev- 
er dependent  on  Yankees  for  their  torti- 
llas. Last  year,  Mexico  imported  nearly 
half  of  its  staples  of  corn,  wheat,  and 
beans  from  the  U.  S.  And  Mexico  is  one 
of  the  world's  largest  importers  of  milk, 
much  of  it  from  U.  S.  dairies. 


One  prolilem  is  that  much  Mexican 
farmland  lies  fallow.  That's  largely  the 
fault  of  the  nation's  communal  farm  sys- 
tem, known  as  the  cjido.  Land  reform 
after  the  1910-20  Mexican  Revolution 
gave  peasants  millions  of  acres,  which 
by  law  cannot  be  sold.  The  ejidos  are 
often  quite  large  but  are 
divided  among  many  farm- 
ers, who  till  as  little  as  an 
acre  each  and  who  have  lit- 
tle access  to  financing  or 
modern  technology.  Pri- 
vate business  groups  want 
President  Salinas  to  priva- 
tize the  ejidos,  freeing  the 
land  for  sale  so  fewer 
farmers  can  build  larger 
farms.  But  fearing  a  rural 
revolt,  Salinas  is  stopping 
short  of  full  land  reform. 
Instead,  Salinas  hopes 
that  big  foreign  food  processors  will 
sign  production  contracts  with  the  ejidos 
and  supply  them  with  modern  tractors, 
efficient  drip  irrigation,  and  hybrid  seed. 
The  model  was  unveiled  last  spring, 
when  Grupo  Gamesa,  one  of  Mexico's 
largest  snack-food  companies,  signed  a 
major  supply  contract  with  an  ejido  in 
the  northern  state  of  Nuevo  Laredo.  Ga- 
mesa agreed  to  finance  an  irrigation  sys- 
tem and  provide  modern  farm  machin- 
ery. The  ejido,  in  turn,  will  grow  the 
grains  for  Gamesa's  cookies  and  crack- 
ers. Last  September,  -  PepsiCo  Inc.,  al- 
ready a  major  player  in  Mexican  snack 
foods  and  hungry  to  expand,  bought  Ga- 
mesa for  $185  million. 
DRUMS  AND  BREASTS.  Such  ventures,  of 
course,  are  not  assured  of  success. 
Farming  in  Mexico  "is  no  bed  of  roses," 
gripes  Bob  Meyer,  owner  of  Meyer  To- 
matoes in  King  City,  Calif.  Meyer  start- 
ed an  operation  south  of  the  border  25 
years  ago  because  tomatoes  grow  there 
in  winter,  when  it's  too  cold  in  Califor- 
nia. But  he  says:  "If  I  could  farm  year- 
round  in  California,  I  wouldn't  be  in 
Mexico."  The  country  has  all  the  vexa- 
tions of  any  developing  nation.  For  in- 
stance, just  the  other  week,  torrential 
rains  washed  out  a  road  near  Meyer's 
farm  in  the  state  of  Sinaloa,  on  the  Pa- 
cific coast,  and  some  tomatoes  rotted  be- 
fore they  could  be  harvested. 

Still,  the  gradual  unification  of  North 
American  agriculture  seems  inevitable. 
And  once  the  border  opens,  more  than 
produce  is  likely  to  be  involved.  Both 
nations  love  chicken,  for  example,  but 
Americans  like  white  meat,  while  Mexi- 
cans prefer  dark.  So  the  U.  S.  may  one 
day  ship  drumsticks  south,  while  Mexico 
sends  breasts  north.  Such  possibilities 
symbolize  what  free  trade  in  North 
America  is  supposed  to  produce:  a  succu- 
lent deal  for  everyone. 

By  Stephen  Baker  in  Mexico  City,  with  S. 
Lynne  Walker  in  San  Diego 
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n  ideal  relationship  is  one 
that  is  mutually  rewarding. 

At  Mitel,  we  understand 
that  you  rely  on  us  to  take  care  of 
the  tools  of  communication, 
so  you  can  concentrate 
on  using  them. 

AN  IDEAL 
RELATIONSHIP 
BENEFITS  BOTH 
PARTIES. 

It's  a  philosophy  that 
has  won  us  the  highest  overall 
customer  satisfaction  rating 
in  North  America. 

It's  good  business  for  us. 
Good  business  for  you. 
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MITEL 


For  more  information  call 
1-800-MITELSX 


airs 


ADVERTISING! 


SUDDENLY,  GREEN  MARKETERS 
ARE  SEEING  RED  FLAGS 


Regulators  are  getting  tougher  on  health  and  environmental  claims 


adison  Avenue  and  its  clients 
1  are  entering  a  stern  new  era  of 
I  accountability,  and  a  dozen  indi- 
vidually wrapped  cheese  slices  have  a  lot 
to  do  with  it. 

On  Feb.  1,  the  P'ederal  Trade  Commis- 
sion found  that  a  Kraft  General  Foods 
Group  campaign  exaggerated  the  calci- 
um content  of  its  Kraft  Singles  cheese 
slices.  And  it  barred  Kraft  from  making 
misleading  nutritional  claims.  The  five- 
year-old  print  and  television  ads,  which 
had  stopped  running, 
didn't  say  that  the 
slices  had  more  calcium 
than  other  brands — ^just 
more  milk.  But  the  FTC 
says  the  ads  falsely  im- 
plied that  the  slices  had 
the  same  calcium  as 
five  ounces  of  milk. 
Kraft  insists  the  ads 
were  truthful  and  says 
it  may  appeal. 
FRUSTRATED.  After  a 
decade  of  complacency, 
the  FTC  is  clamping 
down  on  advertisers 
that  make  false  or  de- 
ceptive claims.  In  recent 
months,  the  commission 
has  gone  after  Fibre 
Trim,  a  diet  product, 
and  toymaker  Lewis 
Galoob  Toys  Inc.,  along 
with  its  ad  agency, 
Towne,  Silverstein,  Rot- 
ter Inc.  Even  the  most 
jaundiced  observers  are 
impressed:  "The  FTC 
has  done  a  180-degree 
turnaround  on  false  ad- 
vertising," says  Steve  Gardner,  assistant 
attorney  general  of  Texas. 

Gardner  is  one  of  several  state  offi- 
cials who  began  prosecuting  companies 
for  misleading  ad  claims  out  of  frustra- 
tion with  the  FTC's  laissez-faire  posture 
in  the  1980s.  Now,  with  a  revived  com- 
mission and  aggressive  states  such  as 
Texas,  advertisers  are  under  more  regu- 
latory pressure  than  at  any  time  in  the 
last  decade.  Along  with  the  FTC  probes, 
attorneys  general  in  several  states  are 
suing  Kellogg  Co.  for  overstating  the 


nutritional  benefits  of  several  of  its  cere- 
als. Texas  has  challenged  Sara  Lee  for 
suggesting  that  its  "light"  cheesecake  is 
low  calorie.  And  California  and  Rhode 
Island  recently  passed  laws  curbing 
what  marketers  can  say  about  the  envi- 
ronmental benefits  of  their  products. 

The  heightened  vigilance  comes  after 
a  freewheeling,  five-year  stretch  in 
which  advertisers  made  increasingly  far- 
fetched health  claims.  Now,  as  compa- 
nies seek  to  ex- 


will  be  a  patchwork  of  confusing  and 
conflicting  rules.  "We're  at  a  critical 
juncture,"  says  L.  Ross  Love,  vice-presi- 
dent of  advertising  at  Procter  &  Gamble 
Co.  P&G  and  other  packaged-goods  gi- 
ants are  taking  the  unusual  step  of  ask- 
ing for  federal  regulation  of  environ- 
mental claims.  Of  course,  they  want  to 
help  draft  the  rules.  They're  part  of  an 
industry  group  that  is  petitioning  the 
FTC  to  adopt  its  guidelines  detailing 
when  companies  can  use  terms  such  as 
"recyclable"  and  "earth-friendly." 
HEFTY  DAMAGES.  The  Companies  also 
want  to  simplify  existing  rules  so  they 
can  avoid  costly  lawsuits  such  as  Quaker 
Oats  Co.'s  17-month-long  tangle  with 
Texas  over  whether  its  oatmeal  can  help 
reduce  cholesterol.  Quaker,  which  set- 
tled the  suit  on  Feb.  7,  admitted  no 
wrongdoing  but  agreed  to  donate 
$75,000  of  food  to  the  hungry  in  Texas. 
Quaker  and  other  companies  are  worried 
that  the  health-claim  suits  filed  by  states 


.       ,  GENERAL  FOODS  The  Federal 
Trade  Commission  says  this  1985  com 
mercial  misrepresents  the  calcium  in 
Kraft  Singles.  Kraft  disagrees 


MOBIL  CHEMICAL 

Seven  states  have  sued 
Mobil,  manufacturer  of 
Hefty  garbage  bags,  al- 
leging that  the  bags  are 
not  fully  degradable  as 
Mobil  claimed.  The 
company  settled  with 
Texas,  but  is  still  fight- 
ing six  suits 


SARA  LEE  In  a  probe, 
nine  states  alleged  that 
Sara  Lee's  Light  Clas- 
sic Cheesecake  con- 
tained as  many  calories 
as  regular  cheesecake. 
It  settled  the  case  in 
August,  1989,  by 
agreeing  to  change  its 
packaging 


ploit  growing  environmental  concerns 
through  so-called  green  marketing,  both 
federal  regulators  and  the  states  are 
worried  that  unless  they  exert  a  tighter 
grip,  the  public  may  be  sold  another  bill 
of  goods.  "More  and  more,  consumers 
are  unable  to  judge  for  themselves,"  de- 
clares Janet  D.  Steiger,  who  became 
head  of  the  FTC  in  1989  and  has  made 
advertising  a  key  priority. 

In  response  to  this  new  wave  of  regu- 
latory zeal,  companies  are  taking  the  of- 
fensive to  try  to  head  off  what  they  fear 


may  be  only  a  foretaste  of  the  litigation 
that  will  arise  over  environmental 
claims.  Because  a  broader  range  of  com- 
panies is  likely  to  make  environmental 
claims,  there  are  likely  to  be  more  suits. 

Marketers  point  to  a  controversy  over 
Mobil  Chemical  Co.'s  Hefty  garbage  bag 
as  an  early  sign  of  zealous  state  activ- 
ism. Last  June,  attorneys  general  from 
seven  states  sued  Mobil  for  flatly  claim- 
ing that  the  bag  is  degradable,  even 
though  it  doesn't  fully  break  down  if 
covered  in  landfills.  Mobil  settled  with 
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Lincoln  owners  are 
never  without  a  spare. 

A  SPARE  CAR,  THAT  IS.  BECAUSE  LINCOLN  GIVES  THEM  a  free  loaner  if  their  cars  are  ever  kept  for  overnight  v^arranty  v/ork. 
And  if  a  loaner's  not  available,  a  rental  car  allov/ance  is  provided*  Either  way,  Lincoln  owners  keep  right  on  driving.  It's  just  another 
benefit  of  the  new  Lincoln  Commitment,  a  program  that  includes  24-hour  roadside  assistance  (with  absolutely  no  charge  during  the  first 
year)  and  a  four-year/50,000-mile  bumper-to-bumper  warranty  with  no  deductible.  Ask  your  dealer  for  a  copy  of  this  limited  warranty. 
The  Lincoln  Commitment.  Standard  with  every  1991  Lincoln.  It's  what  luxury  car  ownership  should  be. 
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Lincoln  What  a  luxury  csir  should  be. 

LINCOLN-MERCUntr  DIVISION  lickli  Up-Tc|tlkit  Wt  Cin  Sax  liitl. 


airs 


Texas  for  $15,000  after  the  state  asked 
retailers  to  post  signs  on  their  shelves 
contradicting  Hefty 's  claim.  While  Mobil 
no  longer  even  makes  the  claim,  it's  still 
stuck  fighting  suits  with  six  states. 

Some  companies  claim  they  are  hesi- 
tating to  make  even  legitimate  environ- 
mental claims  for  fear  of  prompting  fed- 
era!  or  state  investigations.  An  executive 
at  Lever  Brothers  Co.,  for  example,  says 
a  "substantial"  percentage  of  the  plastic 
in  its  Wisk  detergent  containers  is  recy- 
cled. But  the  label  on  the  j^roduct  says 
only  "support  plastic  recycling."  P&G 
steers  clear  of  regulatory  trouble  by 
promoting  only  those  products,  such  as 
its  Spic  and  Span  Pine  cleaner,  that  are 
packaged  in  1007'  recycled  plastic  bot- 
tles. And  it  shuns  such  vague  phrases  as 
"environmentally  friendly." 

The  states  are  unsympathetic  to 
charges  that  their  activism  sets  up  an 
unnecessary  crazy  quilt  of  rules:  "The 
fact  that  it  is  inconvenient  for  an  adver- 
tiser to  tell  the  truth  doesn't  excuse  him 
for  breaking  the  law,"  says  Gardner.  In- 
deed, the  states  are  marshaling  their  re- 
sources to  further  increase  the  number 
of  advertisers  they  can  stalk.  Most  big 
investigations  are  now  handled  by  multi- 
state  task  forces  or  joint  state-federal 


efforts.  Texas  and  the  FTC,  for  instance, 
are  cooperating  in  investigation  of 
degradability  claims  made  by  First 
Brands  Corp.,  which  makes  Glad  Bags. 

Some  states  are  even  making  efforts 
to  streamline  the  policing  process.  Last 
November,  10  states  drafted  their  own 
environmental  guidelines  that  are  tough- 
er than  the  industry  proposals:  They 
would  ban  such  terms  as  "earth  friend- 


Companies  have  drafted 
guidelines,  but  the  FTC  wants 
to  remain  free  to  attack  ads 
on  a  case-by-case  basis 


ly,"  and  allow  use  of  the  word  "recycla- 
ble" only  in  markets  where  recycling  fa- 
cilities are  nearby.  But  these  states  are 
also  working  with  companies  to  develop 
mutually  acceptable  standards:  "We 
don't  want  to  revisit  the  difficulties 
we've  had,"  says  Minnesota  Attorney 
General  Hubert  H.  Humphrey  HL 

Oddly,  the  big  hurdle  to  uniform  regu- 
lation may  be  the  newly  emboldened 


FTC.  While  more  aggressive  in  enforcing 
its  standards  on  ad  claims,  it  is  chary 
about  adopting  environmental  regula- 
tions that  cover  such  nitty-gritty  issues 
as  when  a  company  can  claim  a  product 
is  recyclable.  "We're  not  a  scientific 
body  here,"  says  Commissioner  Deborah 
K.  Owen.  Instead,  the  FTC  wants  to  at- 
tack ads  on  a  case-by-case  basis. 
ELBOW  ROOM.  If  the  feds  don't  adopt 
green-marketing  rules,  companies  say 
they  will  end  up  in  a  bind.  Not  only  will 
they  continue  to  clash  with  the  various 
state  law-enforcement  officials,  but  state 
lawmakers  may  push  for  even  stricter 
advertising  legislation. 

Cynical  observers  such  as  Richard  A. 
Denison,  a  scientist  at  the  Environmen- 
tal Defense  Fund,  say  companies  are 
pushing  for  federal  standards  just  to 
head  off  more  onerous  state  rules.  But 
marketers  say  they  need  some  latitude 
to  help  consumers  make  informed  deci- 
sions. Procter  calls  the  approach  "not  so 
much  selling  as  telling."  That's  a  noble 
sentiment.  But  until  the  regulatory  cha- 
os is  cleared  up,  marketers  are  not  likely 
to  do  much  of  either. 

By  Mark  Landler  in  New  York;  with  Za- 
chary  Schiller  in  Cleveland  and  Tim 
Smart  in  Washington 


Performance  Summary' 


For  income  from  quality  bonds. 


''This  is  one  top  performer 
that's  low  risk." 

If  you  are  looking  for  an  investment  that  can  give 
you  top  performance  potential  with  low  risk,  look 
at  Scudder  Short  Term  Bond  Fund.  During  1990 
this  Fund  was  consistently  ranked  among  the 
top  high-quality  corporate  bond  funds 
tracked  by  Investment  Company  Data, 
Inc.*  What's  more,  Scudder  Short  Term 
Bond  Fund  achieved  this  distinction  with 
low  share  price  fluctuation.  And  like  all 
Scudder  Funds,  Scudder  Short  Term  Bond 
Fund  is  pure  no-load'",  100%  free  of  sales 
charges.  For  a  free  information  kit,  call  today. 


Scudder  Short  Iferm 
Bond  Fund 

1-800-225-2470  ext  1212 


30-day  yield 
(January  24,  1991) 

1-year  return 

5-year  average 
annual  return 


9.52% 

9.88% 
9.01% 

11.25% 


Life-of-fund 
average  annual  return 
(period  ending  12/31/90) 

Fund  mception  7/1/88.  Performance  is 
historical.  Investment  return  and  prin- 
cipal value  fluctuate.  Upon  redemption, 
shares  may  be  worth  less  than  their 
original  cost. 


SCUDDER 


America's  First 
Family  of  No-Load  Funds 


'nvestment  Company  Data.  Inc.,  an  independent  ranking  service  for  mutual  funds,  rated  the  Fund's  performance  #2  of  the  124  funds  in  its  category  for 
72  months  ended  12/31/90.  ' '  Yield  without  adxnser  expense  cap  would  have  been  8.71%.  total  returns  would  also  have  been  lower  Expense  cap 
M-7   /ontinue  to  fune  30. 1991.  until  which  time  adviser  guarantees  expenses  will  not  exceed  .25%.  From  4/24/84,  Fluid's  inception,  to  7/89,  Fund  pursued 
chllc'ient  objectives  of  its  predecessor,  Scudder  Target  Fund,  1994  Portfoho.  Contact  Scudder  Fund  Distributors,  Inc.,  for  a  prospectus  which  contains  more 
complete  ii  iformation  on  management  fees  and  other  exf)enses.  Read  the  prospectus  carefully  before  you  invest  or  send  money. 
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HAS  THE  MARKE 


In  spite  of 
recession  and 
war,  it's  betting 
that  cheap  money 
will  revive  the 
economy — not 
right  away,  but 
by  summer 


A nation  at  war.  An  economy  in  re- 
cession. Unemployment  tiiat 
could  hit  1%  by  yearend.  Auto 
sales  stalling  out.  A  battered  banking 
system.  Major  corporations  going  bank- 
rupt. Things  are  pretty  grim  almost  ev- 
erywhere in  America. 

Everywhere,  that  is,  but  on  Wall 
Street.  The  Dow  Jones  industrial  aver- 
age has  zoomed  more  than  400  points 
since  Jan.  9,  the  day  talks  between  Sec- 
retary of  State  James  A.  Baker  III  and 
Iraqi  Foreign  Minister  Tari({  Aziz  broke 
down  and  the  war  appeared  inevitable. 

Has  the  market  gone  bonkers?  Not 
likely.  The  rally  seems  real.  The  stock 
market  always  looks  forward,  and  this 
time  it  likes  what  it  sees:  a  Federal  Re- 
serve embarked  on  a  campaign  of  cheap 
money  to  revive  the  ailing  economy.  The 
lowering  of  interest  rates  gives  breath- 
ing room  to  strapped  borrowers  and  bol- 
sters profit  margins  for  companies  and 
beleaguered  bankers.  That  doesn't 
mean  the  economy  will  be  running 
with  a  head  of  steam  next  month  or 
next  quarter.  But  with  Saddam 
Hussein's  threat  to  the  world's 
oil  supply  turned  back  and  in- 
flation on  the  wane,  an  eco- 
nomic recovery  is  in  the 
works.  Eventually,  the 
same  cheap  money  and 
!ovv'  inflation  that  are 
boi)sting  the  market 


will  begin  to  drive  the  economy  forward. 

"Sure,  we  haven't  seen  economic  num- 
bers this  bad  since  1982,"  says  Benjamin 
F.  Edwards,  chairman  of  A.  G.  Edwards 
&  Sons  Inc.,  a  major  regional  brokerage 
firm.  "But  if  there  ever  was  a  time  to 
buy  the  market,  it  was  1982."  Indeed  it 
was.  That  was  the  year  when  the  big- 
gest bull  market  in  history  began,  and  a 
month  after  that  rally  started,  the  unem- 
[jloyment  rate  hit  10.2'a  . 
BROAD  MOVE.  Not  all  traders  take  that 
view,  but  few  are  fighting  it.  Steven 
Wollack,  a  floor  trader  at  the  Chicago 
Mercantile  Exchange,  finds  it  hard  to 
believe  that  stocks  could  be  so  strong  in 
the  face  of  bad  economic  news  and  a 
major  war,  but  buy  orders  for  stock- 
index  futures  have  been  pouring  into  the 
trading  pits  for  weeks  with  no  letup. 
"The  market  is  getting  ahead  of 
things,"  .says  Wollack.  "But  I'm 
not  going  to  stand  in 
front  of  a  freight 
train." 


To  most  pros,  the  action  on  the  floor 
in  New  York  and  in  the  futures  pits  in 
Chicago  is  the  real  signal  that  the  rally 
has  a  long  way  to  go.  The  rise  has  been 
big  enough  and  broad  enough  to  pass 
the  test  of  an  early  bull  market.  So  far 
this  year,  the  Dow  Jones  industrial  aver- 
age has  climbed  10.5'a.  That's  pretty 
snappy  in  itself.  But  the  story  of  this 
market  is  in  the  broader  stock  market 
averages  (page  80).  The  Standard  & 
Poor's  500-stock  index  is  up  11.8?f  for 
the  year  and  18.5'/  from  January's  pre- 
war low.  And  small-capitalization  stocks 
are  virtually  levitating.  The  Russell 
2000-stock  index  is  up  17.97^  for 
the  year  and  24.37  over 
the  last  four 
weeks. 
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KMIE  BONKERS? 


Volume  has  soared,  too,  confirming 
the  upturn  in  prices.  Average  daily  trad- 
ing volume  at  the  New  York  Stock  Ex- 
change is  up  15%  year-to-date  over  the 
same  period  in  1990.  For  February  thus 
far,  it's  up  64?f.  At  Charles  Schwab  & 
Co.,  the  nation's  largest  discount  stock 
broker,  customer  transactions 
are  averaging  25,000  a 
day  this  month, 
compared 


with  11,500  last  year.  At  the  Chicago 
Board  Options  Exchange,  volume  in  the 
S&P  100  index  option  is  up  35'a  vs.  Febru- 
ary 1990. 

BIG  BURST.  The  breadth  of  the  market's 
surge  is  what  sets  this  rally  apart  from 
1990,  when  the  Dow  and  S&P  rose  from 
February  until  July  and  hit  an  all- 
time  high.  Then,  the  gains  were  con- 
centrated in  the  50  large-capitaliza- 
tion    stocks  that 
dominate  those  aver- 
ages. Now,  Laszlo 
Birinvi  of  Birinvi 


DOW  JONES 
INDUSTRIAL 
AVERAGE 


JAN.  17 

2623.5 


i 


FEB.1 

2730.6 

Discount  rate 
and  prime  rate 
are  cut 


DATA: 

BRIDGE  INFORMATIOK 
SYSTEMS  INC. 


Associates  says  the  stock  mar- 
ket's 10-day  advance-decline  line, 
a  measure  that  looks  at  the  number 
of  stocks  going  up  vs.  those  going  down, 
has  reached  levels  seen  only  five  times 
in  the  last  decade:  August  and  October 
of  1982,  January,  1985,  and  January, 
1987.  The  months  following  these  peri- 
ods were  all  bullish  for  stocks.  On  Feb. 
11,  when  the  Dow  tallied  up  71.5  points, 
the  stocks  advancing  in  price  outnum- 
bered those  declining  by  10  to  1.  'The 
market's  breadth  is  extraordinary,"  says 
Birinyi,  one  of  many  pros  who've  been 
stunned  by  the  stampede  into  stocks.  "I 
was  bullish,  but  with  a  small  'b.'  " 

The  pros  also  see  the  horns  of  a  bull 
market  in  what  they  call  the  "change  of 
leadership,"  which  often  marks  major 
turns  in  the  stock  market.  After  several 
years  of  leadership  from  consumer 
stocks  such  as  Coca-Cola  and  Philip  Mor- 
ris, the  leading  stocks  in  this  move  have 
been  technology  companies  such  as  IBM 
and  Digital  Equipment  (page  82).  Fi- 
nance, cyclical,  and  basic-industry  stocks 
are  also  in  the  fore. 

The  market  psychology  made  a  sud- 
den turnaround,  too,  with  investors  more 
willing  to  shrug  off  bad  news.  Last  fall, 
when  money-center  banks  cut  away  at 
dividends,  their  stocks  were  brutal- 
ized by  unforgiving  sellers.  But 
when    General    Motors  Corp. 
slashed  its  dividend  by  47%  on 
Feb.  4,  the  market  barely 
blinked. 

The  rally's  first  big  burst 
came  on  Jan.  17,  the  day 
after  U.  S.  and  allied 
bombers    struck  at 
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He  expects  some 
retreats  but  calls  the 
rally  'one  of  the  best 
I've  seen  in  years' 

MARTIN  E.  ZWEIG 

Market  forecaster  and 
mutual-fund  manager 


The  Dow  could  go  to 
3300  and  higher  if 
interest  rates 
continue  to  fall 

ELAINE  M.  GARZARELLI 

Stock  market  strategist, 
Shearson  Lehman  Brothers  Inc. 


'I  was  bullish,  but 
with  a  small  "b."  The 
market's  breadth  is 
extraordinary' 

LASZLO  BIRINYI 

Market  analyst, 
Birinyi  Associates 


Iraq.  Oil  prices  collapsed  from  near  .$30 
per  barrel  to  the  low  $20s — levels  not 
seen  since  Saddam  Hussein's  army 
marched  into  Kuwait  on  Aug.  2. 
The  crash  in  oil  prices  also  por- 
tends lower  inflation,  and  that 
kicked  off  a  rally  in  the  bond  mar- 
ket. The  news  from  the  war  front 
has  remained  positive  enough  to 
keep  the  rally  going. 

But  what  has  really  made  the 
market  soar  is  the  Federal  Re- 
serve Board.  On  Feb.  1,  it  slashed 
the  discount  rate — the  rate  at  which 
banks  can  borrow  from  the  Fed — one 
half  percentage  point,  to  6.57'.  That,  the 
second  cut  in  six  weeks,  triggered  the 
"two  tumbles  and  a  jump"  rule.  Simply 
put:  When  the  Fed  cuts  the  discount  rate 
twice,  the  stock  market  climbs.  The  rule 
is  based  on  a  on  relationship  between 
monetary  easing  and  stock-price  behav- 
ior that  goes  back  to  the  years  when  the 
central  bank  was  in  its  infancy.  Accord- 
ing to  the  newsletter  Market  Logic,  this 
has  happenned  only  18  times  before.  In 
the  12  months  following  the  second  tum- 
ble, the  median  gain  in  stock  prices  has 
been  .ST/'.  The  last  time  it  happened  was 
Dec.  21,  1984 — and  the  market  gained 
28'a  over  the  next  year. 
'HEALTHY.'  Investors  who  follow  Elaine 
Garzarelli,  the  stock  market  strategist  at 
Shearson  Lehman  Brothers  Inc.,  have  al- 
ready made  more  than  20'a.  Garzarelli 
turned  bullish  in  late  September.  With 
the  market  up  500  points  since,  her  fore- 
casting model,  which  takes  in  valuation, 
sentiment,  and  economic  and  monetary 
indicators,  is  posting  an  even  stronger 
buy  signal  today.  At  the  current  level  of 
interest  rates,  the  "fair  value"  of  the 
market  is  3200  to  3300  on  the  Dow.  If 
rates  fall  further,  as  many  expect, 
stocks  would  move  even  higher.  And  she 
expects  her  model  could  remain  on 
"buy"  for  at  least  another  year. 

Even  the  bulls  expect  the  mar- 
ket may  need  some  time  to  digest 
its  gains.  Money  manager  Martin 
D.  Sass,  for  instance,  said  he  has 
been  taking  profits  on  stocks  that 
made  gains  in  a  month  that  he 
thought  would  take  a  year.  John 
H.  Laporte,  who  runs  the  T.  Rowe 
Price  New  Horizons  Fund,  ac- 
knowledges that  "it  would  be 
it-aiiliy  for  the  market  to  have  a  one-  or 
two-week  correction  and  let  prices  come 
down  three  or  four  percent." 

Such  a  retreat  would  no  doubt  draw  in 
those  reluctant  to  chase  stocks  at  ever 
higher  prices.  "Everybody's  looking  for 
a  pullback  in  which  to  invest,"  says  Mar- 
tin E.  Zweig,  a  market  forecaster  and 
mutual-fund  manager.  "That's  what 
makes  the  pullbacks  short."  Zweig, 
who's  not  bashful  about  being  a  bear 


when  conditions  warrant  it,  calls  the  ral 
ly  "one  of  the  best  I've  seen  in  years." 

Even  for  those  who  don't  invest,  the 
rally  carries  an  important  message.  It's 
forecasting  an  end  to  the  recession,  per- 
haps by  the  third  quarter  of  the  year.  Of 
course,  everyone  knows  that  the  stock 
market  has  forecast  nine  of  the  last  five 
recessions.  But  the  stock  market  does  a 
better  job  on  calling  economic  recover- 
ies. In  eight  postwar  recessions,  the 
market  has  begun  to  rise  on  average 
four  months  before  the  start  of  a  recov- 
ery. True,  the  market  jumped  the  gun  a 
couple  of  times  as  it  did  in  1974,  and  the 
stocks  fell  back.  But  none  of  those  false- 
start  rallies  were  as  strong  and  broad- 
based  as  the  current  one.  In  fact,  since 
the  stock  market's  bottom  in  October, 
the  Dow  is  up  23/(  and  the  S&P  257c. 
Such  a  rally  never  fails  to  presage  a 
recovery. 

LEAD  TIME.  So  why  does  the  collective 
wisdom  of  equity  investors  about  the 
economy  seem  to  elude  the  car  salesmen 
sitting  in  empty  showrooms,  flight  atten- 
dants on  indefinite  furloughs,  and  con- 
struction workers  without  jobs?  For  one 
thing,  the  market  has  a  long  institution- 
al memory.  Recessions  are  part  of  the 
business  cycle,  and  they  eventually  end. 
But  that's  not  going  to  reassure  the  un- 
employed or  those  who  fear  they  may  be 
forced  into  those  ranks. 

The  stock  market  is  an  early  indicator 
of  recovery  because  it  responds  quickly 
to  the  same  stimulus  that  leads  the  econ- 
omy itself  out  of  recession:  easy  money. 
The  Fed  opens  the  purse  strings,  inter- 
est rates  dive,  and  investors,  looking  at 
67  returns  on  T-bills,  start  switching  to 
longer-term  bonds  and  stocks.  Prices  for 
those  assets  surge. 
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The  real  economy  of  factories,  houses 
and  employment  offices  don't  turn  on  a 
call  to  your  broker.  It  takes  time  for 
factory  lines  to  ramp  up  and  employers 
to  start  hiring  back  workers.  Building 
projects,  which  need  to  go  through  vari- 
ous layers  of  approvals,  have  long  lead 
times.  With  tougher  lending  standards 
in  force,  it  also  takes  longer  to  negotiate 
a  loan  to  finance  asset  purchases  and 
business  expansion.  Notes  Elliott  Piatt, 
director  of  economic  research  at  Donald- 
son, Lufkin  &  Jenrette  Securities  Corp.: 
"People  don't  have  any 
patience  with  the  lags 
in  response." 
EXPORT  GROWTH.  Some 
sectors  of  the  economy 
may  even  take  years  to 
respond.  Because  of 
overbuilding  in  the 
1980s,  commercial  real 
estate,  for  instance, 
might  not  bounce  back 
until  late  in  the  recov- 
ery. And  auto  sales 
show  few  signs  of  pick- 
ing up,  either.  Not  only 
are  carmakers  shutter- 
ing plants  and  laying  off  workers  but 
their  woes  are  spreading  to  suppliers. 

The  auto  industry's  role  in  the  econo- 
my has  been  shrinking  for  years,  howev- 
er. Final  sales  of  domestically  produced 
autos  are  running  at  about  $100  billion — 
but  exports  of  capital  goods,  such  as 
airplanes  and  machinery,  are  running  at 
about  $153  billion  annually,  and  exports, 
unlike  the  rest  of  the  economy,  are  still 
growing.  With  the  dollar  near  or  at  rec- 
ord low  levels  vs.  the  major  foreign  cur- 
rencies, U.  S.-manufactured  products  are 
now  cheap.  That  development  signifi- 
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U.S. 

S&P  500 

+  11.8% 

FRANCE 

CAC  40 
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GERMANY 
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6.5 

BRITAIN 

FT-SE  100 

5.8 

JAPAN 

Nikkei  225 

5.4 

*Local  currency,  through  Feb.  13 
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cantly  improves  the  outlook  for  exports 
And  for  all  the  handwringing  over  the 
recession  and  the  economy,  many 
on  Main  Street — and  Wall  Street — 
are  overlooking  what's  right  about 
the  economy.  Manufacturers'  in- 
ventories are  lean,  so  once  the 
economy  turns  up,  production  and 
employment  should  respond  quick- 
ly to  meet  new  demand. 

Even  more  important  for  the  fi- 
nancial markets  is  that  inflation  is 
continuing  to  ease.  Producer 

prices  fell  in  December, 
and  in  the  fourth  quar- 
ter, wages  and  salaries 
rose  at  an  annual  rate 
of  just  3.4a.  The  slow- 
down in  wage  growth 
should  also  improve 
prospects  for  corporate 
profits. 

To  be  bullish  now,  in- 
vestors have  to  em- 
brace the  traditional 
view  that  monetary  eas- 
ing will  work  its  magic 
on  the  economy.  And 
after  the  debt  binge  of 
the  1980s — with  its  unprecedented  eight- 
year  economic  expansion — that's  not  an 
easy  conclusion  for  many  to  reach. 
'DISASTROUS.'  "I  want  to  believe  that  a 
new  bull  market  has  begun  and  that  the 
liquidity  that  the  Fed  pushed  makes  this 
a  mild  recession,"  says  Barton  M.  Biggs, 
global  investment  strategist  for  Morgan 
Stanley  &  Co.  "I  just  can't  believe  it's 
that  easy."  He  admits  the  market's  in- 
ternal dynamics  could  carry  the  stock 
averages  higher,  but  he's  not  buying. 
He's  so  wary  of  U.  S.  stocks  at  these 
levels  that  he's  buying  in  Japan.  "It's 
still  down  38%  from  its  all-time  high,  and 
everybody  is  very  gloomy." 

"As  we  look  out  at  the  manifold  prob- 
lems in  the  economy,  I  doubt  this 
[rally]  can  last  much  longer,"  says 
Michael  Murphy,  editor  of  the 
Overpriced  Stock  Service.  Mur- 
phy, who  shorts  stocks — selling 
borrowed  shares  with  the  idea  of 
buying  them  back  at  much  lower 
prices — says  ebullient  investors 
will  soon  be  overtaken  by  the  neg- 
atives: the  onset  of  a  ground  war 
in  Kuwait,  the  deepening  of  the 
banking  crisis  at  home,  and  the  slide  of 
the  U.  S.  dollar  around  the  globe.  First- 
quarter  profits,  he  adds,  will  be  "disas- 
trous" for  such  industries  as  airlines, 
banking,  autos,  and  defense  contractors. 
Therefore,  he's  shorting  such  stocks  as 
USAir,  Bank  of  Boston,  and  McDonnell 
Douglas. 

Robert  J.  Nurock,  who  publishes  an 
investment  advisory  under  his  own 
name,  argues  that  the  rally  is  spent, 


Investor  enthusiasm 
will  soon  fall  victim  to 
the  realities  of  war 
and  economic  woes 

MICHAEL  MURPHY 

Short-seller, 
Overpriced  Stock  Service 


'Unwilling  investors' 
have  done  much 
buying,  and  they  will 
bolt  if  news  turns  bad 

ROBERT  J.  NUROCK 

Publisher, 

Bob  Nurock 's  Advisory 


'I  want  to  believe  a 
new  bull  market  has 
begun.  ...  I  just  can't 
believe  it's  that  easy' 

BARTON  M.  BIGGS 

Global  investment  strategist, 
Morgan  Stanley  &  Co. 
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HIGH-TECH  STOCKS  MAY  BE 
NEAR  THEIR  HIGHS 


f: 


lor  five  years,  high-technology 
I  stocks  had  been  the  white  ele- 
phants of  Wall  Street.  Battered  by 
cutthroat  competition  and  anemic  de- 
mand, shares  of  computer,  software,  pe- 
ripheral, and  disk-drive  companies  sat 
out  the  bull  market  of  the  1980s.  But 
today,  at  the  forefront  of  the  stock  mar- 
ket's charge  toward  3000,  high  tech  is 
white  hot.  Hambrecht  &  Quist's  Technol- 
ogy Index  has  risen  427'  since  Nov.  1,  far 
outpacing  the  20%  rise  in  the  Standard  & 
Poor's  500-stock  index.  For  investors, 
however,  the  question  remains:  Will  the 
high-tech  rally  stay  on  track? 

The  answer  may  very  well  be  no.  To 
be  sure,  high-tech  stocks  are  being 
pushed  along  by  two  bullish  factors:  the 
war  and  an  upturn  in  profits.  By  graphi- 
cally demonstrating 
U.  S.  technological 
prowess,  the  conflict 
with  Iraq  has  clearly 
burnished  the  image  of 
high-tech  stocks.  An- 
other impetus  has  been 
better-than-expected 
earnings  reports  from 
the  most-watched  tech- 
nology stocks.  With  the 
notable  exception  of 
Hewlett-Packard  Co., 
six  of  the  seven  leading 
computer,  chip,  and 
software  makers  re- 
ported above-par  earn- 
ings for  the  fourth 
quarter  of  1990.  The  re- 
sult has  been  a  buying 
frenzy.  "It  had  been  at 
least  five  years  since  good  news  came 
out  of  all  the  computer  companies  at  one 
time,"  says  Roger  B.  McNamee,  portfolio 
manager  of  T.  Rowe  Price  Associates 
Inc.'s  Science  &  Technology  Fund. 
FAMILIAR  PATTERN.  But  the  dramatic 
rise  'las  overshadowed  a  sobering  fact: 
Dema.  1  for  computers,  semiconductors, 
and  pel  herals  remains  flat.  U.S.  sales 
have  beei:  iMckluster.  Reported  sales  and 
earnings  tV  :n  exports  look  much  better. 
Apple  Conijuter  Inc.'s  fourth-quarter 
sales,  for  insunce,  rose  12'v,  largely  be- 
cause of  overseas  business.  Yet  that  in- 
crease stemmed  largely  from  a  weaken- 
ing dollar  that  has  expanded  reported 
revenues  and  profits  from  abroad.  With- 
out a  lower  dollar,  sales  would  have  been 
up  ju.st  67 . 
The  market  now  seems  to  be  ignoring 


LEADING  THE  STAMPEDE: 
TECHNOLOGY  STOCKS 


Company 

Price  Percent 
Feb.  13  change 
since  Nov.  1 

APPLE 

60 

97% 

COMPAQ 

72 1/4 

53 

DEC 

73% 

52 

HEWLETT-PACKARD  41 

50 

IBM 

1343/4 

26 

INTEL 

48 

43 

MICROSOFT 

105V2 

66 

HAMBRECHT  &  QUIST 
TECHNOLOGY  INDEX  286 

42 

S&P  500 

369 

20 

DATA:  BRIDGE  INFORMATION  SYSTEMS  INC 


the  fact  that  export  sales  began  cooling 
off  seven  months  ago  as  a  result  of  the 
slowing  European  economy.  Even  tech- 
nology analysts  and  portfolio  managers 
who  believe  these  stocks  will  go  higher 
say  that  the  runup  has  gotten  ahead  of 
itself.  "It's  like  the  market  is  saying: 
'We're  back  to  the  good  old  days.'  I  don't 
buy  that,"  says  one  institutional  analyst. 
McNamee,  who  is  convinced  that  the 
technology  sector's  "psychology"  has 
turned  positive,  is  nevertheless  adding 
only  to  existing  holdings  in  fast-growing 
companies  such  as  Adobe  Systems,  No- 
vell, and  Cisco  Systems. 

Skeptics  see  a  familiar  pattern  in  the 
recent  gains.  For  the  past  four  years, 
technology  stocks  typically  enjoyed  good 
gains  early  in  the  year  only  to  falter  by 
summer.  This  time,  the 
second-half  sag  was 
coupled  with  the  mar- 
ket's overall  drop  fol- 
lowing the  invasion  of 
Kuwait.  The  one-two 
punch  brought  technol- 
ogy stocks  to  their 
knees:  Hambrecht  & 
Quist's  Technology  In- 
dex, which  tracks  175 
electronics,  computer, 
communications,  and 
health  care  companies, 
fell  to  nearly  a  five- 
year  low  on  Oct.  11. 
That  spurred  some 
portfolio  managers  to 
buy  technology  leaders. 

Despite  the  rally, 
many  analysts  continue 
to  maintain  that  computer  stocks  are 
cheap  by  historical  standards.  Hewlett- 
Packard,  for  example,  is  only  selling  at 
about  12  times  projected  1991  earnings, 
vs.  the  mid-20s  four  years  ago.  But  even 
though  the  value  argument  has  merit,  it 
could  be  undercut  if  investors  begin  pay- 
ing more  attention  to  sagging  U.  S.  de- 
mand, which  accounts  for  about  half  of 
these  companies'  sales.  "There's  no  evi- 
dence of  a  fundamental  change  in  the 
U.  S.  market,"  says  Stephen  K.  Smith, 
who  follows  computer  stocks  for 
PaineWebber  Inc.  High-tech  stocks  could 
easily  ride  the  wave  of  euphoria  until 
April,  when  first-quarter  financial  re- 
ports come  out,  Smith  says.  But  a  few 
untoward  earnings  reports  could  quickly 
cool  them  off. 

By  Gary  McWtllianis  in  Boston 


leaving  the  market  vulnerable  to  sell- 
offs.  Much  buying,  he  says,  has  come  in 
from  "unwilling  investors  who  had  been 
on  the  sidelines,"  drawn  into  the  market 
more  by  fear  of  underperforming  than 
by  conviction.  If  the  news  turns  bad — 
and  there's  opportunity  for  that  to  hap- 
pen— they'll  bolt  for  the  exits. 

But  there's  something  else  to  remem- 
ber: Bull  markets  always  climb  a  wall  of 
worry.  The  very  fact  that  investors — big 
and  small — are  unconvinced  that  the  ral- 
ly is  for  real  means  that  there  is  still  lots 
of  buying  power  in  reserve  to  propel  the 
market  to  new  highs: 

■  Liquid  assets  in  mutual  funds  and  in- 
stitutional portfolios  are  still  huge.  And 
new  money  is  flowing  in  daily.  Big  insti- 
tutional investors  have  not  been  m.ajor 
participants  yet,  says  analyst  Birinyi, 
noting  a  relative  paucity  of  block 
trades — trades  of  10,000  or  more — tak- 
ing place  during  the  rally.  Their  partici- 
pation is  yet  to  come,  he  maintains. 

■  A  BUSINP":SS  WEEK  Survey  of  stock-bro- 
kerage offices  around  the  country  indi- 
cates that  while  individual-investor  inter- 
est is  picking  up,  there's  no  mad  clamor 
for  stocks.  Says  George  M.  Stewart,  a 
Pittsburgh  investor  and  insurance  agent: 
"There  are  some  good  buys  to  be  had, 
but  I'm  not  going  to  be  rushed  into  any- 
thing." Caution  and  skepticism  give  a 
rally  long  legs.  Increased  participation 
hy  individuals  should  also  help  keep  the 
small-stock  rally  on  a  steady  course. 

■  Foreign  investors — who  flocked  to  the 
U.  S.  in  past  market  rallies — have  yet  to 
show  up.  Thomas  Lips  of  the  Union 
Bank  of  Switzerland  has  told  investors 
to  take  profits  in  U.  S.  stocks  "if  the 
market  goes  up  steeply"  and  to  redeploy 
those  profits  in  Europe.  Japanese  inves- 
tors, who  are  light  on  U.  S.  equities  as 
well,  are  loath  to  move  in  before  the  end 
of  their  fiscal  year  on  Mar.  31.  But  these 
deep-i.)0cketed  sorts  may  take  their  time 
in  getting  here.  The  Japanese  market, 
too,  is  rallying,  up  5.47  so  far  this  year, 
anticipating  monetary  easing  and  a  dis- 
count-rate cut  in  April. 

One  of  the  few  foreigners  who  likes 
the  U.  S.  market  right  now  is  Eric  El- 
stob,  vice-chairman  of  Foreign  &  Colo- 
nial Management  Ltd.  in  London,  an  in- 
vestment-management firm.  Elstob 
started  the  year  with  a  hefty  257'  of  his 
global  portfolio  in  U.  S.  stocks  such  as 
cyclicals  Deere  and  Caterpillar  and 
banks  Wells  Fargo  and  Security  Pacific. 
His  rationale  was  simple.  The  U.  S.,  the 
first  country  into  a  recession,  would  be 
the  first  out.  Indeed,  though  the  other 
major  markets  are  also  rallying  this 
year,  the  gains  in  the  U.  S.  market  have 
been  stronger  (table,  page  81). 

■  The  lack  of  alternatives  bodes  well  for 
stocks.  Investors  who  bought  real  es- 
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tate,  gold,  art,  and  olher  inflalioii 
hedges  in  past  economic  recoveries  may 
find  those  markets  unappealing  now. 
Likewise,  Eastern  Europe,  which  only 
six  months  ago  was  the  talk  of  the  in- 
vestment world,  is  today  on  the  back 
burner.  The  reactionary  backlash 
against  perestroika  in  the  Soviet  Union 
and  the  shortiige  of  good  opportunities 
in  the  former  Warsaw  Pact  nations  have 


cooled  investment  plans.  Even  the  big 
payoff  in  Germany,  says  Elstob,  is  at 
least  two  years  away. 

What  is  heartening  about  the  new  bull 
market  is  that  it  doesn't  depend  on  take- 
overs, leveraged  buyouts,  and  junk 
bonds.  Indeed,  this  market  is  moving  the 
old-fashioned  way — on  lower  interest 
rates  and  the  prospects  of  better  times 
and  earnings  ahead.  Higher  stock  prices 


will,  of  course,  benefit  the  millions  who 
own  stocks,  either  directly,  through  mu- 
tual funds,  or  in  pension  plans.  More 
important,  perhaps,  it  will  mean  that 
Corporate  America  can  once  again  raise 
capital  in  the  equity  markets  in  order  to 
build  and  grow. 

By  Jeffrey  M.  Lader?»an,  with  Suzcmne 
Woolley  and  Michael  J.  Mandel  in  New 
Yorlc.  and  bureau  reporfs 


Commentary/by  Gary  Weiss 


THE  MARKET'S  'VICTORY  LAP'  COULD  TURN  INTO  A  RETREAT 


It  is  well  that  war  is  so  terrible," 
Robert  E.  Lee  once  said,  "or  we 
should  grow  too  fond  of  it."  In  the 
conflict  with  Iraq,  however,  the  terror 
of  war  seems  subsumed — in  the  public 
mind,  at  least — by  a  kind  of  bloodless, 
high-tech  miasma.  As  portrayed  in 
tightly  censored  TV  reports,  this  has 
been  as  much  a  war  of  semiconductors 
as  cordite.  U.  S.  technical  wizardry  has 
thrilled  millions  of  Americans — and  in- 
vestors have  become,  well,  quite  fond 
of  it.  Since  the  pre-war  low,  the  stock 
market  has  risen  18.57'  ,  in  a  euphoric 
surge  grounded  in  the  prospects  for  a 
quick,  uncomplicated  victory. 

The  verdict  of  the 
Street's  investment  savants 
is  nearly  unanimous:  For 
all  intents  and  purposes, 
the  war  is  over.  "The  mar- 
ket is  taking  a  victory  lap," 
observes  Barton  M.  Biggs, 
director  of  global  research 
and  strategy  at  Morgan 
Stanley  &  Co. 
SPOTTY  RECORD.  That  view- 
point is  echoed  by  dozens 
of  other  market  watchers. 
The  market  is  now  turning 
its  attention  to  peacetime 
concerns,  be  they  the  Fed, 
interest  rates,  or  positive 
earnings  reports.  Focusing 
on  everything,  that  is,  but 


neat  rows  at  stateside  airports — the 
market's  advance  is  likely  to  turn  into 
a  pell-mell  retreat. 

To  be  sure,  there  is  a  school  of 
thought  that  views  war — any  war — as 
a  bullish  event.  Stocks  rallied  mightily 
during  World  War  II,  after  the  victory 
at  Wake  Island  in  1942.  And  they  per- 
formed handsomely  during  the  Korean 
conflict.  "The  moment  it  becomes  dis- 
cernible that  the  good  guys  are  going 
to  win,  the  market  takes  off,"  argues 
Robert  Ritter,  chief  market  strategist 
at  Ladenburg,  Thalmann  &  Co. 

But  historical  analogies  can  be  de- 
ceptive. For  example,  it  was  the  hum 


A  CI.  IN  SAUDI  ARABIA:  WILL  A  GROUND  WAR  DISSIPATE  THE  EUPHORIA? 


the  task  at  hand — which  is  to  oust  Sad- 
dam Hussein  from  Kuwait,  destroy  his 
war  machine,  and  create  a  stable  post- 
war Middle  East. 

The  market's  unquenchable  opti- 
mism is  stirring,  but  unconvincing.  As 
an  armchair  general — a  kind  of  auc- 
tion-market think  tank — the  market's 
record  in  forecasting  geopolitical 
events  is  marginal  at  best.  The  likeli- 
hood is  strong  that  the  conventional 
wisdom  of  a  relatively  painless  triumph 
is  dead  wrong.  And  that  would  be 
quite  a  comeuppance  for  investors.  Be- 
cause once  the  computer-game  aura 
fades — and  the  coffins  are  arrayed  in 


of  the  defense  plants,  as  much  as  the 
wartime  victories,  that  rallied  stocks 
during  World  War  II.  And  many  wars 
have  produced  decidedly  mixed  mar- 
kets. While  our  initial  involvement  in 
Vietnam  coincided  with  the  go-go 
1960s,  stocks  became  fatigued  as  the 
fighting  dragged  on  in  the  early  1970s. 
IMPONDERABLES.  Even  less  reassuring 
is  the  market's  dilatory  reaction  to  the 
ferocious  1973  Arab-Israeli  war. 
Bloody,  grueling  fighting  broke  out  im- 
mediately— a  far  cry  from  the  war 
with  Iraq.  The  1973  war  commenced  on 
Oct.  6,  a  Saturday,  and  the  market  ac- 
tually rose  six  points  the  following 


Monday.  It  was  not  until  a  month  later 
that  the  market  realized,  no  sooner 
than  the  rest  of  the  world,  how  the 
Arab  oil  embargo  imposed  on  Oct.  21 
would  wreak  havoc  on  oil  prices.  War 
is  notorious  for  producing  such  unin- 
tended and  unforeseen  consequences. 

Is  the  market  any  more  prescient  to- 
day? Can  it  be  trusted  to  faithfully 
predict  the  future  shape  of  a  Persian 
Gulf  ground  war — the  impact  on  inves- 
tor psychology,  oil  prices,  or  any  of  the 
myriad  imponderables  that  drive  the 
stock  market?  The  market  today  seems 
oblivious  to  the  potential  risk  of  use  of 
chemical,  biological,  and  even  nuclear 
weapons,  as  well  as  the 
very  real  chances  of  a 
much  expanded  Middle 
Eastern  conflict,  possibly 
set  off  by  Israel's  entrance 
into  the  war. 

"The  market  reflects 
some  feeling  that  America 
has  regained  its  position  of 
leadership,"  says  Alan  Ro- 
senfeld,  chief  investment 
officer  of  Sterling  Advi- 
sors, a  New  York-based 
money  manager.  "But  if 
that  turns  out  not  to  be  the 
case,  if  we  get  mired  down 
in  another  Vietnam-like 
thing,  the  feeling  will  soon 
dissipate  and  be  reflected 
in  stocks.  Experience  has  taught  me 
that  things  we  never  think  of  come  and 
clobber  the  market." 

Economists  have  long  maintained 
that  the  stock  market  is  a  reliable  eco- 
nomic forecaster.  There  is  surely  no 
more  dependable  barometer  of  the 
health  of  individual  corporations, 
whether  they  are  automobile  manufac- 
turers or  penny-stock  flimflams.  But 
can  the  collective  judgment  of  inves- 
tors outguess  Saddam  Hussein?  Can 
the  market  accurately  predict  the  fu- 
ture posture  of  the  Soviet  Union,  Iran, 
or  Israel — or  the  fate  of  postwar  Iraq? 
Don't  bet  on  it. 
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HOW  A  SMALL 
COLORADO  COMPANY 
BECAME  A  GLOBAL  PLAYER 


Intellistor,  Inc.  is  a  small  high-tech  com- 
pany in  the  foothills  of  the  Colorado  Rock- 
ies. With  a  staff  of  some  130  engineering 
experts,  it  designs  and  develops  some  of 
the  world's  most  sophisticated  storage  sys- 
tems for  high  performance  computers. 

Its  products  are  sold  all  over  the  globe, 
and  this  is  a  source  of  great  pride  to  Intelli- 
stor And  also  kind  of  a  surprise;  when  it  was 
founded  as  a  start-up  back  in  1983,  it  had 
no  idea  that  it  would  become  a  global  play- 
er None  whatsoever  Its  biggest  ambition 
had  been  to  carve  out  a  small  market  niche 
for  itself  in  America.  But  then  it  met  Fujitsu. 

GLOBAL  GIANT 

Fujitsu  is  a  global  computer  and  com- 
munications giant,  an  enormous  force  in 
the  worldwide  high-tech  revolution.  With 
115,000  employees  and  projects  completed 
in  more  than  100  countries,  it  is  working  to 
promote  local  economies  through  global 
distribution  of  products  and  services. 

Fujitsu  discovered  the  genius  of  Intelli- 
stor in  1985,  when  it  contracted  with  the 
company  to  develop  an  intelligent  storage 
system  for  some  of  its  computers.  Intellistor 
did  such  a  fast,  efficient  and  creative  job 
that  Fujitsu  came  back  for  more.  And  more. 
And  soon  a  very  special  relationship  devel- 
oped between  the  two  companies— a  rela- 
tionship that  resulted  in  marriage. 

BRILLIANT  BUT  STRUGGLING 

Like  many  high-tech  start-ups,  Intelli- 
stor was  brilliant  but  struggling,  starving  for 


capital.  For  its  part  Fujitsu  was  at  a  point 
where  it  needed  Intellistor;  it  could  use  the 
company's  freewheeling,  high-spirited  en- 
trepreneurial drive. 

In  1987  Fujitsu  acquired  Intellistor 
And  since  then  Intellistor  has  doubled  its 
employment,  and  developed  a  whole  string 
of  remarkable  new  products— which  are 
finding  their  way  to  the  global  marketplace. 
And  this  IS  only  the  beginning.  The  future 
IS  bright  for  both  sides.  That's  what  you 
get  when  you  put  together  the  best  of  two 
different  worlds. 


Lew  Frauenfelder,  president  of  Intellistor.  Mr 
Frauenfelder  founded  Intellistor  in  1983.  met  Fujitsu 
in  1985.  and  joined  forces  with  the  company  in  1987. 
"Our  relationship  with  Fujitsu."- he  says,  "has  brought 
only  good.  It  has  enabled  us  not  only  to  survive  but  to 
double  our  employment  and  concentrate  on  doing 
what  we  do  best:  develop  world-class  products." 
For  the  full  details  of  the  Fujitsu -Intellistor  story  call 
(303)  682-6539 


FUjlTSU 


The  global  computer  8^  communications  company. 


BY  GENE  G.  MARCIAL 

A  SLEEPING 
STOCK  THAT  MAY 
SOON  WAKE 


With  the  Dow  up  more  than 
500  points  since  mid-October, 
investors  are  beginning  to 
complain  that  bargains  are  getting 
harder  to  find.  But  money  manager  Ed 
Wachenheim  III,  who  scouts  for  beat- 
en-down growth  stocks,  believes  he  has 
found  an  undervalued  giant:  United 
Technologies,  the  maker  of  Pratt  & 
Whitney  aircraft  engines,  Sikorsky  he- 
licopters, and  Otis  elevators.  "It's  a 
peacetime  stock  with  a  war  compo- 
nent," says  Wachenheim. 

As  big  as  the  company  is — with  re- 
cord earnings  last  year  of  $750.6  mil- 
lion and  revenues  of  $21.7  billion — in- 
vestors have  shied  away.  Its  stock, 
which  traded  as  high  as  62  in  mid-1990, 
slumped  to  42  by  last  fall.  But  in  re- 
cent weeks,  it  has  inched  up  to  47, 
buoyed  by  the  market's  surprising 
strength  and  some  buying  by  smart- 
money  investors. 

"The  stock  is  very  much  underval- 
ued, based  on  the  company's  strong 
growth  prospects  as  the  economy 
snaps  out  of  its  slump,"  says  Wachen- 
heim. chairman  of  Greenhaven  Asso- 
ciates, which  manages  some  $325  mil- 
lion. He  notes  that  with  the  Dow's 
price-earnings  ratio  surging  to  more 
than  15,  United's  p-e  of  8.1  makes  the 
stock  a  compelling  buy. 

"United  is  an  above-average  compa- 
ny that  deserves  a  p-e  at  least  equal  to 
the  market's,"  says  Wachenheim. 
Based  on  a  p-e  of  14  and  1992  projected 
profit  of  $6.50  a  share  (vs.  an  estimated 
$6  this  year),  United  Technologies  is 
worth  $91  a  share,  he  says. 
PARTS  TO  SPARE.  The  Street  is  down  on 
the  slock  because  the  major  markets 
UT  serves  face  big  problems.  Airlines 
are  big  Pratt  &  Whitney  customers, 
and  the  shutdown  of  Eastern  Air  Lines 
and  the  slump  in  air  travel  because  of 
the  war  have  greatly  reduced  aircraft 
usage,  hurting  orders  for  parts — a 
very  profitable  business.  The  parts 
slump  could  affect  first-quarter  earn- 
ings, and  Morgan  Stanley  withdrew  its 
buy  recommendation  on  Feb.  13  be- 
cause of  it.  LT  also  sells  electric  motors 
and  hydraulic  devices  to  the  recession- 
plagued  auto  makers. 

Baltimore  money  manager  Ben  Ca- 
paldi,  who  has  been  accumulating  Unit- 
ed shares  in  recent  weeks,  believes  the 
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earnings  snapback  will  be  strong  when 
the  economy  rebounds — which  he  sees 
happening  by  midyear.  Once  airlines 
and  carmakers  recover.  United  should 
resume  its  8%  to  12%  annual  earnings 
growth,  says  Capaldi.  United  has  an 
order  backlog  of  $21  billion. 

"The  negatives  have  been  amply  dis- 
counted," he  says.  The  gulf  war  has 
started  to  benefit  United's  Norden  and 
Hamilton  Standard  units.  Norden 
makes  airborne  and  shipboard  radar 
systems.  Hamilton  Standard  produces 
rocket-propulsion  and  electronic  space- 
and-sea  systems.  Capaldi  figures  that 
Norden  lost  $130  million  in  1990,  but  he 
expects  it  will  turn  profitable  in  1992. 


ROOM  AT  THE  TOP— 
OF  THE  DOW 


lo.  not  all  attractive  Big  Board 
issues  have  zoomed  out  of 
>-each.  That  is,  not  when  you 
apply  money  manager  Michael  O'Hig- 
gins'  strategy.  The  author  of  the  re- 
cent Beating  the  Dow  argues  that 
with  big  stocks  underperforming  small- 
er companies  (page  78),  the  best  buys 
are  the  big  boys — the  30  stocks  in  the 
Dow  Jones  industrial  average. 

O'Higgins  was  a  bear  for  two  years 
until  a  couple  of  months  after  Saddam 
Hussein  invaded  Kuwait.  The  market 
had  slumped  after  the  invasion,  and  he 
recognized  that  a  major  move  up  would 
be  forthcoming.  Now,  he  makes  sure 
he  owns  at  least  five  of  the  Dow  30 
that  sport  the  highest  dividend  yields 
that  are  selling  at  the  lowest  prices  in 
the  group.  O'Higgins  has  been  stead- 
fast in  adhering  to  his  strategy'  since 
he  turned  into  a  bull  in  mid-October, 


and  he  believes  he'll  outscore  the  mar- 
ket— as  he  has  done  repeatedly  over 
the  past  18  years. 

Here  are  his  current  picks:  Union 
Carbide,  trading  at  19%,  with  a  yield 
of  5.2%;  Westinghouse,  27 Vi,  with  a 
5.r;;  yield;  Sears,  29%,  yielding  6.7%; 
USX,  30%,  yielding  4.6%;  and  Allied-Sig- 
nal, 30%,  with  a  5.9%  yield.  Their  com- 
bined yield  of  5.5%  beats  the  Dow's 
3.5%,  O'Higgins  notes. 

He  advises  staying  with  the  stocks 
for  a  year,  though  he  sells  any  issue 
whose  dividend  is  cut  or  omitted.  After 
a  year,  he  reviews  the  portfolio  and 
adjusts  it  to  suit  his  Dow  strategy,  sell- 
ing the  stocks  that  no  longer  satisfy 
his  high-yield,  low-price  requirement. 

O'Higgins  says  his  portfolio  has 
gained  21%  a  year  on  a  cumulative  ba- 
sis, vs.  the  Dow's  W'/'  gain.  So  far  this 
year,  his  picks  are  up  13%,  he  says,  vs. 
the  Dow's  advance  of  10.5%. 


THE  LITTLE  BANK 
THAT  COULD 


It  looks  as  if  the  gulf  war  has  pro- 
duced at  least  one  big  winner 
among  bank  issues.  The  stock  of 
California's  Silicon  Valley  Bancshares 
has  jumped  since  the  allied  forces  at- 
tacked Iraq,  from  9  on  Jan.  16  to  13% 
on  Feb.  13.  What  gives? 

The  company  owns  Silicon  Valley 
Bank,  which  lends  some  30'  f  of  its  as- 
sets of  $673  million  to  the  high-tech 
industry  in  the  area.  That  kind  of  lend- 
ing didn't  sit  well  with  investors  before 
the  war  rally,  given  the  slump  in  the 
industry  and  the  bank's  modest  size. 
So  SVB's  over-the-counter  stock  was 
lumped  together  with  other  unloved 
secondary  Nasdaq  issues  that  the 
Street  has  ignored  for  years. 

But  since  the  market's  phenomenal 
leap,  high-techs  have  become  high- 
fliers, small  OTC  stocks  have  outrun  the 
big-caps,  and  banks  are  "in"  again. 
Plus,  "there's  more  to  Silicon's  up- 
swing," says  Graham  Tanaka,  presi- 
dent of  Tanaka  Capital  Management. 

"This  profitable  little  bank  is  the 
kind  of  undiscovered  emerging  growth 
stock  that  we  put  our  money  in,"  says 
Tanaka.  SVB  is  a  "low-cost  bank  with 
deposit-gathering  strength"  and  "high- 
quality  loans"  that  haven't  been  recog- 
nized by  investors.  Loans  and  deposits 
have  been  rising  rapidly,  as  have  earn- 
ings, he  notes.  Profits  should  hit  $2.65 
a  share  next  year,  vs.  1990's  $1.75  and 
199rs  estimated  $2.20.  Silicon  deserves 
a  p-e  of  10,  he  says,  which  would  put 
its  value  at  $22  a  share. 
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Our  Wonder  Fiche  Not  Only 
Saves  A  Lot  Of  Trees,  It  Can  Help 
You  Save  Acres  Of  Office  Space. 

One  tree  creates  a  cubic  foot  of 
paper.  And  on  the  average,  every 
cubic  foot  of  paper  takes  over  a 
square  foot  of  office  space.  So  you'll 
do  both  the  environment  and  your 
business  a  lot  of  good  by  outputting 
data  directly  to  microfiche. 

For  People  Who  Can't  Yet  Fly, 
Anacomp  Presents  A  Bridge. 

Anacomp's  new  DatagraphiX 
XFP  2000™  system  is  aplatform  for 
the  future.  A  bridge  to  the  emerging 
technologies  of  optical  disks  and 
sophisticated  laserprinting.  It  gives 
you  the  most  practical  system  today 
— yet  offers  the  flexibility  to  grow 
into  the  2 1  St  century. 

Find  A  Fact  In  A  Forest  Of 
Information  Without  Turning 
 Over  Every  Leaf.  

WithAnatrieve™andAdvanced 


And  Image  Managei 
System  AvailableTc 


Function 
Indexing™ ,  you 
can  find  anything 
your  company  has 
stored  and  print  it 
out  in  its  original 
forminseconcS. 

It's  Not  Mi^c. 
It's  No  Illusion.  It's 
The  Best  Information 
;ement 

 oday. 

The  XFP  2000  is  die  onlypDm- 
puter  Output  Microfilm  (COM) 
system  designed  to  incorporate  the 
new  graphic  capabilities  into  its 
'Advanced  Function  Platform."  It 
has  the  ability  to  replicate  forms  and 
documents  from  computer- 
generated  dara. 

Rest  assured  that  as  optical  disks 
and  bit- mapped  dara  laser  printing 
systems  become  practical  and  pos- 
sible, you'll  be  able  to  take  advanrage 
of  them  with  Anacomp's  new  system. 


It's  What  More 

And  More 
Companies  Are 
Doing  T)  Cope 
With  The 
Out-Of "Space  Age. 

Reduce  the  paper  mounrain  that 
stands  between  you  and  your 
corporate  goals.  Find  out  about 
owning  an  Anacomp  information 
and  image  management  ( 1  &.  IM ) 
system,  or  about  letting  us  cover 
your  needs  through  one  of  our 
service  bureaus.  Write  J.  Mark 
Woods,  E.V.P.,  Anacomp,  Inc., 
3060  Peachtree  Road,  N  .W., 
Atlanra,  Georgia  30305.  Or  call 
404-262-266^ 

THE  IMAGE  OF  THE  FUTURE. 

anacomF 


©  1991  Anacomp,  Inc.  AnacompandDatagraphiX  are  registered 
trademarksof  Anacomp.  Inc.  DatagraphiX XFP 2000 (and XFP 
2000),  Advanced  Function  Indexing  and  Anatrieve  are  trademarks 
of  Ar\acomp,  Inc. 
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TELECOMMUNICATIONS  I 


FOR  PBX IMAKERS, 
THE  FUTURE  IS  LATER 


They're  selling  at  a  loss— hoping  to  create  new  markets  tomorrow 


Wlien  Ann  Haugh  let  it  be 
known  that  she  was  in  the 
market  for  a  new  telephone 
switch  for  St.  Francis  Hospital  &  Medi- 
cal Center  in  Hartford,  Conn.,  it  was  like 
offering  salmon  to  seagulls.  Phone- 
switch  salespeople  swarmed,  offering 
steep  discounts,  escorting  her  on  plant 
tours,  and  promising  special  goodies — 
anything  to  make  the  sale.  Haugh,  St. 
Francis'  telecommunications  manager, 
eventually  picked  a  switch  from  North- 
ern Telecom  Ltd. — but  only  after  North- 
ern promised  to  train  her  staff  to  make 
their  own  repairs,  a  concession  that  will 
save  the  hospital  some  $80,000  a  year. 

Customers  are  being  spoiled  rotten 
these  days  in  the  $4.5  billion  U.  S.  mar- 
ket for  telephone  switchboards,  also 
known  as  private  branch  exchanges,  or 
PBXs.  So  desperate  are  manufacturers 
for  revenues  to  defray  some  of  their 


CAN  A  BOOMING 

BUSINESS  IN 
-  ADD-ONS...— 


SALES  OF  PBX-REUTED  PRODUGS 
AND  SERVICES 

SOPHISTIUTED  PHONES,  VOICE  MAIL,  TELEMARKETING 
EQUIPMENT,  AND  ADDITIONAL  LINES 


ESTIMATES 
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hefty  research  and  development  ex- 
penses that  they  routinely  sell  basic  PBX 
hardware  at  a  loss — hoping  to  make  it 
up  later  with  profitable  sales  of  added 
capacity  and  specialized  gear  for  voice 
mail,  telemarketing,  and  the  like 
(charts).  They're  lining  up  customers  in 
a  hurry  to  create  a  market  for  future 
products  and  services  aimed  at  recasting 
phone  switches  as  competitive  tools, 
rather  than  just  high-tech  switchboards. 


But  for  now,  it's  a  bloody  turf  war. 
Gartner  Group  Inc.,  a  Stamford  (Conn.) 
consulting  firm,  advised  PBX  customers 
that  "any  user  who  pays  near  list  price 
today  is  throwing  money  away."  In  one 
recent  bidding  contest,  American  Tele- 
phone &  Telegraph  Co.  lopped  about  407' 
off  the  list  price  of  its  Definity  switch, 
according  to  figures  obtained  by  North- 
ern Business  Information  (NBI),  a  market 
researcher  owned  by  BUSINESS  WEEK 
publisher  McGraw-Hill  Inc. 
BUILDING  BLOCKS.  The  question  hanging 
over  the  PBX  business  is  whether  the 
bleeding  today  really  will  lead  to  profits 
tomorrow.  Among  the  brightest  stars  of 
high-technology  in  the  early  1980s,  PBX 
makers  have  suffered  a  series  of  set- 
backs. The  market  for  new  systems 
peaked  in  1984,  partly  because  the  burst 
of  computer  data  traffic  that  was  sup- 
posed to  flow  through  the  PBX  went  in- 
stead through  local  area  net- 
works. Demand  softened  as 


manufacturers  introduced  building-block 
designs  that  made  it  easy  for  customers 
to  add  capacity  to  PBXs,  rather  than  buy 
new  ones.  PBXs  became  indistinguishable 
as  all  manufacturers  offered  the  same 
features.  And  centrex,  a  phone-company 
service  that  simulates  a  PBX,  made  a 
startling  comeback. 

Five  years  of  that  have  produced  stag- 
gering losses.  According  to  NBI,  market 
leader  AT&T  may  have  lost  over  $300  mil- 
lion in  1989  on  new  shipments  of  PBXs, 
although  the  company  made  profits  on 
other  aspects  of  its  PBX  business  such  as 
service  fees  and  sales  of  add-on  equip- 
ment. At  Rolm,  which  is  jointly  owned 
by  IBM  and  Siemens,  losses  on  PBX  sales 
were  $100  million  in  1989,  and  half  that 
in  1990,  according  to  NBI  estimates.  NBI 
doesn't  have  comj)arable  estimates  for 
Northern  Telecom.  The  manufacturers 
decline  to  break  out  the  results  of  their 
PBX  operations. 


The  only  profits  that  suppliers  can 
count  on  these  days  are  from  sales  of 
add-ons,  upgrades,  and  services.  At  $1.7 
billion  this  year,  sales  of  new  PBXs  will 


IT 


be  off  447f'  from  1987,  according  to  NBI. 
But  sales  of  automatic  call  distributors, 
which  direct  incoming  calls  to  customer! 
service  representatives,  are  growing  7%jj^ 
annually,  while  sales  of  voice-mail  sys 
tems  are  growing  107  a  year. 
NEW  GAME  PLAN.  A  big  turnaround  forM' 
PBX  makers,  however,  could  come  from! 
finally  forging  practical  links  betweenC 
phone  switches  and  corporate  computerF 
systems.  In  the  1990s,  PBX  makers  have! 
a  new  game  plan:  Instead  of  trying  tol 
wrest  the  data  communications  functioni 
from  the  computer  gurus — the  losingL 
battle  of  the  1980s — they're  suggesting! 
that  PBXs  be  used  to  combine  voice  and 
data  traffic  to  tackle  specific  jobs.  Fori 
example,  in  a  corporate  sales  depart-l 
ment,  the  PBX  can  be  programmed  top 
note  the  phone  number  of  an  incomingF 
call  and  pass  it  to  the  computer,  which 
dredges  up  the  caller's  file  and  relays  it^ 
to  the  terminal  of  the  service  representa- 
tive. It  happens  so  quickly  that  the  em 
ployee  can  greet  Jane  Smith  by  name  m 
and  ask  her  if  she  wants  another  load  of  ]i 
I-beams — before  she  even  has  a  chancepi 
to  introduce  herself. 

By  attaching  a  Rolm  switch  to  an  IBM 
computer,  Blue  Cross  &  Blue  Shield  of  i 
New  Jersey  Inc.  says  it  has  reduced  cus- 
tomer waiting  time  by  757-  and  slashed 
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the  number  of  lost  calls  by  507.  At  the 
same  time,  its  service  representatives 
handle  207  more  inquiries  daily,  brags 
Al  Sturzione,  the  company's  chief  infor 
mation  officer.  At  St.  Francis  Hospital  injj 
Hartford,  Haugh  is  arranging  for  herlio^ 
Northern  Telecom  PBX  and  a  Digital 
Equipment  Corp.  computer  to  be  linked  Ev; 
together  so  that  operators  will  be  able  to  p 
answer  the  phone  as  if  they  were  the 
receptionists  working  for  particular  doc 
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"I's.  TIh'  compultT  will  ^nve  ihein  aulu- 
lutic  access  lo  the  on-call  schedules  of 
,he  doctor  whose  number  was  called. 
The  bottom-line  pitch:  I'BXs  can  help 

 your  company  Rain 

iiTOT/cciinE        =^  competitive  ad- 
AT&rSSUDE        vantage.    If  PBX 
IN  PBXs  manufacturers  can 

AT&T 


convince  buyers  of 
that,  they'll  finally 
have  a  chance  to 
boost  their  "hella- 
ciously  poor  mar- 
gins," says  Dixon 
Doll,  chairman  of 
Aristacom  Interna- 
tional Ltd.,  a  soft- 
ware startup  in  Al- 
ameda, Calif.,  that 
specializes  in  link- 
ups between  com- 
puters and  PBXs. 
The  key,  he  adds, 
will  be  to  sell  the 
concept  to  the  op- 
erating executives 
at  companies  that 
are  looking  for  a 
•ompetitive  edge — instead  of  to  tradi- 
ional  phone  buyers,  who  are  now  condi- 
ioned  to  simply  look  for  the  lowest  pos- 
iible  cost. 

The  big  three  PBX  makers — AT&T, 
Northern  Telecom,  and  Rolm — are  gen- 
!rally  benefiting  from  the  new  trends. 
\.\\  have  initiatives  to  link  their  PBXs 
vith  different  brands  of  computers,  and 
dl  reported  market-share  gains  last 
/ear.  That  was  an  especially  welcome 
•hange  at  AT&T,  which  lost  more  than 
lalf  of  its  market  share  in  the  1980s. 
Vnd,  despite  unspectacular  results  in  the 
J.  S.  market,  Japanese  suppliers  such  as 
v'EC  Corp.  and  Fujitsu  Ltd.  are  deter- 
iiined  to  stick  with  PBXs. 
POT  OF  GOLD.'  That  doesn't  leave  much 
•oom  for  second-tier  PBX  makers,  which 
lave  fewer  resources  to  build  computer 
inkups  and  lack  the  market  clout  to  at- 
ract  computer  partners.  A  year  ago, 
British  Telecommunications  PLC  put  its 
>V/'  interest  in  Canada's  Mitel  Corp.  on 
he  block,  but  it  still  hasn't  found  a  buy- 
'r.  Mitel  executives  have  denounced 
\T&T  for  sending  letters  to  customers 
luestioning  Mitel's  long-term  staying 
)ower. 

For  the  industry  leaders,  however, 
here's  finally  some  cause  for  optimism. 
'We  are  very  confident  that  there  really 
s  a  pot  of  gold  at  the  end  of  the  rain- 
)ow,"  says  Jack  Bucter,  president  of 
VT&T  Business  Communication  Systems, 
^ven  if  Bucter  is  right,  there's  still  a 
[uestion  of  who  will  get  it:  the  .sellers 
)r  the  buyers. 

Bt/  Peter  Coy  in  New  York 
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Seven  genetalions  of  Jack  Daniel's  whiskey  makers  Lem  Motlow  Frank  Bobo  Lem  Tolley  Herb  Fanning,  Foote  Scott  Terry  Holt  anrj  the  man  who  started  tt  all 

AT  JACK  DANIEL  DISTILLERY,  seven 
generations  of  folks  have  made  our  whiskey  in 
exactly  the  same  way. 

Jack  Daniel's  drinkers  have  always  been  folks  who 
appreciate  a  truly  rare  whiskey.  So,  for  125  years, 
we've  kept  unchanged  the  old  time  taste 
they've  always  preferred.  Today,  when 
you  break  the  seal  on  a  bottle  of  Jack 
Daniel's  Black  Label  you  can  be  sure  of 
this:  the  smoothness  you  find  is  the 
same  your  father  and  grandfather 
sipped. .  .and  that  your  son  will 
discover  when  he  comes  of  age. 

SMOOTH  SIPPIN' 
TENNESSEE  WHISKEY 


Tennessee  Whiskey  •  40-43%  alcotiol  by  volume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor,  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 
Placed  in  the  National  Register  of  Historic  Places  by  the  United  States  Government. 
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MIPS  CEO  MILLER:  IS  HIS  COMPANY  COMPAQ'S  NEW  SUPPLIER  OF  RISC  CHIPS? 


WHY  ALMOST  EVERYBODY  IS 
WATCHING  COMPAQ 


Talk  of  a  risky  move  into  workstations  has  liigh-tech  circles  abuzz 


Compaq  Computer  Corp.  has  come  a 
long  way  by  being  the  most  agile 
player  in  the  market  for  IBM-com- 
patible personal  computers.  But  staying 
ahead  in  that  market — where  most  com- 
petitors use  the  same  chips  and  the 
same  software — is  getting  harder  all  the 
time.  Compaq  sees  that  it  must  step  up 
to  a  new  level  of  technology,  specifically 
the  type  of  souped-up  microchips  used  in 
engineering  workstations. 

P^'iguring  that  out  was  simple.  Figur- 
ing out  what  chips  and  basic  software  to 
use  is  anything  but.  Compaq  isn't  talk- 
ing about  its  plans.  But  the  $3.6  billi(jn 
company  has  become  so  influential  that 
almost  everybody  else  in  the  industry  is. 
Reports  began  swirling  in  early  Febru- 
ary that  after  six  months  of  talks  with 
CEO  Robert  Miller,  Compaq  had  picked 
MIPS  Computer  .-'ystems  Inc.  to  supply 
RISC  (reduced  iir  truction-set  computing) 
chips  for  a  new  cei'-iuiter.  That  ignited  a 
storm  of  speculatio:  about  which  of  the 
industry's  big  play( :  would  hitch  their 
wagons  to  Compaq's  'ar. 
CLONABLE.  Compaq's  ciji  decision  could 
have  far-reaching  effects.  If,  as  industry 
insiders  say,  Compaq  is  lining  up  allies 
to  also  adopt  its  coming  hardware/soft- 
ware setuja,  a  new  standards  effort 


could  emerge.  Like  the  original  IBM  PC 
standard,  it  would  be  a  widely  clonable 
system.  But  this  time,  Compaq  and  its 
supj)orters  would  call  the  shots. 

Who  would  join  Compaq?  The  most 
likely  candidates  are  the  companies  that 
have  already  cho.sen  the  MIPS  chip,  in- 
cluding Digital  Equipment,  Siemens,  and 
workstation  maker  Silicon  Graphics. 
Software  powerhouse  Microsoft  Corp., 
whose  MS-DOS  operat- 
ing system  dominates 
in  the  PC  market,  is  al- 
most certainly  in  on 
the  act.  In  the  post-PC 
era,  Microsoft  wants 
to  make  sure  Compaq 
uses  Windows  3.0  on 
whatever  hardware  it 
sells.  Windows  3.0  is  a 
hot-selling  Apple  Mac- 
intosh-like graphics 
program  that  now 
works  on  .MS-DOS  but 
will  be  adapted  to  oth- 
er operating  systems. 
If  Compaq  uses  Win- 
dows with  its  upcom- 
ing machines,  they 
"would  instantly  have 
a  successful  suite  of 


business  applications,"  says  Philippe 
Kahn,  CEO  of  software  maker  Borland 
International  Inc. 

Whatever  technology  Compaq  winds 
up  with — and  whichever  its  allies  are — 
it's  clear  that  the  company  wants  to 
move  up  the  computer  food  chain  and 
into  direct  competition  with  workstation 
makers  such  as  Sun  Microsystems  Inc 
the  market  leader.  RISC  chips  have  been 
used  almost  exclusively  in  workstations 
speedy  desktop  computers  that  appeal 
mainly  to  engineers.  But  workstation 
prices  have  been  dropping,  from  $10,000 
and  up,  to  as  little  as  $5,000.  One  result: 
Sales  to  nontechnical  buyers  jumped  30% 
last  year,  says  market  researcher  Data- 
quest  Inc.  Another:  Workstation  makers, 
notably  Sun,  moved  into  Compaq's  turf. 

A  counterattack  into  Sun's  turf  is 
risky  but  may  be  Compaq's  best  new 
option.  The  $7.4  billion  workstation  mar- 
ket is  growing  faster  than  the  PC 
market.  "The  PC  industry  has  run  out 
of  gas,"  says  Mark  D.  Stahlman,  an 
analyst  at  New  York's  Alex.  Brown  & 
Sons  Inc.  "Workstations  are  the  brass 
ring  of  the  1990s." 

MERGER  TRY.  So  all  Compaq  has  to  do  is 
devt'lup  a  RISC-based  machine.  Easier 
said  than  done.  For  one  thing,  worksta 
tions  are  uncharted  ground  for  Compaq. 
That's  why  it  could  use  partners  to  help 
design  and  build  the  machines.  Industry 
sources  say  Compaq  recently  offered  to 
buy  workstation  maker  Silicon  Graphics 
Inc.  as  a  way  into  the  market.  Silicon 
Graphics'  management  rebuffed  that 
idea  and  suggested  a  minority  invest- 
ment or  a  joint-technology  agreement  is 
still  possible.  Both  companies  declined  to 
comment  on  such  a  deal. 

Even  with  star-studded  support,  some 
critics  wonder  whether  Compac) — or  any- 
one else — can  duplicate  the  IBM  PC  phe 
nomenon.  After  four  years  of  effort, 
even  Sun  has  not  been  able  to  create 
a  PC-like  standard 
around  Sparc,  its  RISC 
microchip,  and  the 
Unix  operating  sys 
tem.  "You're  not  going 
to  have  big  customers 
dumping  their  old  sys- 
tems for  this,"  says 
Michael  S.  Swavely, 
Compaq's  former  pres- 
ident of  North  Ameri- 
can operations.  'Then 
again,  if  the  race  to 
jump  on  Compaq's 
l)andwagon  is  any  indi- 
cation, Compaq  just 
might  have  the  clout  to 
pull  this  off. 

By  Mark  Ivey  in 
Ho  It  slot!  and  Rob  Hof  in, 
San  Francisco 
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^Information  Processing 


PITS  &  BYTES  I 


iilJ  3ITED  BY  PAUl  M  ENG 


PPHOTOS  IN  A  FLASH 
-BY  SATELLITE 


Sendin}?  detailed  pic- 
lures  and  complex 
images  from  one  com- 
puter to  another  can  tie 
up  long-distance  phone 
lines.  At  current  data- 
transmission  speeds — 
typically  2,400  to  9,600 
bits  per  second — it  takes 
a  few  seconds  to  send  a 
page  of  ordinary  text. 
But  it  can  take  100  times 
as  long  to  transmit  a 
digitized  photo.  Now,  a 
subsidiary  of  GTE  Corp. 
lays  it  has  a  way  to  zap  digitized  pictures  between  distant  PCs 
)y  using  orbiting  satellites. 

The  system,  designed  by  the  ImageSpan  Div.  of  GTE  in 
Jtamford,  Conn.,  separates  computer  files  into  text  and  graph- 
cs.  Text  flows  over  phone  lines  and  pictures  via  satellite,  at 
ipeeds  as  high  as  1.5  million  bits  per  second.  That  way,  the 
,ext  and  graphics  arrive  almost  simultaneously.  The  setup  is 
luited  to  institutions  that  frequently  relay  text  and  pictures, 
;ays  Bill  Steele,  general  manager  of  ImageSpan.  A  successful 
.est  link  was  recently  made  between  Columbia  University  in 
■Jew  York  and  the  Library  of  Congress  in  Washington. 


mmn  the  earth  moves, 

(THESE  OLD  PHONE  CABLES  LISTEN  IN 


«iN! 


ew  fiber-optic  cables  beneath  the  oceans  carry  hundreds 
of  times  as  much  phone  traffic  as  old  copper  cables  could 
landle.  They're  so  efficient,  in  fact,  that  it  doesn't  really  pay 
.0  send  traffic  over  the  old  lines.  But  it  turns  out  that  old 
'.ables  are  still  useful.  One  group  of  scientists,  for  instance,  is 
loping  to  reuse  a  27 -year-old  cable  beneath  the  western  Pacific 
.0  provide  new  insights  into  the  deep  structure  of  the  earth. 

■The  cable,  stretching  from  Guam  to  Japan,  was  deactivated 
ast  year  when  a  higher-capacity  fiber-optic  cable  went  into 
lervice.  Its  principal  owners,  American  Telephone  &  Telegraph 
]o.  and  Kokusai  Denshin  Denwa  Ltd.,  turned  the  cable  over  to 
icientists  at  U.  S.  and  Japanese  research  institutes  to  aid  their 
;tudy  of  geological  forces.  Three  seismometers  to  be  installed 
m  the  cable  will  measure  the  forces  generated  by  the  two 
nassive  plates  of  earth's  crust  grinding  against  each  other  in 
.hat  region.  The  cable  will  also  help  scientists  predict  undersea 
;arthquakes  that  can  cause  killer  tidal  waves. 


\  DIRECT  LINE  FROM 
COMPAQ  TO  CUSTOMERS 


Compaq  Computer  Corp.,  the  big  Houston-based  personal 
computer  maker,  has  always  said  its  rise  to  the  No.  3  rank 
n  the  U.  S.  PC  business  is  due,  at  least  in  part,  to  its  strategy 
)f  selling  and  servicing  all  of  its  products  exclusively  through 
I  loyal  network  of  computer  dealers.  But  as  Compaq's  product 
ine  gets  more  sophisticated,  the  strategy  is  being  refined:  On 
^eb.  11,  Compaq  announced  that  it  will  deal  with  some  custom- 
ers directly.  Starting  Mar.  4,  Compaq  buyers  who  want  the 


company   to   help   them   can   call   a   special   800  number. 

For  $3,000,  the  company  will  solve  10  major  problems  for  a 
business  each  year.  That  covers  snags  such  as  network  prob- 
lems, which  may  be  more  related  to  software  than  to  Com- 
paq's machines.  The  company  figures  the  service  will  appeal 
primarily  to  customers  with  big  PC  networks,  where  it's  often 
difficult  to  trace  the  root  of  a  problem.  Still,  Compaq  hopes 
that  most  of  its  customers  will  continue  to  rely  on  dealers  for 
most  of  their  problems.  So,  it  has  also  established  a  program 
to  help  about  one-third  of  its  2,000  U.  S.  dealers  become  more 
expert  in  networking  technology.  The  dealers  will  get  special 
training  in  selling  Novell,  Santa  Cruz  Operation,  Microsoft, 
and  Banyan  networking  schemes  for  Compaq  PCs. 


SOOTHING  SOFTWARE  LETS  YOU 
LOG  ON  AND  COOL  OUT 


You've  heard  of  New  Age  music,  known  for  the  way  it  is 
supposed  to  soothe  and  relax  listeners.  Now,  Data  East 
USA  Inc.,  a  San  Jose  (Calif.)  maker  of  entertainment  software, 
claims  it  has  developed  the  first  New  Age  computer  game.  Its 
Continuum  package  is  aimed  at  creating  the  effect  of  a  uni- 
verse of  shapes,  colors,  and  sounds  on  IBM  PCs  and  compati- 
bles. Like  other  adventure  games,  the  $50  package  involves 
moving  and  collecting  objects — in  this  case,  "bouncing"  a  ship 
from  room  to  room  to  collect  "crystals"  and  "keys."  But  in 
Continuum,  the  combination  of  colors  and  sounds  in  each  of 
the  250  rooms  is  designed  to  evoke  "mood  realms,"  such  as 
"dream,"  "stimulate,"  "meditate,"  and  "motivate." 

The  company  claims  that  the  program  can  relieve  stress 
among  office  workers.  Louis  N.  Smith,  a  technical  support 
manager  for  Kyocera  America  Inc.,  an  electronics  company 
based  in  San  Diego,  says  he  and  his  co-workers  have  been 
taking  regular  "Continuum  breaks"  for  the  past  few  weeks.  "I 
like  taking  a  few  minutes  out  of  my  day  to  bounce  around  the 
screen  and  listen  to  the  sounds,"  he  says. 


IBM  UNFURLS  ITS  SAILS 
FOR  THE  AMERICA'S  CUP 


American  teams  at- 
tempting to  defend 
the  America's  Cup 
yachting  trophy  face 
some  tough  challenges. 
The  first  may  be  coming 
up  with  a  sailboat  design 
that  meets  a  new  set  of 
specifications  that  were 
drawn  up  since  the  last 
race,  in  1988.  These  pa- 
rameters have  never 
been  tested  on  real  boats 
in  actual  races.  IB.M  is 
lending  a  hand  to  give 
the  proposed  yachts  an  electronic  shakedown  cruise — before 
they're  built. 

IBM  has  pledged  computers  to  the  Partnership  for  America's 
Cup  Technology,  a  nonprofit  organization  dedicated  to  helping 
American  teams  design  their  boats.  IBM  RISC  System  6000 
engineering  workstations  will  be  used  to  analyze  the  efficiency 
of  a  model  sailboat's  hull  design  and  run  velocity-prediction 
programs.  Personal  System/2  computers  and  a  coYnmunica- 
tions  network  will  share  the  results  among  the  American 
sailing  teams  and  various  naval  architects. 
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INTRODUCING  OUR  LATEST 
BEARING  MANUFACTURING 
BREAKTHROUGH. 


And  for  the  first  time  in  our 
history,  we'll  be  using  it  in 
two  places  at  the  same  time. 

Because  this  year,  The 
Timken  Company  will  be 
breaking  ground  for  not 
one,  but  two  of  the  most 


advanced  new  bearing 
manufacturing  facilities  to 
be  found  anvwhere. 

You  will  find  them  in 
operation  by  1993  in  both 
U.S.  and  European  locations, 
readv  to  meet  the  needs  of 


our  customers  anwhere 
in  the  world. 

And  fully  equipped  with 
the  technolog}^  and  systems 
necessary  to  assure  that  our 
company  can  supply  you  with 
the  world's  most  advanced 


90  B 


bearings  more  efficiently, 
more  economically  and  in  less 
time  than  ever  before. 

Which  means  we'll  be  in 
the  best  place  to  help  your 
company  do  some  ground 
breaking  of  its  own. 


TIMKE»r 

Doing  what  is  best 

rSA  •  Arfifiitlna  ♦  Australia  •  Brazil  •  Canada  •  France  •  (ieniiany  •  (Jreat  Britain  •  llunnary  •  India 
Italy  •  Japan  •  Korea  •  Mexini  •  Singapiire  •  S(inth  Africa  •  Spain  •  Sweden  •  Venezuela 


irOR  iHh  PhRbhCTlONlSIS 
AT  MERLE  NORMAN  COSMETICS,  W\USAU  W\S 

THE  PERFECT  CHOICE. 


"Our  reputation  was  built  on  our  standard  of  excellence"  says  Armin 
Lohhrunncr,  Risk  Manager  of  California-hased  Merle  Norman.  "We 


I 


The  goal  at 
Merle  Norman 
/  /  Cosmetics  is  per- 
fection.  It  is  evident  in  their 
products,  sold  exclusively 
by  trained  consultants  in 
Merle  Norman  studios 
across  the  country.  And 
evident  in  their  spotless 
manufacturing  plants, 
maintained  to  Highly  Pro- 
tected Risk  (HPR)  standards 

Wausau  is  one  of  only  a 
handful  of  property  insur- 
ance carriers  with  the 
technical  expertise  to 
engineer,  underwrite 
and  service  HPR 
accounts. 

Merle  "Hormm  understands 
the  importance  of  a  good 
reputation.  One  of  the 
reasons  they  chose  Wausau. 


wanted  a  property  insurer  that  shared  that  philosophy  —  but  insurance  companies  can  be  hard  to  assess.  Until 


U'liKsdii  u  ink\  icitli 
Merle  Normnn 
protecting  its 
four  Hii^hh 
Protected  Risk 
(H/'R)  mci!iH- 
jiicturinij^pLmts. 


you've  experienced  their  service,  you  have  to  trust  their  reputation. 

"We  have  found  that  Wausau  lives  up  to  its  reputation"  Mr.  Lohbrunner  adds.  "It  is 
a  sound  company  and  a  reliable  partner  for  us!'  Wausau's  reputation  is  supported 
by  an  A+  (Superior)  A.M.  Best  rating.  One  of  ^ 
the  things  Merle  Norman  finds  so  attractive.       ^IMS^^  INSURANCE 


W;ris;hi  Invunince  Companies,  2000  Westwood  Drive,  Wausau,  Wisconsin  54401  Telephone  (715)  845-5211    A  Member  of  the  Nationwide'  Group 
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OHIL  ANTHROPY I 


CHARITY  DOESN'T  BEGIN 
AT  HOME  ANYMORE 


Multinationals  are  discovering  the  value  of  global  philanthropy 


As  philanthropic  bequests  go,  this 
was  an  odd  bird.  Last  year,  the 
mayor  of  Pocos  de  Caldas,  a  qui- 
et city  in  southern  Brazil,  asked  for  and 
got  $112,000  from  Aluminum  Co.  of 
America  for  a  sewage  treatment  plant. 
The  project  promised  to  purify  the  water 
supplies  of  some  15,000  citizens,  includ- 
ing Alcoa  employees  there.  Explains 
Earl  L.  Gadbery,  retired  president  of  the 
Alcoa  Foundation:  "How  can  you  say  no 
to  something  that  may  mean 
life  or  death?" 

It's  not  easy.  So,  increas- 
ingly, Alcoa  and  other  U.  S. 
multinationals  are  help 
ing  foreign  communi 
ties.  Well-heeled 
companies  such  as 
American  Express, 
Du  Pont,  and  IBM 
have  recently 
adopted  formal 
international  phi- 
lanthropy pro- 
grams as  part  of 
their  global  business 
strategies  (table). 

Has  a  wave  of  Peace 
Corps  idealism  swept  over 
Corporate  America?  Not  ex- 
actly: The  goals  are  as  busi- 
aess-oriented  as  they  are  hu- 
manitarian. With  foreign 
markets  playing  a  greater 
role  in  the  earnings  outlook 
of  U.  S.  multinationals,  com- 
panies are  taking  pains  to 
project  a  positive  image 
ibroad.  "Interest  in  U.  S.- 
jtyle  philanthropy  interna- 
tionally is  absolutely  mush- 
!"ooming,"  says  John  A.  Edie,  general 
counsel  for  the  Council  on  Foundations. 
3PENING  DOORS.  While  U.  S.  companies 
lave  been  sending  money  to  worthy 
jrojects  abroad  for  years,  the  amount 
las  been  modest.  In  1989,  333  of  the 
argest  U.  S.  corporations  gave  only 
^117.5  million  overseas,  a  paltry  67'  of 
;heir  total  $1.8  billion  in  donations,  ac- 
;ording  to  the  Conference  Board.  More 
•ecent  data  aren't  available  yet.  But 
mch  companies  as  Du  Pont,  Hewlett- 
i?*ackard,  and  Alcoa  have  budgeted  sig- 


nificant increases  in  their  overseas  giv- 
ing this  year. 

One  reason  is  that  generosity  to 
worthwhile  causes  isn't  a  bad  entree  into 
emerging  markets,  such  as  Eastern  Eu- 
rope. For  instance,  Hewlett-Packard  Co. 
recently  donated  computers  to  the  Uni- 
versity of  Prague.  It  hopes  the  gesture 
will  translate  into  more  business  oppor- 
tunities there. 

The  trend  toward  global  philanthro 


U.S.  PHILANTHROPY 
GOES  INTERNATIONAL 

AMERICAN  EXPRESS  Developed  an  academic 
course  to  educate  secondary-school  students  on 
travel  and  tourism  issues.  Cost:  $500,000 

DU  PONT  Sent  1 .4  million  water-jug  filters  to 
eight  nations  in  Africa.  Their  synthetic  fabric 
removes  debilitating  parasitic  worms  from 
drinking  water  Cost:  $400,000 

ALCOA  Teamed  up  with  local  authorities  in 
southern  Brazil  to  build  a  sewage  plant  serving 
1 5,000  rural  residents.  Cost:  $  1 12,000 

H.J.  HEINZ  Funded  infant  nutrition  studies  in 
China  and  Thailand  through  Heinz's  Institute 
of  Nutritional  Sciences  in  Chengdu,  China. 
Cost:  $94,000 

IBM  Donated  computer  equipment  and  expertise 
to  Costa  Rica's  National  Parks  Foundation  to 
develop  strategies  for  preserving  rain  forests. 
Cost:  $60,000 

DATA;  BW 


py  isn't  ail-American  either.  Last  year, 
Japan  doubled  a  corporate  tax  deduction 
for  foreign  charitable  giving  of  up  to 
2.57(  of  pretax  income.  As  a  result,  Japa- 
nese foreign  contributions  in  1991  will 
skyrocket  by  two-thirds,  to  $500  million, 
figures  Craig  Smith,  a  Seattle  consultant 
who  tracks  corporate  philanthropy. 

Fearing  that  the  Japanese  may  win — 
or  buy — the  hearts  and  minds  of  foreign 
consumers,  U.  S.  companies  are  boosting 
spending  plans.  "There  is  a  lot  more 
pressure  on  [multinationals]  now,"  con- 


cedes Cornelia  W.  Higginson,  vice-jjresi- 
dent  for  philanthropic  programs  at 
American  Express  Co. 

Both  Japanese  and  American  compa- 
nies are  learning  that  philanthropy  can 
dovetail  nicely  with  overseas  business 
ventures.  Take  H.  J.  Heinz  Co.,  which 
sells  baby  food  in  China  and  other  Asian 
markets.  In  China,  Heinz  set  up  a  scien- 
tific institute  in  Chengdu  to  study  nutri- 
tional issues  and  entered  into  a  joint  ven- 
ture with  a  local  partner  to  make  rice 
cereal  back  in  1986. 

TIDY  PROFIT.  Last  year  alone,  Heinz 
spent  $94,000  to  fund  studies  examining 
infant  malnutrition  problems.  Such  phil- 
anthropic efforts  can't  help  but  burnish 
Heinz's  image  in  a  country  where  22 
million  babies  are  born  each  year.  Heinz 
is  already  turning  a  tidy  profit  on  its  $1.5 
million-a-year  rice  cereal  business. 
Of  course,  good  deeds  can  sometimes 
blow  up  in  your  face,  especially 
when  groups  merely  throw 
money  at  a  project.  Back  in 
the  early  1980s,  the  Ameri- 
can Chamber  of  Commerce 
of  South  Africa  spent  $4  mil- 
lion to  build  a  new  high 
school  in  the  heart  of  riot- 
torn  Soweto.  It  was  intended 
as  a  goodwill  gesture,  but 
the  group  misread  local  divi- 
sions within  the  black  com- 
munity. Some  radical  black 
groups  resented  being  bene- 
ficiaries of  U.  S.  companies 
that  invested  in  an  economic 
system  dominated  by  white 
interests.  In  1985,  after 
years  of  student  boycotts 
and  threats  to  faculty  mem- 
bers, the  school  shut  down. 
Says  one  corporate  sponsor 
of  the  project:  "It  was  like 
investing  in  a  fishing  fleet 
during  the  evacuation  of 
Dunkirk." 

To  avoid  such  disappoint- 
ments, IBM  in  January  rolled 
out  a  new  organization  that 
tethers  all  its  worldwide  phi- 
lanthropy programs.  As  the 
world's  biggest  corporate 
giver — it  will  spend  some  $50  million 
overseas  in  1991 — IBM  has  created  a  cen- 
tral data  base  that  lets  all  its  regional 
divisions  swap  notes  on  projects. 

Count  on  U.  S.  multinationals  to  be 
playing  a  far  broader  philanthropic  role 
overseas.  Sure,  there's  a  considerable 
amount  of  self-interest  at  work  here. 
But  the  families  enjoying  cleaner  drink- 
ing water  in  Pocos  de  Caldas  probably 
couldn't  care  less. 

By  Michael  Schroeder  in  Pittsburgh, 
with  Jonathan  Kapstein  in  Brussels 
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utual  Fun 


BOND  FUNDS 
TO  BEAT  THE  BAND 


As  interest  rates  keep  falling,  interest  in  everytliing  from  tax-free  municipals  to  globals  remains  high 


Conservative  investors  who  buy 
fixed-income  mutual  funds  like 
nothing  better  than  fat,  double-dig- 
it returns.  They  don't  get  them  often.  So 
in  1990,  when  interest  rates  abroad 
soared  far  above  those  at  home,  the 
bond-fund  crowd  went  global.  They  were 
not  disappointed.  These  funds — brim- 
ming with  such  exotica  as  Spanish, 
French,  German,  Australian,  and  British 
government  bond.s — delivered  an  aver- 
age total  return  of  14.47'.  That's  a  far 
cry  from  U.  S.  government  bond  funds, 
which  tallied  a  respectable  but  unspec- 
tacular average  return  of  8.2'^'. 

In  January,  when  the  decline  in  inter- 
est rates  picked  up  steam,  international 


funds  delivered  gains  of  2.4%,  twice  the 
best  returns  of  the  U.  S.  government 
mortgage  funds.  That's  not  a  putdown 
of  government  bond  funds,  which  still 
make  up  a  good  chunk  of  bond-fund  as- 
sets. General  U.  S.  government  bond 
funds  were  up  17  in  January.  That's  a 
12.77  annualized  return.  And  all  signs 
point  to  a  strong  showing  in  February. 

Still,  there's  a  lot  of  money  banking 
on  the  continued  strong  performance  of 
global  bond  funds.  Net  purchases  of 
these  funds — sales  less  redemptions — 
amounted  to  $5.6  billion  last  year,  up 
from  just  $126.2  million  in  1989.  The 
headlong  rush  into  these  vehicles  is  rem- 
iniscent of  the  bond-fund  buyers'  crav- 


THE 

BEST 

BOND 


Average  annual 
total  return* 


Type  of  fund 


These  3 1  funds 
earned  three 
up-arrows,  the 
highest  rating 
for  risk-adjust- 
ed perfor- 
mance over  the 
last  three  years 


AIM  IIMITED  MATURITY  TREASURY 

8.4% 

Government-Treasury 

ALLIANCE  MUNI.  CALIF. 

11.2 

Municipal-general 

DELAWARE  TREASURY  RESERVES  INVESTOR 

8.4 

Government-general 

DREYFUS  SHORT-INTERMEDIATE  GOVT. 

9.0 

Government-general 

DREYFUS  TAX-EXEMPT  BOND 

9.1 

Municipal-general 

DUPREE  MUTUAL  KY.  TAX-FREE  INCOME 

9.6 

Municipol-general 

FEDERATED  INCOME 

10.2 

Government-mortgage 

FEDERATED  SHORT-INTERMEDIATE  GOVT. 

8.4 

Government-Treasury 

FIDELITY  AGGRESSIVE  TAX-FREE 

10.1 

Municipal-high  yield 

FIDELITY  HIGH-YIELD  TAX-FREE 

10.7 

Municipal-high  yield 

FIDELITY  OHIO  TAX-FREE  HIGH-YIELD 

10.1 

Municipal-high  yield 

FORTRESS  MUNI.  INCOME 

9.9 

Municipal-high  yield 

FRANKLIN  ADJUSTABLE  U.S.  GOVT.  SECURITIES 

9.4 

Government-mortgage 

GENERAL  MUNI.  BOND 

10.6 

Municipal-general 

lAI  RESERVE 

8.0 

Corporate-high  quality 

INCOME  PORTFOLIOS  SHORT  GOVT. 

8.8 

Government-general 

NEUBERGER/BERMAN  LIMITED  MATURITY 

8.9 

Corporate-high  quality 

PERMANENT  PORTFOLIO  TREASURY  BILL 

7.3 

Government-Treasury 

T.  ROWE  PRICE  SHORT-TERM  BOND 

8.0 

Corporate-high  quality 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD 

9.6 

Municipal-high  yield 

PRUDENTIAl-BACHE  MUNI.  HIGH-YIELD  B 

10.1 

Municipal-high  yield 

ROCHESTER  FUND  MUNICIPALS 

9.8 

Municipal-general 

SCUDDER  SHORT-TERM  BOND 

9.8 

Corporate-high  quality 

SPARTAN  PA.  MUNI.  HIGH-YIELD 

10.4 

Municipal-high  yield 

STEINROE  HIGH-YIELD  MUNI. 

10.9 

Municipal-high  yield 

VALUE  LINE  TAX-EXEMPT  HIGH-YIELD 

8.7 

Municipal-high  yield 

VALUE  LINE  U.S.  GOVT.  SECURITIES 

10.1 

Government-general 

VAN  ECK  WORLD  INCOME 

13.1 

International 

VANGUARD  FIXED-INCOME  SHORT-TERM  BOND 

9.2 

Corporate-high  quality 

VANGUARD  FIXED-INCOME  SHORT-TERM  GOVT. 

8.8 

Government-general 

VANGUARD  MUNI.  BOND  SHORT-TERM 

6.4 

Municipal-general 

i 


*  1988-90 


DATA:  MORNINGSTAR  INC. 


ing  for  high-yielding  junk-bond  funds 
just  a  few  years  ago. 

At  that  time,  the  junk  funds'  returns 
left  the  higher-quality  corporate  and 
government  funds  in  the  dust.  Then,  in 
1989,  the  junk  funds  started  to  crumble, 
and  last  year,  many  turned  to  dust.  Junk 
funds,  despite  their  high  yields,  turned 
in  dismal  returns  of  -12.37^  as  the  value 
of  their  bonds  melted  away — twice  the 
loss  of  the  average  equity  fund.  In  fact, 
the  Dean  Witter  High-Yield  Securities 
Fund  posted  a  -40.17  return  in  1990, 
which  was  nearly  as  bad  as  the  worst 
equity  fund.  As  a  group,  junk  funds  re- 
bounded 1.37'  during  January  and  have 
probably  made  some  gains  since.  But 
prospects  for  a  quick  come- 
back are  dim. 

No  one  is  suggesting  that 
the  international  funds  will  go 
the  way  of  the  junk-bond 
funds,  but  it  should  be  noted 
that  only  one  of  the  31  fixed- 
income  funds  earning  top  hon- 
ors in  the  latest  BUSINESS 
WEEK  Mutual  Fund  Score- 
board is  an  international  fund. 
One  year  of  knockout  results 
isn't  enough  to  win  the  covet- 
ed rating  of  three  upward- 
pointing  arrows.  Many  of  the 
international  funds  haven't 
been  around  long  enough  to 
show  their  stuff, 
FLIGHT  TO  QUALITY.  The  rat- 
*S*  ings  are  just  one  of  the  many 
features  of  the  annual  bond- 
wmig  fund  Scoreboard,  which  starts 
xmt  on  page  95.  The  Scoreboard 
examines  455  funds — their  as- 
sets, fees,  portfolios,  and, 
most  important,  total  returns. 
On  page  108,  BUSINESS  WEEK 
also  takes  a  look  at  40  closed- 
end  bond  funds. 

To  earn  the  best  rating,  a 
bond  fund  must  show  three 
full  years  of  superior  risk-ad- 
justed returns.  The  sort  of 
funds  that  fared  best  in  this 
year's  ratings  are  mostly 
short-  to  intermediate-term 
government  and  high-quality 


92  BUSINESS  WEEK/FEBRUARY  25,  1991 


MUTUAL  FUND  SCOREBOAFI  % 


J 


HIGH 
OUALITY, 


In  a  recession, 
credit  quality  is 
paramount. 
Funds  with 
high-quality 
bonds  did  best 


nrporate   bond  funds. 

A  number  of  trends 
vorked  in  favor  of 
,hese  funds.  The  reces- 
;ion  sparked  a  tradition- 
il  flight  to  quality, 
rhat's  when  investors, 
'earful  of  deteriorating 
)usiness  conditions,  flee 
he  lesser-quality  in- 
'estments  for  govern- 
nent  bonds  and  top- 
Irawer  corporates.  That 
)Oosts  bond  prices. 

But  there  is  more  to 
hese  returns  than  a 
light  to  quality.  Well 
)efore  the  onset  of  the 
ecession,  the  bond 
narket  was  beset  by  a 
'flat  yield  curve,"  a 
ondition  in  which  inter- 
est rates  on  debt  securi- 
ies — from  three-month  U.  S.  Treasury 
•ills  to  30-year  government  bonds — were 
irtually  the  sarr.e.  In  that  sort  of  envi- 
onment,  short-  to  intermediate-term 
unds  post  very  good  returns.  They  can 
arn  just  about  as  much  yield  as  long- 
erm  funds,  yet  their  shorter-maturity 
ecurities  make  them  far  less  volatile 
han  long-term  portfolios. 

Since  late  last  year,  interest  rates 
lave  fallen  dramatically,  and  short-term 
ates  have  dropped  well  below  the  long 
ate;  T-bills  pay  6%,  and  30-year  govern- 
aents,  8%.  Should  this  condition  persist 
,nd  interest  rates  continue  to  decline, 
he  longer-term  bond  funds  are  going  to 
lost  better  returns  in  1991. 

Among  the  tax-exempt  bond  funds. 


Total  return* 
1990  1988-901  1986-90t 


INTERNATIONAl  14  4%  8  8'; 

GOVERNMENT— MORTGAGE    9  6  9  9 

GOVERNMENT— GENERAL       8.0  89 

CORPORATE— HIGH-QUALITY  7.4  9.2 

GOVERNMENT— TREASURY      7  0  10  0 


16.4% 

8.6 

7.9 

8,6 
10.6 


MUNICIPAL— INSURED           6  4        9  1  8  3 

MUNICIPAL— GENERAL           6  2        8  8  8  4 

MUNICIPAU-HIGH-YIELD       6  1        9  3  8  6 

CORPORATE— GENERAL          4  3        7  1  7.1 

CONVERTIBLE                    -5  4        6.6  6.8 

CORPORATE— HIGH-YIELD  -12  3       -13  19 

TAXABLE  FUND  AVERAGE         4  5        7.0  7.0 

TAX-EXEMPT  FUND  AVERAGE   6  2        8  9  8.4 

ALL  BOND  FUND  AVERAGE        5  3        7  9  7  7 
LEHMAN  BROS.  CORP./ 

GOVT.  BOND  INDEX               8  3       10  0  9  5 

^Includes  reinvestment  of  dividends  and  capital  gains 
tAverage  annual 

DATA:  M0RNING5TAR  INC. 


high-yield  municipal  portfolios — which 
reach  for  returns  by  investing  in  bonds 
with  the  longest  maturities  and  lesser- 
rated  credits — fared  the  best.  The  credit 
woes  that  battered  corporate  junk  bonds 
have  not  had  much  of  an  impact  on 
munis — at  least,  not  yet.  And  losses 
from  credit  problems  in  the  funds  have 
been  offset  somewhat  by  the  boost  in 
bond  prices  that  comes  from  falling  in- 
terest rates. 

MIGHTY  DEMAND.  Still,  while  high-yields 
have  been  the  best-performing  category 
of  muni  fund  in  the  past  three-  and  five- 
year  periods,  they  were  the  least  re- 
warding in  1990.  If  the  fiscal  health  of 
state  and  local  governments  continues  to 
deteriorate,  muni  funds  with  higher-rat- 


ed bonds,  such  as  in- 
sured funds,  are  bound 
to  do  better. 

The  outlook  for  the 
municipal  bond  funds  in 
general  is  good — and 
not  only  because  of  fall- 
ing rates.  There  is  huge 
investor  demand  for  the 
funds'  tax-free  income. 
"The  demand  factor  in 
the  muni  market  is  pro- 
nounced," says  Richard 
Moynihan,  portfolio 
manager  of  the  Drey- 
fus Tax-Exempt  Bond 
Fund,  a  top-rated  fund. 
"And  the  oncoming  sup- 
ply doesn't  look  exces- 
sive at  all." 

The  reason  for  the 
strong  demand  is  sim- 
ple. Not  only  are  feder- 
al income  taxes  going  up  this  year,  but 
so  are  rates  in  many  states.  Not  surpris- 
ingly, net  purchases  of  single-state  mu- 
nicipal bond  funds  soared  over  the  past 
year,  to  $7.8  billion.  The  income  from 
single-state  funds  also  is  exempt  from 
state  and,  where  applicable,  local  income 
taxes.  Four  of  the  15  municipal  bond 
funds  in  the  Scoreboard's  top  ratings 
category  are  single-state  portfolios. 

Will  international  funds  continue  to 
outshine  their  domestic  cousins?  That 
depends  first  on  whether  interest  rates 
remain  higher  abroad.  The  high  rates — 
Spanish  government  bonds,  for  instance, 
now  pay  about  14%,  British  pay  lO'/c — 
give  foreign  bonds  an  edge  in  yield.  But 
that's  only  part  of  the  story.  The  funds 


THESE  FUNDS  ARE  DISCOUNTED— SO  DON'T  DISCOUNT  THEM 


Investing  in  closed-end  bond  funds 
nowadays  is  akin  to  dabbling  in  real 
estate:  It  is  far  better  to  buy  now 
than  to  have  owned.  After  a  year  in 
which  investors  were  turned  off  to 
closed-enders  by  war-related  inflation 
fears,  many  funds  are  now  trading  at 
fire-sale  prices.  That's  good  news  for 
closed-end  newcomers — and  awful  tid- 
ings for  folks  who  owned  these  funds 
during  1990,  when  they  realized  lack- 
luster returns. 

BUSINESS  week's  annual  Scoreboard 
of  closed-end  bond  funds  tells  the  story 
(page  108).  Of  the  40  large  funds 
tracked  by  the  Scoreboard,  six  sus- 
tained share-price  declines  and  half  un- 
derperformed  the  measly  5.3%  total  re- 
turn realized  in  1990  by  fixed-income 
mutual  funds.  The  problem:  market 
sentiment.  Closed-end  bond  funds  are 
companies  that  own  bonds  but  are 
traded  on  the  exchanges  like  stocks. 


They  frequently  trade  at  premiums 
above  or  discounts  below  the  value  of 
their  underlying  assets.  During  the 
year,  as  the  Persian  Gulf  crisis  aroused 
inflation  fears,  investors  turned  away 
from  most  closed-end  bond  funds.  As  a 
result,  the  funds  began  1990  trading  at 
a  2.1%  premium  to  their  net  asset  val- 
ues— but  ended  the  year  at  a  median 
discount  of  3.5%. 

A  SOUR  MOOD.  Those  same  discounts, 
however,  make  closed-end  bond  funds 
an  appealing  buy.  If  interest  rates  con- 
tinue downward,  the  discounts  of  many 
funds  should  again  rise  to  premiums 
above  net  asset  value.  "No  investor 
should  buy  a  closed-end  fund  at  a  pre- 
mium, and  this  is  one  of  those  times 
when  most  funds  are  at  a  discount," 
notes  Steven  Samuels,  a  California 
money  manager  who  specializes  in 
closed-end  funds. 
Indeed,  dreary  market  sentiment  has 


penalized  closed-end  funds  whose  port- 
folios performed  quite  handsomely. 
One  example  is  the  Templeton  Global 
Income  Fund,  whose  share  price  rose 
only  9.2%'  despite  a  12.2%-  increase  in 
net  asset  value.  During  the  year,  the 
Templeton  fund  declined  from  a  7.1% 
premium  over  net  asset  value  to  a  dis- 
count of  3.4%. 

One  safe  way  to  play  closed-end 
bond  funds  is  to  invest  in  those  that 
are  diversified  among  several  sectors. 
Net  asset  values  are  more  stable  for 
such  funds.  "If  one  area  of  the  fixed- 
income  market  is  strong,  the  others 
will  be  weak,  and  vice  versa,"  notes 
Thomas  J.  Herzfeld,  a  Florida  money 
manager  and  closed-end  fund  maven. 
There  is  no  absolute  safety  in  the 
world  of  closed-end  bond  funds — not 
when  investor  sentiment  is  so  fickle — 
but  a  dose  of  diversification  can't  hurt. 

By  Gary  Weiss  in  New  York 
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NOTHING  VENTURED. 
NOTHING  GAINED. 


If  you  haven't  "ventured"  into 
investing  with  the  number  two 
small  company  growth  Fund  in  the 
United  States,  you've  missed  out  on 
some  impressive  gains! 

The  Janus  Venture  Fund  recently 
ranked  second  in  the  small  compa- 
ny growth  category  returning 
109.3%  for  the  five-year  period  end- 
ing December  31,  1990.* 

For  The  More  Adventurous.  The 
Janus  Venture  Fund  isn't  for  the 
conservative  investor,  but  for  the 
more  adventurous. 


We  look  for  "small"  company 
stocks  that  offer  excellent  growth 
potential.  It's  a  strategy  that  has 
yielded  impressive  results. 

So  why  not  venture  into  an  out- 
standing small  company  growth 
Fund  today?  If  not  ...nothing  ven- 
tured, nothing  gained. 

Find  out  more.  Call  or  return  the 
coupon  for  a  free  prospectus  that 
contains  additioncil  information. 
Please  read  the  prospectus  careful- 
ly before  you  invest  or  send 
money. 


Uanus  Venture  Fund 

P.O.  Box  173375,  Denver,  Colorado  80217-3375 
1-800-525-8983  Ext.  9601 

*Per  Lipper  Analytical  Services,  Inc..  for  the  year  ended  December  31,  1990.  Janu.s  Venture  Fund's 
average  annual  total  returns  for  one  and  five  years  were  (.4%)  and  15.9%  respectively,  and  the  average 
annual  total  return  for  the  life  of  the  Fund  from  April  30,  198.5  through  December  31,  1990  was 
17.0%.  Past  performance  does  not  guarantee  future  results.  Your  return  and  share  pnce  will  vary  and 
may  be  worth  more  or  less  at  redemption  than  at  purchase. 


I 


YE$~  I  would  like  to  know  more  about  the  JcUius  Venture  Fund! 


Address  

City/State/Zip - 


Send  to: 
Janus  Funds 
P.O.  Box  173375 
Denver,  CO  80217-3375 
1-800525*983  Ext  9601 
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also  have  received  a  big  boost  from  the 
foreign  exchange  markets.  As  the  green 
back  has  depreciated  against  other  cur 
rencies,  the  prices  for  bonds  denominat- 
ed in  those  currencies  have  soared. 
■  So  far  this  year,  interest  rates  in  the 
major  foreign  economies  have  been  fall 
ing.  But  the  international  funds  are  not 
yet  losing  their  competitive  edge,  be 
cause  U.  S.  rates  have  been  falling  even 
faster.  As  a  result,  the  dollar  continues 
to  sink  against  the  yen  and  the  major 
European  currencies,  despite  central 
bankers'  efforts  to  prop  it  up.  And  this 
means  that  foreign  bonds  go  up  in  value 
TRIVIAL  RISKS.  International  funds 
should  excel  in  11J91.  "Our  total  return 
should  still  be  in  the  109'  to  159^  range 
this  year,"  says  David  R.  Kenerson  Jr 
an  associate  portfolio  manager  at  the 
Van  Eck  World  Income  Fund,  the  only 
international  bond  fund  to  win  a  three 
up-arrow  rating.  "Our  goal  is  to  beat  the 
return  on  U.  S.  government  bonds  by  at 
least  257'."  Kenerson  admits,  though 
that  all  international  funds  will  be  hard 
pressed  to  show  gains  if  the  dollar  ral 


Most  global  funds  hedge 
against  shai'p  adverse  moves 
in  currencies.  For  junk  bonds, 

there's  no  place  to  hedge 


lies  strongly.  While  most  such  funds 
hedge  their  portfolios  against  sharp  ad 
verse  moves  in  currencies,  market  condi 
tions  have  not  put  those  hedges  to  the 
test.  But  even  if  the  hedges — which  in 
volve  currency  futures  and  forward  con 
tracts — don't  work  perfectly,  they  will 
probably  stem  any  major  damage.  For 
junk  bonds,  there's  no  place  to  hedge 

In  addition,  the  iHternational  funds  all 
own  high-quality  bonds,  and,  for  the 
most  part,  do  not  own  long  maturities 
either.  In  fact,  some  of  the  best-selling 
funds  have  been  short-term  portfolios  Um 
that  build  on  the  fact  that  short-term  mn 
interest  rates  are  higher  than  long-term 
rates  in  many  foreign  bond  markets. 

Not  that  everything  is  rosy  for  share-  ^ 
holders  in  these  funds.  Falling  interest  M 
rates  recently  forced  the  Alliance  Short- 
Term  Multi-Market  Trust,  for  one,  to  cul 
its  monthly  dividend  by  a  half-cent  per 
share  on  its  "A"  shares,  the  third  cut  ir  Sa 
the  fund's  two-year  history.  That  lowers  lom 
the  yield  from  10.47  to  9.87,  according 
to  fund  managers.  But  compared  with 
what  befell  junk-bond  buyers,  the  risks 
in  international  funds  look  trivial. 

By  Jeffrey  M.  Laderman,  with  Brua 
Hager,  in  Neu'  York 
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HOW  TO  USE  THE  TABLES 


BUSINESS  WEEK  RATING 

Ratings  measure  risk-adjusted  perfor- 
mance. This  shows  how  well  a  fund  per- 
formed relative  to  other  funds  and  rela- 
tive to  the  level  of  risk  it  took.  Risk- 
adjusted  performance  is  determined  by 
subtracting  a  fund's  risk-of-loss  factor 
(see  below)  from  its  historic  total  return. 
Performance  calculations  ore  based  on 
the  three-year  time  period  between  Jan. 
1,  1988,  and  Dec.  31,  1990.  For  rating 
purposes,  funds  ore  divided  into  two 
groups:  municipal  bond  funds  and  all 
other  funds.  Ratings  ore  based  on  a  nor- 
mal statistical  distribution  within  each 
group  and  awarded  as  follows 

♦  ♦  ♦  Superior  performance 

♦  ♦        Very  good  performance 

♦  Above-average  performance 
AVG           Average  performance 

Below-average  performance 
Poor  performance 
^         Very  poor  performance 

RISK 

The  risk-of-loss  factor  is  the  potential  for 
osing  money  in  a  fund,  calculated  as 
'ollows:  The  monthly  Treasury  bill  return 
s  subtracted  from  the  fund's  total  return 
''or  each  of  the  36  months  in  the  rating 


period.  When  a  fund  has  not  performed 
as  well  as  Treasury  bills,  the  result  is 
negative.  The  sum  of  these  negative 
numbers  is  then  divided  by  the  number 
of  months  in  the  period.  The  result  is  a 
negative  number,  and  the  greater  its 
magnitude,  the  higher  a  shareholder's 
risk  of  loss. 

PERFORMANCE  COMPARISON 

The  tables  provide  performance  data 
over  three  time  periods.  Here  ore  equiva- 
lent total  return  figures  for  the  Lehman 
Brothers  Government/Corporate  Bond 
Index  during  those  periods: 

1990  +8.3% 
Three-year  average  (1988-90)  +10.0% 
Five-year  average  (1986-90)  +9.5% 
FUND  CATEGORIES 

The  tables  group  funds  in  one  of  six 
categories,  based  on  assets:  Corporate, 
Government,   Municipal,  International, 
Convertible,  and  Closed-end. 
SALES  CHARGE 

The  cost  of  buying  a  fund,  commonly 
called  the  "load."  Most  funds  take  loads 
out  of  initial  investments,  and  for  BV^ 
rating  purposes  performance  is  reduced 
by  the  amount  of  these  charges.  Loads 
on  withdrawals  can  take  two  forms.  De- 
ferred charges  decrease  over  time  usual- 
ly ending  after  shares  have  been  owned 
five  years.  Redemption  fees  are  imposed 
whenever  investors  sell  their  shares. 
Funds  with  none  of  these  charges  are 
called  "no-load." 


EXPENSE  RATIO 

Fund  expenses  for  1990  as  a  percentage 
of  average  net  assets.  The  measures  show 
how  much  shareholders  pay  for  fund  man- 
agement. Footnotes  indicate  12(b)-l 
plans,  which  allocate  shareholder  money 
for  distribution  costs. 
TOTAL  RETURN 

A  fund's  net  gain  to  investors,  including 
reinvestment   of   dividends   and  capital 
gains  at  month-end  prices. 
YIELD 

The  income  a  fund  earned  on  its  portfo- 
lio investments  during  1990,  expressed 
OS  a  percentage  of  the  fund's  yearend 
net  asset  value  per  shore. 
MATURITY 

The  overage  maturity  of  the  securities  in 
a  fund's  portfolio,  weighted  according  to 
the  market  value  of  those  securities. 
TREND 

A  fund's  relative  performance  during  the 
three  12-month  periods  from  Jon.  1, 
1988,  to  Dec.  31,  1990.  The  boxes  read 
from  left  to  right,  and  the  level  of  red  in 
each  box  tells  how  the  fund  performed 
relative  to  other  funds  during  the  period: 
H  for  the  top  quortile;  B  for  the  sec- 
ond quortile;  H  for  the  third  quartile; 
and  Q  for  the  bottom  quartile.  An  emp- 
ty box  indicates  that  a  fund  is  not  rated 
for  that  time  period. 
TELEPHONE  NUMBERS 
The  index  on  page  109  has  telephone 
numbers  for  each  fund  or  fund  group. 


RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSETS 
$  MIL. 

%  CHG. 
1989-90 

SALES 
CHARGE  (7o) 

EXPENSE 
RATIO  (%) 

TOTAL  RET.  (7„) 
1  YR.      3YRS.  5YRS. 

YIELD 

MATURITY 
(YEARS) 

3-YEAR 
ANALYSIS 

CORPORATE 

UlL  INCOME 

AVG 

123.2 

50 

4.75 

0.98t 

8.7 

9.3 

8.3 

14.1 

lARP  HIGH-QUALITY  BOND  (a) 

159.1 

18 

No  load 

1.14 

7.6 

9.3  8.2 

7.7 

12.9 

ILLIANCE  BOND  HIGH-YIELD 

^  o  ^ 

92.6 

-47 

5.50 

1.60t 

-15.0 

-6.6  -2.3 

15.3 

7.6 

UHERICAN  CAPITAL  CORPORATE  BOND 

AVG 

188.8 

-16 

4.75 

0.94t 

7.0 

7.9 

8.2 

10.1 

17.0 

UWERICAN  CAPITAL  HIGH-YIELD 

o  o  <>■ 

259.2 

-39 

4.75 

1.02t 

-15.8 

-5.7 

-1.6 

18.7 

11.1 

AMERICAN  HIGH-INCOME 

147.0 

17 

4.75 

i.oot 

0.1 

13.5 

7.6 

tABSON  BOND 

AVG 

91.1 

18 

No  load 

0.97 

7.6 

9.4 

9.2 

8.5 

1 1.8 

lARTLEH  CAPITAL  FIXED-INCOME 

161.4 

1 

No  load 

1.00 

6.1 

8.9 

7.8 

3.9 

lERNSTEIN  INTERMEDIATE  DURATION 

267.7 

29 

No  load 

0.70 

7.3 

7.7 

11.4 

□ZH 

tERNHEIN  SHORT  DURATION  PLUS 

387.7 

9 

No  load 

0.67 

8.3 

7.7 

3.5 

□a 

tOND  FUND  OF  AMERICA 

AVG 

1944.8 

31 

4.75 

0.76t 

3.3 

8.0 

8.3 

10.0 

9.3 

:iGNA  HIGH-YIELD 

204.9 

-22 

5.00 

1.21t 

-9.0 

2.3 

5.1 

15.8 

7.9 

:iGNA  INCOME 

216.0 

-6 

5.00 

i.oot 

3.7 

8.7 

8.8 

8.7 

15.6 

Includes  redemption  fee  **  Includes  deterred  sales  charge,  t  12(b)-l  plan  in  effect.  $  Not  currently  accepting  new  accounts  or  deposits.  NA  —  Not  available.  NM  =  Not  meaningful, 
a)  Formerly  AARP  General  Bond  Fund. 
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DEAN  WIHER  HiGH-YIELD  SECURITIES 

312.3 

-72 

5.50 

0.60 

-40.1 

-17.1 

-8.0 

31.4 

8.1 

DEAN  WITTER  INTERMEDIATE  INCOME 

108.9 

0 

5.00** 

1.42t 

2.2 

9.2 

7.8 

DELAWARE  DELCHESTER  HIGH  YIELD  i 

o 

403.4 

-33 

6.75 

0.85 

-11.9 

0.2 

4.2 

16.9 

8.6 

DREYFUS  A  BONDS  PLUS 

AVG 

336.2 

10 

No  load 

0.86 

4.8 

9.3 

8.2 

8.6 

20.9 

EATON  VANCE  HIGH-INCOME 

157.9 

-38 

6.00** 

2.65t 

-18.5 

-1.4 

19.3 

8.6 

COLONIAL  CORPORATE  CASH  I  AVG 

COLONIAL  HIGH-YIELD  SECURITIES  O  O 

COLONIAL  INCOME  O 

COLUMBIA  FIXED-INCOME  SECURITIES  ^ 
COMPASS  CAPITAL  FIXED-INCOME 


157.5 
234.5 
141.5 
133.9 
101.3 


17 
-36 
-12 

21 
162 


2.00 
4.75 
4.75 
No  load 
4.50 


1.17t 

1.32t 

1.22t 

0.73 

0.82 


-5.1 
-14.9. 
2.3 
8.3 
7.1 


8.4 

-1.3 
7.5 
10.1 


5.0 
2.9 
7.0 
8.7 


9.9 
17.9 
10.3 
8.1 
7.5 


NA 
8.5 

17.8 
8.2 

18.4 


FIDELITY  CAPITAL  &  INCOME  (b) 
FIDELITY  FLEXIBLE  BOND 
FIDELITY  INTERMEDIATE  BOND 
FIDELITY  SHORT-TERM  BOND 
FIRST  INVESTORS  FUND  INCOME 


AVG 


814.6 
410.0 
806.7 
224.3 
840.0 


-37 
1 

29 
10 
-36 


NoloadJ  0.81 

No  load  0.70 

No  load  0.72 

No  load  0.83 

6.90  1.26t 


-3.8 
6.1 
7.5 
5.8 

-17.0 


1.6 
9.0 


7.3 
-4.2 


4.6 
8.0 
8.3 

-0.9 


12.2 
9.0 
8.2 
8.9 

17.7 


5.5 
10.9 
8.0 
2.8 
8.1 


FIRST  INVESTORS  HIGH-YIELD 
FRANKLIN  AGE  HIGH-INCOME 
GUARDIAN  BOND 
HANCOCK  BOND 
HELMSMAN  INCOME 


^  560.0  -25  6.90  1.48t  -17.4  -5.0 

"O   ^  ^  1253.6  -35  4.00  0.59  -14.9  -2.5 

♦  ♦  165.8  12  No  load  0.58  7.6  10.4 

♦  1103.2  -1  4.50  1.31 1  6.7  9.5 
AVG  158.0  224  No  load  0.36t  7.3  7.5 


16.0  8.7 

1.0      19.7  9.9 

8.7       8.4  15.9 

8.7       9.5  17.6 

8.2  9.7 


lAI  BOND 

lAI  RESERVE 

IDS  BOND 

IDS  EXTRA  INCOME 

IDS  SELECTIVE 


AVG 
^ 

o 

^  o 

AVG 


102.0 
90.5 
1748.8 

792.1 
1222.3 


51 
-1 1 

-5 
-30 
4 


No  load  0.90 

No  load  0.85 

5.00  0.77t 

5.00  0.86t 

5.00  0.72t 


7.1 
8.4 
4.7 
-10.6 
6.6 


9.7 
8.0 
8.4 
-1.0 
9.4 


8.6  7.6 
7.9 

8.7  8.4 
2.7  13.7 
9.3  8.0 


15.0 
0.8 
15.0 
1 1.4 
15.1 


IDS  STRATEGIC  INCOME  <^ 
IDS  STRATEGIC  SHORT-TERM  INCOME 
INTERMEDIATE  BOND  OF  AMERICA 
KEMPER  INVSTMT.  PORT.  DIVERS.  INC.  (c)    \>  O 
KEMPER  DIVERSIFIED  INCOME  O  O 


247.8  6  5.00**  1.65t  5.4  8.0  8.6  7.3  16.9 

143.7  20  5.00**  1.67t  7.0  6.8  3.6 

216.0  93  4.75  l.OOt  7.9  9.1  5.1 

197.0  -39  3.00**  2.20t  -15.8  1.2  -0.8  17.2  NA 

175.0  -36  4.50  1.09  -12.6  3.8  1.1  17.5  NA 


KEMPER  HIGH-YIELD  O  O  11044  -21 

KEMPER  INCOME/CAPITAL  PRESERVATION  AVG  404  3  -1 

KEMPER  INVSTMT.  PORT.  HIGH-YIELD  (d)  O  O  O          533  4  26 

KEMPER  RETIREMENT  I  102  5  NM 

KEYSTONE  CUSTODIAN  B-1  AVG  464  0  -6 


-0.5 


4.50  0.86  -13.0 

4.50  0.76  6.5 

3.00**  2.1  It  -15.7 

5.00t  1.09 

4.00**  1.951         6.7  8.3 


-2.9 


4.9 
8.6 
2.8 


18.4  8.0 

10.1  11.0 

17.7  8.0 

2.6  NA 

7.2       8.5  13.8 


KEYSTONE  CUSTODIAN  B-2  O  800  3  -19 

KEYSTONE  CUSTODIAN  B-4  O  O  O          5319  41 

LIBERTY  HIGH-INCOME  BOND  (e)  <y  ^  207  0  -35 

LUTHERAN  BROTHERHOOD  HIGH- YIELD  O  ^  137  0  -11 

LUTHERAN  BROTHERHOOD  INCOME  AVG  732  7  0 


4.00**  1.89t  -2.1  4.5 

4.00**  2.06t  -21.8  -6.1 

4.50  1.02  -12.8  0.0 

5.00  1.23  -7.4  0.4 

5.00  1.02  5.7  9.6 


5.7      15.5  16.6 

-2.7     23.0  9.8 

2.4      17.5  9.6 

13.9  9.8 

8.3       9.5  14.8 


MAINSTAY  HIGH-YIELD  CORPORATE  BOND  O  O 
MASS.  FINANCIAL  BOND  AVG 
MASS.  FINANCIAL  HIGH-INCOME  I 
MASSMUTUAL  INVESTMENT  GRADE  BOND 
MERRILL  LYNCH  HIGH-INCOME  A 


^>  ^  ^ 


184.7 
305.6 
375.3 
87.0 
429.2 


4 
-3 

-40 
-10 
-25 


5.00**  2. lot  -7.9  0.8 

7.25  0.75  7.0  9.5 

7.25  0.87  -17.0  -3.0 

4.50  1.24t  4.8 

4.00  0.68  -4.6  3.9 


8.5 
0.0 


5.9 


17.3 
8.3 

19.6 
9.0 

17.1 


11.0 
8.3 


9.0 


MERRILL  LYNCH  HIGH-QUALITY  A  AVG 

METLIFE-STATE  STREET  HIGH-IHCOME  ^  O 

MFS  LIFETIME  HIGH-ENCOME  O  O  O 
MONITOR  SHORT-INTERMED.  FIXED-INC. 

NATIONAL  BOND  <>  O  O 


312.3  2              4.00  0.64  7.0  9.6  8.6  8.4 

164.6  10             4.50  1.25t  -16.6  -0.5  17.7 

103.8  -14              6.00**  2.37t  -14.2  -3.0  17.5 

104.2  NM  No  load  0.76+  8.3  7.6 

286.1  -35              4.75  1.08  -14.7  -7.2  -4.6  19.9 


10.3 
6.3 


NA 
8.6 


mm 


*  includes  recJemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect.  Not  currently  accepting  new  accounts  or  deposits, 
(b)  Formerly  Fidelity  High-Income  Fund,  (c)  Formerly  Investment  Portfolios  Divers.  Inc.  Port,  (d}  Formerly  Investment  Portfolios  High-Yield  Port, 

See  page  95  for  an  explanation  of  BW  Rating,  Trend,  and  other  terms 


NA  =  Not  available.  NM  —  Not  meaningful, 
(e)  Formerly  Federated  High-Income  Securities. 
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SPARTAN"  U.S.  TREASURY  MONEY  MARKET  FUND 


The  High  Yields 
and  Safety  of 
fidelity's  Spartan 


The  Quality  of  U.S. 

Treasury  Securities... 

spartan  U.S.  Treasury 
Money  Market  Fund  invests  in 
U.S.  Treasury  securities.  These 
securities  are  bacl<ed  by  the  full 
faith  and  credit  of  the  U.S.  gov- 
ernment, and  are  considered  to 
be  among  the  highest  quality 
investments  available. ' 


Spartan® 
U.S.  Treasury 
Money  Market  Fund 


7.ir 


Effective 
Yield* 


6188' 


Current 
Yield* 


...Plus  Tax  Savings 

For  Most  Americans 

In  most  states,  the  income 
you  earn  from  Treasuries  is  free 
from  state  taxes.  Call  today  to 
find  out  the  yield  you'd  have  to 
earn  on  a  taxable  investment  to 
equal  the  Spartan  U.S.  Treasury 
Money  Market  Funds  liigh 
current  tax-equivalent  yield. 


Only  Fidehty  Guarantees  Low  Expenses  Over  The  Long  Term. 

From  now  on  through  1995,  Fund  operating  expenses  will  not  exceed  .45%.  And  all  other  tilings 
being  equal,  lower  expenses  can  mean  higher  yields.  For  more  complete  information,  including 
management  fees  and  transaction  expenses,"  call  or  write  for  a  free  prospectus.  Read  it  careft.illy 
before  you  invest  or  send  money.  Minimum  investment:  $20,000. 

Visit  our  Nationwide  Investor  Centers  or  call  24  hours 

1-800-544-8888 

SPARTAN  I  S.  TREASl  RY  MONEY  MARKET  Fl  ND 


A. Member  of  Fidelity's  Spartan  Family  of  Funds 


Investments 


® 


  _  CODE;  BW/TMM/022591 

2r 

Fidelity  Distributors  Corporation  (General  Distribution  Agent),  P.O.  Box  660603,  Dallas,  TX  75266-0603  *Annualized  historical  yields  for  the  7-day 
period  ending  2/5/91.  Effective  yield  assumes  reinvested  income.  Yields  will  vary.  Dividends  are  subject  to  federal  income  taxes.  Fidelity  is  temporarily 
paying  for  all  of  the  Fund's  expenses.  If  Fidelity  was  not,  the  effective  and  current  yields  would  have  been  6.94%  and  6.43%,  respectively.  This  expense 
limitation  may  be  terminated  or  revised  at  any  time,  at  which  time  the  Fund's  expenses  will  go  up  and  the  yield  will  go  down. '  The  market  value  of  the 
Treasury  securities  and  Fund  shares  are  not  guaranteed  by  the  U.S.  government.  Since  inception,  the  Fund  has  not  invested  in  repurchase  agreements 
backed  by  U.S.  Treasury  securities,  but  may  do  so  in  the  future.  'Transactions  will  reduce  your  yield. 


RATING 


SIZE 


FEES 


PERFORMANCE    PORTFOLIO  TREND 


ASSETS 
$  MIL. 


%  CHG. 
1989-90 


SALES 
CHARGE  1 7„) 


EXPENSE 
RATIO  (%) 


TOTAL  RET 


3YRS.  5YRS 


YIELD  MATURITY 
lYEARS) 


3-YEAR 
ANALYSIS 


NEUBERCER/BERMAN  UNITED  MATURITY  #   #                 116  2  3  No  load  0  65          8  8  8  9 

NORTHEAST  INVESTORS  O   ^                 243.2  -28  Nolood  1.41  -9.2'  1.2 

OPPENHEIMER  HIGH-YIELD  544.9  -24  6.75  0.96  -3.2  4.0 

OPPENHEIMER  STRATEGIC  INCOME  217  9  NM  4  75  1  56t         9  4 

PAINEWEBBER  F/i  HIGH-YIELD  ^   ^                 184  3  39  4  25  0  85  -8  6  -0  7 


4.5 

5.8 


1.9 


8.0 
17.2 
16.1 
13.7 
17.1 


2.1 
8.8 
7.6 
3.5 
6.9 


PAINEWEBBER  FIXED-INC.INV.  GRADE       AVG  225  2  -15             4  25  0.66  6  5 

PAINEWEBBER  MASTER  INCOME              ^  149  2  -27             5  00**  1  98t  2  0 

PARKSTONE  BOND  366.7  58             4.50  0.81  8.2 

PILGRIM  SHORT  TERM  MULTI-MKT.  INC.  (f  I  ^  ^  139  2  182             3  50  1  34t  13  3 

PIMIT  LOW  DURATION                           ♦   ♦  473.2  95  Nolood  0.60  9.0 


9.2 
6.3 


-6.3 
9.6 


8.0 


8.7 
9.1 
7.7 
20.3 


16.0 
17.0 
7.6 
NA 
3.6 


rrm 


PIMIT  TOTAL  RETURN  ♦  ♦  910.3  55  Nolood  0.48 

T.ROWE  PRICE  HIGH-YIELD  O  O  478.1  -38  Nolood  1.02 

T.  ROWE  PRICE  NEW  INCOME  ♦  ♦  1093  0  5  Nolood  0  89 

T.  ROWE  PRICE  SHORT-TERM  BOND  #  ^  215  4  0  Nolood  0  93 

PRUDENTIAL-BACHE  HIGH-YIELD  B  ^  ^  1627  2  -32  5  00**  1  36t 


8.0 
-1 1.0 


8.6 
-9.2 


10.5 
1.1 
9.5 
8.0 
0.0 


4.2 


7.6 
3.0 


8.6 
16.2 
8.2 
7.9 
16.0 


9.6 
9.3 
7.2 
1.6 
9.8 


M  I  I 


PRUDENTIAL-BACHE  STRUCT.  MATURITY  A  113  2  NM  3  25  NAf  9  7 

PUTNAM  CORPORATE  CASH  TRUST  (g)        O  132  4  2  2  50  0  83  0  1 

PUTNAM  DIVERSIFIED  INCOME  137  4  17  4  75  1  25t  5  0 

PUTNAM  HIGH-YIELD                            O  O               1425  7  -28  6  75  0  72t  -5  9 

PUTNAM  HIGH-YIELD  II                         O  O                247  9  -25  6  75  1  23t  -8  1 


5.7 


1.3 
0.4 


4.9 


4.3 


8.9 
10.6 
10.0 
17.1 
16.8 


NA 
NA 
12.6 
7.2 
6.8 


mm 


PUTNAM  INCOME                                   AVG  444.7  3              4.75  O.SOf  4.4  8.9  8.2      10.4  13.5 

SCUDDER  INCOME                                   ♦   ♦  301.2  11  Nolood  0.95  8.3  10.0  9.0       8.5  12.1 

SCUODER  SHORT-TERM  BOND                  ♦   ♦  ♦           335.7  377  Nolood  0.16  9.9  9.8  9.C       9.3  3.0 

SHEARSOH  DIVERSIFIED  STRAT.  INCOME  (h)  252.3  NM             5.00**  0.85t  7.8                          9.4  5.0 

SHEARSON  HIGH-INCOME  (!)                   ^  O  205.2  -50             5.00**  0.75t  -13.2  -2.3               16.7  8.0 


SHEARSON  HIGH-YIELD  (i)  O  O  O 

SHEARSON  INVESTMENT  GRADE  BOND  (k|  O 

STEINROE  INCOME  # 

STEINROE  INTERMEDIATE  BOND  (I)  # 
STRONG  ADVANTAGE 


187.7 
403.6 


168.2 
119.2 


-46 
-16 
-6 
1 

-17 


5.00 
5.00* 
No  load 
No  load 
No  load 


0.77 

0.82t 

0.93 

0.74 

1.20 


-11.8 
3.1 
6.1 
7.1 
6.6 


-2.2 
9.0 
8.2 
9.0 


2.0 
8.4 

9.1 


18.0 
8.4 
9.6 
8.5 
8.5 


8.0 
23.5 
12.3 
4.2 
3.4 


STRONG  INCOME 
THOMSON  INCOME  B|m) 
UNITED  BOND 
UNITED  HIGH-INCOME 
UNITED  HIGH-INCOME  II 


o  o  o 


92.2 
329.2 
437.8 
671.4 
236.7 


-53 
-38 
9 
-34 
-19 


No  load 

5.00* 
8.50 
8.50 
8.50 


1.40 

1.60t 

0.67 

0.81 

0.89 


-6.2 
2.1 
4.3 
-14.8 

-5.3 


1.9 
5.8 
7.9 
-4.3 
1.3 


7.6 
6.5 
8.6 
0.2 


1 1.9 

10.9 
8.6 
17.7 
13.5 


7.5 
5.4 

26.9 
8.9 

13.0 


VAN  KAMPEN  HIGH-YIELD                            ^  <^  174.9  ^22  4.90  1.39t  -11.6  -2.7  17.1  8.1 

VANGUARD  BOND  MARKET  ♦  276.7  100  Nolood  0.21  8.7  9.9  8.5  11.0 

VANGUARD  FIXED-INCOME  HIGH-YIELD  ^  693.8  -23  Nolood  0.38  -5.8  2.9  5.5  14.7  10.6 

VANGUARD FIXED-INC.  INV. GRADE  AVG  1192.7  21  Noload  0.34  6.2  10.3  9.0  9.0  25.3 

VANGUARD FIXED-INC. SHORT-TERM BD.  '#   #  #           796.4  33  Nolood  0.28  9.2  9.2  8.7  8.4  3.7 


GOVERNMENT 

AARPGNMA& U.S. TREASURY  #  #               2662  6  5 

ADVANTAGE  GOVERNMENT  SECURITIIES  AVG                   108  4  -12 

AIM  LIMITED  MATURITY  TREASURY  #  #  #            91.2  32 


Nolood  0.79 
4.00**  1.45t 
1.75  0.50t 


9.7 
8.6 
9.0 


9.5 
7.7 


8.5 


8.5 
8.1 
7.6 


1 1.7 
1.5 


ALLIANCE  BOND  U.S.  GOVERNMENT  AVG  503.2  -5  5.50  l.lOt  7.9  9.0  8.0  10.2  5.9 

ALLIANCE  MORTGAGE  SECURITIES  INCOME  ♦  495.3  -11  5.50  1.12t  11.0  10.2  9.0  9.9  5.0 

AMERICAN  CAPITAL  GOVERNMENT  AVG  3888.8  -17  4.75  0.93t  8.7  10.1  7.8  9.1  9.4 

AMEV  U.S.  GOVERNMENT  SECURITIES  ^  208.0  71  4.50  0.83  10.4  10.1  9.2  9.3  16.7 

BENHAMGNMA  INCOME                               ♦  353.6  26  Nolood  0.75  10.1  10.8  9.3  8.8  16.3 


(f)  Formerly  Pilgrim  Preferred  Fund,  (g)  Formerly 
Port.;  (j)  High-Yield  Fund;  (k)  Invest.  Grode  Bd. 


Putnam  Corporate  Cash  Trust  Diversified 
(1)  Formerly  SteinRoe  Managed  Bonds.  { 
See  page  95  for  an  explanation 


Strot.  (h-k)  Formerly  Shearson  Lehmon  Hutton  (h)  Diversified  Strategic  Income;  (i)  High-Income 
m)  Formerly  Thomson  McKinnon  Income  Fund. 
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RATING 


SIZE 


FEES 


PERFORMANCE    PORTFOLIO  TREND 


ASSETS  %  CHG.  SALES 
$MIL.     1989-90     CHARGE  (% 


EXPENSE 
RATIO  (%) 


TOTAL  RET  (%) 


3YRS.  5YRS. 


MATURITY 
(YEARS) 


3-YEAR 
ANALYSIS 


ilNHAM  TARGET  MATURITIES  1 995  AVG 

tENHAM  TARGET  MATURITIES  2005  ^ 

tENHAM  TARGET  MATURITIES  20 1 5  O 
tENHAM  TARGET  MATURITIES  2020 

'tENHAM  TREASURY  NOTE  # 


72.0  69 

75.4  144 
332.0  4 

77.5  NM 
129.4  36 


No  load  0.70 

No  load  0.70 

No  load  0.70 

No  load  0.70 

No  load  0.75 


13.8 
5.6 
-1.2 
-2.5 
9.2 


12.5  16.6  4.6 

14.6  21.0  3.8 

14.7  5.1 
2  1 


7.6 


7.4 


4.8 
14.6 
24.2 
28.4 

3.5 


tERNSTEIN  GOVT.  SHORT  DURATION 

:.  J.  LAWRENCE  U.  S.  TREASURY 

JIRDINAL  GOVERNMENT  OBLIGATIONS  (n)  it 

OLONIAL  GOVERNMENT  PLUS  O 

OLONIAL  U.  S.  GOVERNMENT  # 


164.0  8  No  load  0.71  9.0 

143.2  39  4.45  0.89t  6.1 

115.6  -2  4.50  0.75  10.4  9.9 

2208.1  -16  6.75  1.16t  6.7  9.6 

124.4  93  4,75  1.25t  9.7  9.1 


7.5 
8.3 
9.4 
8.4 
10.2 


2.2 
16.1 
13.0 
16.5 

4.4 


mm 


OMMON  SENSE  GOVERNMENT  O 

OMPOSITE  U.  S.  GOVERNMENT  # 
OUNSELLORS INTERMED.  MAT.  GOVT. 

)EAN  WITTER  GOVERNMENT  PLUS  AVG 

lEAN  WITTER  U.  S.  GOVERNMENT  # 


147.1 
88.1 
75.6 
1388.8 
9788.9 


42 
7 
66 

-20 
-3 


6.75  1.09 

4.00  l.OOt 

No  load  0.50 

5.00**  1.51t 

5.00**  1.23t 


8.2 
9.5 
8.9 
7.0 
8.5 


9.1 
10.0 


9.1 
8.7 


8.2 


8.5  6.8 

8.4  18.6 

,     7.5  4.9 

7.8  16.2 

7.6       9.6  5.6 


lELAWARE  GOVERNMENT  INCOME  AVG  157  0  2  4  75  1  Uf  8  8  8  9      8  1 

lELAWARE  TREASURY  RESERVES  INVEST.  #  #  #          120.5  8  No  load  0.97t  9.3  8.4  7.7 

iREYFUSGNMA  #  1545.2  -1  No  load  0.97t  9.8  9.2  8.0 

iREYFUS  SHORT-INTERMEDIATE  GOVT.  74.0  113  No  load  0.00  10.0  9.0 

•REYFUS  U.S.  GOVT.  INTERMEDIATE  #  71.3  17  No  load  0.80  8.6  9.1 


8.5 
8.3 


9.0 


8.6 
4.3 
25.0 
2.3 
4.3 


ATON  VANCE  GOVERNMENT  OBLIG.  #                     279  8  -6 

QUITECSIEBEL U.S. GOVERNMENT  #  #               440  5  16 

EDERATEDGNMA  #  #              1278  8  -5 

EDERATED  INCOME  #  #  ^          885  1  -14 

EDERATED  INTERMEDIATE  GOVERNMENT  #                    797  2  -19 


4.75  1.24t 

5.00**  1.98t 

No  load  0.52 

No  load  0.53 

No  load  0.51 


9.0 
9.0 
10.4 
10.4 
9.4 


9.9 
8.3 
11.2 
10.2 
8.9 


9.4 

9.6 
8.9 
8.5 


9.8 
9.6 
8.9 
8.9 
7.6 


5.2 
3.0 
9.7 
5.7 
3.4 


EDERATED  SHORT-INTERM.  GOVT.  ♦  ♦  ♦         1362.3  -24  No  load  0.48  9.3  8.4  8.0  7.8  1.6 

IDELITY  GINNIE  MAE  ♦  •#  719.7  9  No  load  0.83  10.5  10.5  9.0  8.1  22.5 

IDELITY  GOVERNMENT  SECURITIES  ♦  ♦  464.4  -17  No  load  0.68  9.5  9.5  8.7  8.6  10.3 

IDELITY  MORTGAGE  SECURITIES  ♦  ♦  390.6  -2  No  load  0.82  10.4  10.2  8.9  8.0  23.2 

IRST  INVESTORS  GOVERNMENT  AVG  230.0  -2  6.90  1.23t  9.3  10.4  8.2  8.1  11.9 


IRST  TRUST  U.S.  GOVERNMENT  ^  197  2  -10 

LAG  INVESTORS  TOTAL  RETURN  TREAS.  208  3  33 

RANKLIN  ADJ.  U.S.  GOVERNMENT  (o)  #  ^  ^         10014  1392 

RANKLIN  TAX-ADVANTAGED  U.S.  GOVT.  #  #                 87  2  29 

RANKLIN  U.S.  GOVERNMENT  ^  It             11388  0  0 


4.50  0.94t  10.3  10.5 

4.50  0.89t  6.1 

4.00  0.24t  9.4  9.4 

4.00  0.49  10.1  10.3 

4.00  0.52  10.3  10.0 


8.8 


8.4 
8.3 
10.2 
9.0 
9.8 


8.5 
16.1 
28.0 
26.0 
25.0 


REEDOM  GOVERNMENT  INCOME  (p)  ♦                      135.6  -6  3.00**  1.52t  8.3  10.3 

iIND  FOR  U.S.  GOVERNMENT  ♦                    1090.0  3  4.50  0.96  9.7  10.2 

NA  INVESTORS  U.S.  GOVERNMENT  ♦                       77  7  29  5  00**  1  87t  9  1  9  7 

OVERNMENT  INCOME  SECURITIES  ♦  ♦              1308  7  -2  175*  0  93  9  5  10  1 

RADISON  GOVERNMENT  INCOME  ♦  ♦                 78.0  94  2  00  1  22t  8  8  9  6 


8.9 


7.8 
9.3 
8.4 
9.5 
7.9 


9.5 
6.6 
26.2 
6.5 
9.3 


W  U.  S.  GOVERNMENT  SECURITIES 

ANCOCK  GOVERNMENT  SPECTRUM  (q)  AVG 

ANCOCK  U.  S.  GOVERNMENT  SECURITIES  AVG 

OME  INVESTORS  GOVERNMENT  INC.  (r)  ^ 

>S  FEDERAL  INCOME  #  # 


95.0 
295.7 
176.3 
130.7 
289.1 


422 
-13 

-1 
-13 

41 


3.00**  l.OOt 

4.50  1.30t 

4.50  l.Olf 

5.00**  1.89t 

5.00  0.80 


9.8 
9.0 
7.8 
9.9 
10.0 


9.7 
8.3 
9.8 
9.8 


8.5 

7.7 
7.8 


8.7  25.0 

8.3  10.8 

8.7  5.7 

7.9  8.7 


8.2 


6.5 


nim 


ICOME  PORTFOLIOS  SHORT  GOVT.  ♦  #  ♦  143.7  -2         No  load  0  45  9.3  8  8 

EMPER  ENHANCED  GOVERNMENT  INCOME  O  74  7  -6  4  50  1  03t  7  2  7  9 

EMPER INVSTMT.  PORT.  GOVERNMENT  (s) -CV  5014.0  -14  3.00**  2.01t  7.1  7.6 

EMPER  INV.  PORT.  SHORT-INT.  GOVT,  (t)  71.0  102  3.00**  2.08t  7.1 

EMPER  U.  S.  GOVERNMENT  SECURITIES     AVG  4740.6         3  4.50  0.63  9.7  10.0  

I  Formerly  Cardinal  Government  Guaranteed  Fund,  (o)  Formerly  Franklin  Adjustable  Rate  Mortgage  Fund,  {p}  Formerly  Freedom  Government  Plus  Fund,  (q}  Formerly  John  Hancock  U.S. 
ovt.  Gtd.  Mortgages  Tr.  (r)  Formerly  Home  Investors  Govt.  Gtd.  Income  Fund,  (s)  Formerly  Investment  Portfolios  Government  Port,  (t)  Formerly  Investment  Port.  Short-lnt.  Govt.  Port. 
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7.2 


9.7 


8.5  NA 
9.7  12.0 
8.9  15.0 

8.6  4.0 
9.3  17.0 
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PERFORMANCE    PORTFOLIO  TREND 


ASSETS     %  CHG.  SALES  EXPENSE 
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TOTAL  RET  (%) 


YIELD 


1  YR. 


3YRS.  5YRS. 


MATURITY 
(YEARS) 


3-YEAR 
ANALYSIS 


KIDDER  PEABODY  GOVERNMENT  INCOME  AVG 

LEGG  MASON  GOVT.  INTERMEDIATE  ^  # 

LEXINGTON  GNMA  INCOME  ^ 

LIBERTY  ADVANTAGE  U.  S.  GOVT.  ^ 

LORD  ABBETT  U.  S.  GOVERNMENT  AVG 


97.9 
74.4 
97.9 

339.2 
1602.7 


-9 
73 
2 
19 
28 


4.00  0.8  If  5.7 

No  load  0.60t  9.4 

No  load  1.05  9.2 

4.50  0.97t  10.3 


4.75 


0.88t 


9.3 


8.5 
9.5 
10.5 
9.0 
9.9 


7.0 


9.0 


9.3 


8.5 
7.9 
8.4 
9.2 
10.5 


27.6 
7.1 
5.9 
6.5 

1 1.7 


MAINSTAY  GOVERNMENT  PLUS  AVG 

MERRILL  LYNCH  FEDERAL  SECURITIES  ^  ^ 

MERRILL  LYNCH  RETIREMENT/INCOME  #  # 

METLIFE-STATE  STREET  GOVT.  INCOME  # 

MFS  GOVERNMENT  INCOME  PLUS  O 


511.1  -7             5.00**  1.80t  6.9  8.5 

2296.7  -13             4.00  0.77t  10.4  10.6 

1582.6  -9             4.00**  1.40t  9.6  9.8 

889.1  -19  Nolood  1.03t  8.9  9.3 

1052.4  -23             4.75  1.39t  3.5  8.0 


9.3 


9  5 
8.8 
8.2 
8.2 
6.4 


11.5 
7.6 
11.2 
18.9 
10.0 


MFS  GOVERNMENT  PREMIUM  ACCOUNT 
MFS  GOVERNMENT  SECURITIES  (u)  AVG 
MFS  LIFETIME  GOVT.  INCOME  PLUS  O 
MFS  LIFETIME  INTERMEDIATE-INCOME 
NATIONAL  FEDERAL  SECURITIES  ^ 


427.7 
327.3 
3167.9 
130.4 
378.5 


33 
-5 

-15 
65 

-26 


3.75  1.43t 

4.75  1.29t 

6.00**  1.92t 

6.00**  2.47t 

4.75  0.84 


4.8 
7.8 
4.4 
7.2 
4.0 


8.7 
7.4 


7.1 


7.4 


4.9 


5.5 
7.7 
5.9 
5.8 
8.9 


4.5 
6.9 


6.7 
20.4 


NEW  ENGLAND  GOVERNMENT  SECURITIES  O 

OLYMPUS  U.  S.  GOVERNMENT  PLUS  ^ 

OPPENHEIMERGNMA  ^ 

OPPENHEIMER  U.  S.  GOVERNMENT  AVG 

PAINEWEBBER  U.  S.  GOVERNMENT  (v)  AVG 


181.3 
81.5 
74.2 
296.3 
792.7 


-1 
-29 
30 
14 
-16 


4.50  1.21 1 
4.25  1.27t 
4.75  1.41t 


4.75 
4.25 


1.30t 
0.66 


5.6 
1 1.4 
10.1 
7.7 
9.7 


8.6 
9.8 
9.6 
8.8 
10.0 


7.5 


8.3 
8.3 


7.7 
8.9 
9.0 
9.4 
8.2 


14.5 
12.0 
8.5 
8.3 
13.0 


PARKSTONE  INTERMEDIATE  GOVT.                                    118.1  49  4  50  0  85  8  9 

PATHFINDER  HERITAGE  GOVT.  PLUS  (w)                                72  0  10  4  75  1  40t  7  7 

PERMANENT  PORTFOLIO  TREASURY  BILL  ♦  ♦  ♦          1914  249  No  load  0  54t  7  3       7  3 

PILGRIM  GNMA  ♦                      118.0  -8  4.75  1.1 4t  8.0  9.4 

PIPER  JAFFRAY  GOVERNMENT  INCOME  AVG                     71  1  -15  4  00  1  13t  8  8  8.7 


7.1 


7.6 
7.7 
0.7 
9.4 


4.9 
25.0 

0.2 
24.8 

9.0 


T.ROWE  PRICE  GNMA  ^  it 

PRINCOR  GOVT.  SECURITIES  INCOME  AVG 

PRUDENTIAL-BACHEGNMAB  AVG 

PRUDENTIAL-BACHE  GOVT.  PLUS  B  AVG 

PRUDENTIAL-BACHE  GOVT.  INTERM.  B  it 


452.1  17  No  load  0.86  10.0  9.9 

77.1  27             5.00  1.07t  9.5  11.1 

226.4  2              5.00**  1.72t  8.2  8.4 

3227.5  -17             5.00**  1.49t  7.1  9.1 

322.6  -18  No  load  0.93t  8.0  8.6 


8.2  8.8  10.3 

9.1  7.9  26.0 
7.4  8.1  20.5 
7.8  6.7  12.6 

8.2  8.9  4.3 


PRUDENTIAL-BAgiE U.S. GOVERNMENTS  O  181  7  3 

PUTNAM  GNMA  PLUS                           AVG  807  7  -17 

PUTNAM  HIGH-INCOME  GOVT.                O  6764  4  -12 

PUTNAM  U.  S.  GOVERNMENT  INCOME  (x)     ^  17511  21 

SCUDDERGNMA                                 ^  #  252  1  -3 


5.00**  2.05t  3.7  8.2  7.0  23.3 

4.75  1.131  8.2  9.4  8.2  9.3 

6.75  0.95t  7.4  8.7  7.7  7.8  13.0 

4.75  0.75t  9.9  10.1  9.1  9.6  9.9 

Nolood  1.05  10.1  9.9  8.4  8.4  11.3 


SELIGMAN  U.S.  GOVERNMENT  (y)  AVG 

SHEARSON  GOVERNMENT  SECURITIES  (z)  AVG 

SHEARSON  MANAGED  GOVERNMENTS  (a)  AVG 

SHEARSON  MORTGAGE  (b)  AVG 

SMITH  BARNEY  U.  S.  GOVERNMENT  AVG 


71.7 
1518.6 
494.7 
589.0 
335.4 


-14 
-24 
-13 
-21 
2 


4.75  1.06t  6.3 
5.00**  0.73t  7.1 
5.00  0.83  10.1 
5.00**  0.87t  9.2 
9.6 


4.00 


0.41 


7.8 
9.5 
9.1 
8.6 
10.9 


7.2 
7.0 

8,0 

9.1 


8.1 
8.1 
9.0 
8.3 
9.0 


1 1.7 
8.0 
8.3 
9.0 

11.5 


SB 


SPARTAN  GOVERNMENT  INCOME  (c) 
SPARTAN  LIMITED  MATURITY  GOVT,  (d) 
THOMSON  U.  S.  GOVERNMENT  B  (e)  AVG 
TRANSAMERICA  GOVERNMENT  SECURITIES  O 
TRANSAMERICA  SPECIAL  GOVT.  INCOME  AVG 


427.3  56 

161.7  20 

443.7  -22 

785.7  -18 

76.3  145 


No  load  0.16 

No  load  0.80 

5.00**  1.70t 

4.75  1.091 

6.00**  2.20t 


9.2 
9.1 
6.5 
9.1 
6.0 


8.2 
8.4 


7.3 
7.1 


8.4 

8.2 


10.8 
7.9 


20.9 
7.9 
5.3 
16.0 
14.0 


mi 


20TH  CENTURY  U.S.  GOVERNMENTS  #  470  3  5 

U.S.  GOVERNMENT  SECURITIES  (f)  ^  734  8  32 

UNITED  GOVERNMENT  SECURITIES  AVG  114  0  6 

VALUE  LINE  U.S.  GOVERNMENT  #  #  #          279.9  9 

VAN  KAMPEN  U.S.  GOVERNMENT  AVG  3319  9  -6 


No  load  1.00  7.5  7.7 

4.75  0.90t  9.8  9.5 

4.25  0.82  7.1  8.6 

Nolood  0.67  10.3  10.1 


4.90 


0.721 


9.6  10.3 


7.4  8.5 

8.2  9.2 

7.8  8.3 

8.9  8.4 
9.2  9.2 


2.9 
8.2 
29.2 
25.3 
14.0 


(u)  Formerly  MFS  Govt.  Guaranteed  Sees.  Tr.  (v)  Formerly  PaineWebber  Fixed-lnc.  Port.  GNMA.  (w|  Formerly  Big  E  Pothfinder  Govt.  Plus  Fund,  (x) 
Trust,  (y)  Fornnerly  Seligmon  U.S.  Govt.  Gtd.  Sees.  Series,  (z-b)  Formerly  Shearson  Lehman  Hutton  (z)  Govt.  Sees.;  (a)  Managed  Govt.  Fd.;  (b) 
Fund  (d)  Formerly  Fidelity  Short-Term  Govt.  Fund,  (e)  Formerly  Thomson  McKinnon  U.S.  Govt.  Fund,  (f)  Formerly  U.S.  Govt.  Guaranteed  Sees. 


Formerly  Putnam  U.S.  Govt.  Gtd.  Sees.  In< 
Mortgage  Port,  (c)  Formerly  Spartan  Govt 
Fund.  DATA:  MORNINGSTAR  INC 


100  BUSINESS  vVtEK/FEBRUARY25,  1991 


MUTUAL  FUND  SCOREBOAI  te| 


RATING 


SIZE 


FEES 


PERFORMANCE    PORTFOLIO  TREND 


ASSETS     %  CHG.  SALES  EXPENSE 

SMIL     1989-90     CHARGE  (%)     RATIO  (%) 


TOTAL  RET.  (%) 
'R.      3YRS.  5YRS. 


MATURITY 
(YEARS) 


3-YEAR 
ANALYSIS 


VANGUARD  FIXED-INCOME  GNMA 

2598.0 

21 

No  load 

0.31 

10.3 

11.3 

9.5 

8.7 

9.9 

VANGUARD  FIXED-INCOME  S/T  GOVT. 

♦  ♦  # 

456.8 

122 

No  load 

0.28 

9.3 

8.8 

8.0 

4.0 

VANGUARD  FIXED-INC.  U.  S.  TREASURY 

AVG 

698.0 

39 

No  load 

0.28 

5.8 

10.8 

8.0 

24.6 

WPG  GOVERNMENT  SECURITIES 

130.2 

44 

No  load 

0.75 

9.0 

10.4 

8.0 

5.0 

ZWEIG  GOVERNMENT  SECURITIES 

o 

102.2 

-15 

4.75 

1.44t 

6.1 

7.7 

6.2 

7.3 

24.0 

MUNICIPAL 


AAL  MUNICIPAL  BOND 

AARP  INSURED  T/F  GENERAL  BOND 

AARP  INSURED  T/F  SHORT-TERM 


<y  o  o 

Ave 


100.6  42 
827.5  47 
102.5  16 


4.75 
No  load 
No  load 


l.Ut  6.4 
0.80  6.3 
1.12  6.1 


7.5 
9.8 
5.6 


8.9 
5.8 


6.1 
6.2 
6.1 


13.9 
17.1 
2.2 


ALLIANCE  MUNI.  CALIFORNIA  ^  #  #          152  1  54  4  50  0.43t  7.4  11.2 

AUIANCE  MUNI.  INSURED  NATIONAL  ^  122  7  12  4  00  0  95t  6  9  10  i 

ALLIANCE  MUNI.  NATIONAL  ^  #  189.0  39  4.00  0.69t  7.4  10.1 

AUIANCE  MUNI.  NEW  YORK  AVG  122.5  61  4.00  0.63  f  6.2  8.8 

AMERICAN  CAPITAL  MUNICIPAL  BOND  AVG  245.3  2  4.75  0.86t  5.5  10.1 


7.9 


7.0  24.0 

6.5  22.0 

7.0  26.0 

7.1  28.0 
6.9  24.0 


AMERICAN  CAPITAL  T/E  HIGH-YIELD  AVG 
BENHAM  CALIFORNIA  T/F  INTERMEDIATE  AVG 
BENHAMCALIFORHIA  T/F  LONG-TERM  AVG 
BERNSTEIN  DIVERSIFIED  MUNICIPAL 
BERNSTEIN  NEW  YORK  MUNICIPAL 


218.1 
203.1 
227.8 
162.9 
163.9 


-6 
12 
13 
33 
46 


4.75 
No  load 
No  load 
No  load 
No  load 


0.971 

0.58 

0.58 

0.74 

0.73 


6.0 
7.0 
6.6 
6.8 
6.7 


7.9 
6.9 
8.9 


6.4 
6.8 
8.0 


8.0 
6.0 
6.6 
5.8 
5.9 


21.8 
5.1 

18.7 
7.1 
8.0 


rrm 
rrta 


CALIFORNIA  TAX-EXEMPT  BONDS  AVG  118.0  7  4  75  0.62  7.3  9.5 

CALIFORNIA  TAX-FREE  INCOME  ^  92.2  21  No  load  0.59  6.7  9.3 

CALVERT  T/F  RESERVES  LIMITED-TERM  ^  ^  1515  15  2  00  0  78  6  5  6  8 

CIGNA  MUNICIPAL  BOND  O  O  O          258.2  -2  5.00  0.91 1  5.3  9.1 

COLONIAL  CALIFORNIA  TAX-EXEMPT  #  222.8  41  4.75  0.70t  6.0  9.0 


9.0 


6.5 
9.1 


6.8 
6.6 
6.3 
7.0 
7.1 


22.8 
24.1 
1.0 
25.6 
23.1 


COLONIAL  TAX-EXEMPT  (g)  AVG 

COLONIAL  TAX-EXEMPT  INSURED  AVG 

COLUMBIA  MUNICIPAL  BOND  AVG 

COMPOSITE  TAX-EXEMPT  BOND  AVG 

DDEAN  WITTER  CA  TAX-FREE  INCOME  ^  O 


1924.7 
145.2 
207.7 
111.5 
675.0 


24 
16 
25 
7 
19 


4.75 
4.75 
No  load 
4.00 
5.00** 


1.05t 

i.iot 

0.60 

0.771 

1.32t 


6.4 
6.4 
6.9 
6.7 
5.7 


8.3 
8.9 
8.6 
8.4 


8.1 
8.2 
8.6 
8.5 
7.8 


7.7  23.0 
6.7  24.1 
6.4  17.3 


6.6 
6.0 


8.6 
21.9 


DEAN  WITTER  NY  TAX-FREE  INCOME  O  O  <>■          157.6  7             5.00**  1.37t  4.0  8.1  7.8  6.2  23.4 

DEAN  WITTER  TAX-EXEMPT  SECURITIES  AVG  1008.0  -3             4.00  0.50  5.8  9.8  8.8  7.2  21.7 

DELAWARE  T/F  INCOME  USA  SERIES  AVG  638.6  13             4.75  0.75  3.9  9.5  9.4  7.2  25.0 

DMCTAX-FREE  INCOME  PA  654.5  7             4.75  0.73  4.6  8.9  8.6  7.0  21.7 

DREYFUS  CA  TAX-EXEMPT  BOND  ♦  1547.4  5  No  load  0.69  6.7  8.3  8.0  7.0  25.8 


DREYFUS  INSURED  MUNI.  BOND  (h)           ^  204.9  7  No  load  0.99t  7.1  8.7  8.0  6.6  26.0 

DREYFUS  INTERMEDIATE  MUNI.  (I)             ^  ^  1143.5  3  No  load  0.71  6.8  7.8  7.9  7.0  9.7 

DREYFUS  MASSACHUSEm  TAX-EXEMPT    #  111.0  7  No  load  0.83  6.1  8.1  7.5  7.0  23.5 

DREYFUS  NEW  JERSEY  MUNICIPAL  BOND  (j)        #  350.4  36  No  load  0.82t  7.9  9.9  6.7  25.7 

DREYFUS  NEW  YORK  INSURED  T/E  BOND     AVG  92  3  39  No  load  0.50t  5  9  8  6  6  7  25.1 


DREYFUS  NEW  YORK  T/E  BOND  ♦                     1657.1  -2  No  load  0.70  5.5  8.2 

DREYFUS  HEW  YORK  T/E  IHTERMED.  #  #                 105.2  27  No  load  0.30t  6.1  8.4 

DREYFUS  TAX-EXEMPT  BOHD  #  ^  #         3684.7  3  No  load  0.67  6.4  9.1 

DUPREE  KENTUCKY  TAX-FREE  INCOME  #  ^  #            98  2  26  No  load  0.76  7.5  9  6 

cATOHVAHCECALIFORHIAMUHI.  O  O  <>          296.9  10  6.00**  1.95t  5.0  7.6 


7.6 


7.2  24.8 
6.7  10.4 

7.3  23.1 
8.8  6.8  14.1 
6.8       6.5  23.0 


8.4 


lATOH  VAHCE  HIGH-"!ELD  MUHICIPAL 
FEDERATED  IHTERMEDIATE  MUHI. 
FEDERATED  SHORT-IHTERM.  MUHI. 
FEDERATED  TAX-FREE  IHCOME 
1DELITY  AGGRESSIVE  TAX-FREE 


AVG 

o 

4^  ♦  ♦ 


1069.1 
100.0 
130.9 
512.5 
548.2 


5 
7 
-17 
4 
1 


6.00* 
No  load 
No  load 
4.50 
1.00* 


1.91t 

0.50 

0.47 

0.90t 

0.67 


3.4 
6.5 
6.3 
5.8 
7.5 


7.5 
6.8 
6.1 
9.2 
10.1 


6.4 
6.4 
5.6 
9.3 
9.7 


7.4  23.0 

6.4  8.8 

6.0  10.1 

6.8  8.2 

7.7  20.0 


g)  Formerly  Colonial  Tax-Exempt  High-Yield  Fur 
ersey  Tax-Exempt  Bond  Fund. 


d.  (h)  Formerly  Dreyfus  Insured  Tax-Exempt  Bond  Fund,  (i 
See  page  95  for  an  explanation  of  BW  Rating/ 
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^"^FIDELITY  CA  TAX-FREE  HIGH-YIELD  ♦  ♦  520  4  -8  No  load  0  60  7  0  9  5 

FIDELITY  CA  TAX-FREE  INSURED  AVG  103.1  14  No  load  0.75  7.0'  9.1 

FIDELITY  CT  TAX-FREE  HIGH-YIELD  ♦  251  5  35  No  load  0  54  6  7  9  1 

FIDELITY  HIGH-YIELD  TAX-FREE  (k)  ♦  ♦  ♦         1767.5  3  No  load  0.57  8.5  10.7 

FIDELITY  INSURED  TAX-FREE  ♦  197.8  13  No  load  0.70  7.1  9.2 


9.4 
8.6 


6.7 
6.3 
6.4 
6.8 
6.4 


22.3 
22.6 
21.0 
21.2 
21.1 


FIDELITY  LIMITED-TERM  MUNI.  # 

FIDELITY  MA  TAX-FREE  HIGH-YIELD  #  ^ 

FIDELITY  Ml  TAX-FREE  HIGH-YIELD  (I)  #  # 

FIDELITY  MN  TAX-FREE  HIGH-YIELD  (m)  #  # 

FIDELITY  MUNICIPAL  BOND  #  -# 


466.3 
717.8 
278.0 
166.4 
1066.9 


6 
6 
19 

28 
2 


No  load  0.69 

No  load  0.57 

No  load  0.69 

No  load  0.80 

No  load  0.51 


7.0 
7.4 
5.2 
7.2 
6.9 


7.7 
9.1 
9.4 
9.7 
9.6 


7.8 
8.4 
8.5 
8.2 
9.1 


6.6 
7.2 
6.9 
6.6 
6.6 


9.6 
21.0 
19.4 
22.4 
18.0 


FIDELITY  NJ  TAX-FREE  HIGH-YIELD  209  0  30  No  load  0  56  7  1 

FIDELITY  NY  TAX-FREE  HIGH-YIELD  ♦  377  5  -10  No  load  0  61  5  1 

FIDELITY  NY  TAX-FREE  INSURED  AVG  227  9  13  No  load  0  65  6  2 

FIDELITY  OH  TAX-FREE  HIGH-YIELD  In)  ^  #  #          2410  21  No  load  0  71  7  5 

FINANCIAL  TAX-FREE  INCOME  ♦  190.0  16  No  load  0.75T  7.1 


6.3  21.9 

8.7  7.9       0.9  19.4 

8.8  7.9  6.4  20.7 
10.1  8.7  6.7  19.4 
11.3      10.1       6.5  25.9 


FIRST  INVESTORS  INSURED  TAX-EXEMPT  O              1200  0  11  6  90  1  16t 

FIRST  INVESTORS  NEW  YORK  INS.  T/F  O  O  O          160  0  7  6  90  1  Uf 

FLAGSHIP  FL  INSURED  TAX-FREE  93  7  NM  4  20  0  34t 

FLAGSHIP  KY  TRIPLE  TAX-EXEMPT  AVG                    126  6  38  4  20  0  72t 

FLAGSHIP  Ml  TRIPLE  TAX-EXEMPT  O                      117  2  27  4  20  0  871 


6.0 
5.4 


6.5 
5.3 


8.7 
8.2 

10.3 
9.3 


8.6 
7.8 


9.2 


7.1  23.9 

6.1  21.0 

3.6  23.0 

6.7  23.5 
6.6  22.8 


FLAGSHIP  NC  TRIPLE  TAX-EXEMPT  O  100.4  10  4.20  0.901  5.8  9.4  6.4  22.5 

FLAGSHIP  OH  DOUBLE  TAX-EXEMPT  AVG  244.4  14  4.20  0.89t  6.2  9.6  8.8       6.5  21.7 

FORTRESS  MUNICIPAL  INCOME  (o)  ♦  ♦  ♦          110.1  68  1.75*  l.Olt  6.6  9.9  7.1  8.5 

FRANKLIN  AZ  T/F  INCOME  O  365.7  99  4.00  0.58  5.5  8.8  7.4  22.0 

FRANKLIN  CAINS.  T/F  INCOME  ^  356.0  30  4.00  0.59  6.1  9.3  8.2       6.7  24.0 


FRANKLIN  CA  T/F  INCOME  AVG  11149.0  9  4.00  0.48  6.3  8.8 

FRANKLIN  FEDERAL  T/F  INCOME  AVG  4086  1  5  4  00  0  50  5  2  9  2 

FRANKLIN  FL  T/F  INCOME  ♦  ♦  561.5  125  4.00  0.56  5.8  10.0 

FRANKLIN  HIGH-YIELD  T/F  INCOME  #  1683  4  10  4  00  0  51  4  8  9  2 

FRANKLIN  INSURED  T/F  INCOME  AVG  819  1  18  4  00  0  53  6  3  9  5 


8.2 
8.4 


8.6 


7.4  23.0 

7.6  25.0 

7.6  25.0 

8.2  23.0 

7.0  23.0 


FRANKLIN  MA  INS.  T/F  INCOME 
FRANKLIN  Ml  INS.  T/F  INCOME 
FRANKLIN  MN  INS.  T/F  INCOME 
FRANKLIN  HJ  T/F  INCOME 
FRANKLIN  NY  T/F  INCOME 


AVG 
AVG 


144.8  18 

492.8  16 

270.3  18 

236.1  175 

2938.2  2 


4.00  0.71 

4.00  0.60 

4.00  0.67 

4.00  0.66 

4.00  0.50 


4.8 
5.8 
5.5 
6,4 


8.6       7.2       6.8  24.0 

9.2       8.1       6.7  23.0 

9.2       8.1       7.0  21.0 

7.3  26.0 


8.6 


8.0 


7.4 


25.0 


FRANKLIN  OH  INS.  T/F  INCOME  AVG 

FRANKLIN  OR  T/F  INCOME  AVG 

FRANKLIN  PA  T/F  INCOME  O 

FREEDOM  MANAGED  TAX-EXEMPT  AVG 
GENERAL  CA  MUNICIPAL  BOND 


260.2  17 

111.1  77 
281.9  73 

147.2  28 

131.3  NM 


4.00  0.64 

4.00  0.68 

4.00  0.63 

3.00**  0.97t 

No  load  O.OOt 


6.4 
5.3 
3.6 
6.0 
7.7 


9.6 
8.9 
8.9 
9.9 


8.2 


6.7  22.0 

6.7  23.0 

7.7  24.0 

6.5  24.8 

7.3  28.7 


GENERAL  MUNICIPAL  BOND  (p)  ^   -#  270.2  249  No  load  0.28t  7.6 

GENERAL  NY  MUNICIPAL  BOND  (ql  O  O  114.9  216  No  load  0.22t  6.7 

GWCA  MUNICIPAL  INCOME  153.0  181  3.00**  l.OOt  6.8 

HANCOCK  TAX-EXEMPT  INCOME  O   O  377  7  -1  4  50  1  22t  6  2 

HAWAIIAN  TAX-FREE  AVG  383.8  19  4.00  0.73  6.0 


10.6 
6.4 


8.4 

7.2 


9.3 
8.1 


7.9 
7.4 
6.6 
6.4 
6.8 


24.9 
24.7 
28.0 
24.2 
17.9 


IDS  CALIFORNIA  TAX-EXEMPT 
IDS  HIGH-YIELD  TAX-EXEMPT 
IDS  INSURED  TAX-EXEMPT 
IDS  MINNESOTA  TAX-EXEMPT 
IDS  TAX-EXEMPT  BOND 


o 

o  o 

o 

o  o  o 


163.7 
4749.9 
158.6 
201.5 
1093.7 


36 
3 
46 
32 


5.00  0.60t 

5.00  0.59t 

5.00  0.68t 

5.00  0.63t 

5.00  0.60t 


5.7 
5.2 
6.0 
5.4 
6.6 


9.2 


9.2 


6.4 
7.6 
6.3 
6.6 
6.5 


25.9 
21.5 
23.9 
23.9 
25.0 


(k)  Formerly  Fidelity  High-Yield  Municipols.  (I)  Formerly  Fidelity  Michigon  Tax-Free  Portfolio,  (m)  Formerly  Fidelity  Minnesota  Tax-Free  Portfolio,  (n)  Formerly  Fidelity  Ohio  Tax-Free 
Portfolio,  (o)  Formerly  Fortress  High-Yield  Municipal  Fund,  (p)  Formerly  Generol  Tax-Exempt  Bond  Fund,  (q)  Formerly  General  NY  Tax-Exempt  Intermediate  Bond. 
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RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

TOTAL  RET. 

YIELD 

MATURITY 

3-YEAR 

$  MIL. 

1989-90 

CHARGE  (%) 

RATIO  (%l 

1  YR. 

3  YRS. 

5  YRS. 

(YEARS) 

ANALYSIS 

EMPER  MUNICIPAL  BOND 

2168.8 

1  1 

4.50 

0.48 

6.7 

8.9 

9.6 

7.0 

21.0 

EMPER  STATE  T/F  INCOME  CA 

-Ti  -Ti 

V 

799.4 

35 

4.50 

0.65 

6.7 

8.6 

9.4 

6.5 

24.0 

EMPER  STATE  T/F  INCOME  NY 

Sir 

187.2 

59 

4.50 

0.18 

5.9 

8.5 

7.1 

7.1 

23.0 

EVCTOMI  AMERICA  T/F  INCOME 

AVG 

145.2 

_9 

4.00** 

1.62t 

5.4 

8.3 

6.3 

25.4 

EYCTOME  TAX-EXEMPT 

AVG 

586.4 

-4 

4.00** 

1.80t 

5.2 

8.8 

8.0 

6.6 

22.1 

EYSTONE  TAX-FREE 

1057.5 

1 8 

4.00$  **  1.23t 

6.8 

8.9 

8.8 

6.9 

22.6 

IMITED-TERM  MUNI.  NATIONAL 

236.7 

1 8 

2.75 

1.08t 

6.5 

7.4 

7.5 

6.7 

4.8 

uu 

)RD  ABBETT  CA  T/F  INCOME 

n/ 

1 12.2 

8 

4.75 

0.61 1 

7.3 

9.4 

9.0 

6.6 

24.0 

)RD  ARRETT  T/F  INCOME  NATIONAL 

AVG 

331.4 

5 

4.75 

0.61 1 

7.3 

9.8 

9.8 

6.8 

24.9 

)RD  ARRETT  T/F  INCOME  NY 

o 

193.7 

12 

A./ D 

u.ouT 

6.5 

9.3 

9.1 

7.2 

24.5 

IITUVBAU  DBATUEBU AAlk  UIIUI 

UTHERAN  BROTHERHOOD  MUNI. 

376.9 

7 

5.00 

0.86 

6.6 

9.1 

9.7 

7.0 

21.8 

HB 

lAINSTAY  TAX-FREE  BOND 

139.3 

1 3 

5.00** 

1.40t 

4.7 

7.1 

6.3 

23.2 

LJ   1  1 

lERRILL  LYNCH  CA  MUNI.  B 

655.9 

-3 

4.00** 

1.15t 

5.5 

8.2 

8.0 

6.2 

22.3 

1     1     1  1 
■■■■I 

lERRILL  LYNCH  MUNI  HIGH-YIELD  A 

AVG 

1293.3 

_9 

4.00 

0.55 

5.9 

8.9 

8.9 

7.3 

22.0 

lERRILL  LYNCH  MUNI  INSURED  A 

o 

1963.0 

-4 

4.UU 

U.40 

7.1 

9.2 

9.0 

6.9 

21.0 

lERRILL  LYNCH  MUNI.  LIMITED 

332.1 

—7 

0.75 

0.40 

6.1 

6.3 

5.9 

6.1 

1.8 

1  1  LJ 

lERRILL  LYNCH  MUNI.  INCOME  B 

1 06.2 

—1 9 

2.00** 

1.18t 

5.1 

6.4 

6.1 

9.5 

II  1  1 

iERRILL  LYNCH  NY  MUNI.  B 

553.7 

-13 

4.00** 

1.16t 

4.3 

7.7 

7.7 

6.3 

25.1 

LJ  1  1 

IFS  LIFETIME  MANAGED  MUNI 

irj  Bail  K  1  iiiiK  iviMnHVEir  ■iiwni* 

AVG 

375.9 

8 

6.00** 

2.05t 

3.6 

8.5 

6.0 

24.9 

IFS  MANAGED  HIGH-YIELD  MUNI. 

AVG 

645.5 

32 

4./04: 

3.2 

7.6 

7.3 

8.6 

20.2 

leC  UAMJIACn  UIIITI    ctate  uiiui    u v\ 

IrS  MANAGED  MULTI-STATE  MUNI.  MD 

100.0 

6 

4.75 

1.18t 

6.3 

8.7 

8.4 

6.4 

20.6 

1— 1   1  1 
^■aaai 

IM  UAUA^EVk  UIIITI    CTATE  UIIUI  UA 

iFS  MANAGED  MULTI-STATE  MUNI.  MA 

2 1 2.0 

—2 

4.75 

l.lOf 

6.5 

8.3 

8.3 

6.8 

20.7 

IFS  MANAGED  MULTI-STATE  MUNI.  NC 

AVG 

220.3 

27 

4.75 

1.12t 

6.3 

8.4 

8.3 

6.4 

19.7 

1  1  1  1 
■■■■■ 

IFS  MANAGED  MULTI-STATE  MUNI  VA 

271.4 

13 

4.75 

1.12t 

6.8 

9.1 

8.7 

6.6 

20.6 

IFS  MANAGED  MUNICIPAL  BOND 

1460.6 

13 

4./D 

U.Oz 

6.3 

9.2 

9.4 

6.6 

22.4 

BS 

IIITIIAI  AE  AU  AU  A  T /E  lU^AUE 

lUTUAL  OF  OMAHA  T/F  INCOME 

AVG 

362.9 

2 

4.75 

0.78t 

7.4 

9.9 

9.9 

6.6 

24.0 

ATIAUAB  EE^E    T  /E  DAUAE 

ATIONAL  SECS.  T/E  BONDS 

94.3 

-2 

4.75 

0.67 

7.0 

9.3 

9.4 

6.7 

22.7 

^ 

>  ATIONWIDE  TAX-FREE 

r\ 

93.3 

25 

5.00** 

0.90t 

6.1 

8.7 

6.4 

22.3 

EW  ENGLAND  T/E  INCOME 

1 46.2 

2 

4.50 

0.97t 

5.5 

9.1 

9.0 

6.3 

18.0 

EW  YORK  MUNI 

^  o  o 

190.6 

-19 

No  load 

1 .69t 

-1.3 

6.5 

5.7 

6.3 

20.3 

IIIIEEU  ^A  TAV  EAEEEBE^IAI 

UVEEN  CA  TAX-FREE  SPECIAL 

/\ 

91 .2 

47 

4.75 

0.70 

6.2 

9.3 

6.6 

24.0 

UVEEN  INSURED  T/F  NATIONAL 

/\ 

\^ 

166.2 

59 

4.75 

0.83 

6.7 

9.7 

6.4 

25.0 

UVEEN  MUNICIPAL  BOND 

AVG 

1399.5 

18 

4.75 

0.62 

6.3 

9.2 

9.6 

6.8 

21.0 

PPENHEIMER  CA  TAX-EXEMPT 

92.3 

77 

4.75 

0.53t 

6.4 

6.9 

21.8 

□H 

PPENHEIMER  NY  TAX-EXEMPT 

268.3 

25 

4.75 

0.97t 

5.2 

7.6 

8.2 

6.5 

17.0 

BBEUUEIUEB  TAV    EREE  ItAUA 

PPENHEIMER  TAX-FREE  BOND 

256.6 

14 

4.75 

0.89t 

5.9 

8.3 

8.7 

7.0 

19.8 

IfEBI  AUB  EVB    ^A  T  /E  BAUB 

VERLAND  EXP.  CA  T/F  BOND 

201.0 

186 

4.50 

0.35t 

6.5 

7.0 

23.5 

1  ^BB 

UIFIC  HORIZON  CA  T/E  BOND 

105.7 

4 

4.50 

0.96t 

6.3 

8.1 

8.1 

6.7 

24.0 

MNEWEBBER  CA  T/E  INCOME 

O  O 

212.7 

5 

4.25 

0.68 

6.7 

8.6 

9.0 

6.7 

20.0 

&INEWEBBER  T/E  INCOME 

345.2 

3 

4.25 

0.69 

6.6 

8.8 

8.9 

7.0 

24.3 

^B 

ABIfETAUE  UIIUI^IBAI  BAUB 

&RKSTONE  MUNICIPAL  BOND 

92.0 

10 

4.50 

0.85 

6.0 

5.6 

6.4 

i  LJ-J 

BEUIEB  ^A  UIIUI^IBAI  BAUB  i  \ 

REMIER  CA  MUNICIPAL  BOND  (r) 

157.0 

196 

4.50 

o.oot 

7.9 

10.6 

7.3 

27.8 

REMIER  MUNICIPAL  BOND  (s) 

184.7 

181 

4.50 

o.oot 

7.3 

10.4 

7.7 

25.8 

REMIER  STATE  MUNICIPAL  CT  (tl 

1 43.5 

1 25 

4.50 

O.oot 

6.9 

9.8 

7.1 

23.3 

REMIER  STATE  MUNICIPAL  FL  (u\ 

141.1 

234 

4.50 

O.oot 

7.4 

10.9 

7.3 

25.2 

REMIER  STATE  MUNICIPAL  MD  (v) 

144.6 

147 

4.50 

O.oot 

8.1 

10.1 

7.2 

31.2 

BEUIEB  ETATE  UIIUI^IBA  I  Ul  / 

REMIER  STATE  MUNICIPAL  Ml  (w) 

AVG 

91.9 

179 

4.50 

o.oot 

6.2 

10.2 

7.3 

23.0 

REMIER  STATE  MUNICIPAL  OH  [x] 

■H,  -n, 

NX 

140.6 

1 10 

4.50 

O.oot 

7.2 

10.8 

7.4 

26.3 

REMIER  STATE  MUNICIPAL  PA  [y] 

94.9 

188 

4.50 

O.oot 

8.6 

10.7 

7.5 

23.7 

ROWE  PRICE  MD  TAX-FREE 

AVG 

283.2 

54 

No  load 

0.69 

6.2 

8.2 

6.3 

18.8 

y)  Formerly  Premier  (r)  CA  Tax  Exempt  Bond  Fund;  (s)  Tax-Exempt  Bond  Fund;  (1)  State  T/E  Bond  Fund  CT  Series;  (u)  State  T/E  Bond  Fund  FL  Series; 
ities;  (w)  State  T/E  Bond  Fund  Ml  Series;  (x)  State  T/E  Bond  Fund  OH  Series;  (y)  Stole  T/E  Bond  Fund  PA  Series. 
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ASSETS     %  CHG.  SALES  EXPENSE 

>MIL,     1989-90     CHARGE  (%)     RATIO  (%) 


TOTAL  RET.  (%) 

3YRS.  5YRS. 


YIELD 


MATURITY 
(YEARSI 


3-YEAR 
ANALYSIS 


T.ROWE  PRICE  T/F  HIGH-YIELD                ^  #  ^           490.8  14  No  load  0.85  7.1  9.6  9.7  7.3  20.8  MM 

T.ROWE  PRICE  T/F  INCOME                     O                     1106.4  -1  No  load  0.63  5.9  7.6  7.4  6.6  21.2  Utmimi 

T.ROWE  PRICE  T/F  SHORT-INTERMEDIATE  ♦                       227.3  3  No  load  0.75  6.0  6.0  5.9  5.7  2.6  U.S 

PRUDENTIAL-BACHECA  MUNICIPAL B        O  O  O           170.9  -4             5.00**  1.23t  5.4  7.9  7.1  5.9  24.2  ^   '  ' 

PRUDENTIAL-BACHE  MUNI.  HIGH-YIELD  B  #                673.7  14             5.00**  0  83t  4.0  10.1  7  4  23  1  IHJ 


PRUDENTIAL-BACHE  MUNI.  INSURED  B  O                       543.6  13  5.00**  0  85t  6  1  9.3  5  9  24  6 

PRUDENTIAL-BACHE  MUNICIPAL  NIB                                  200.1  54  5.00**  020t  64  63  21  0 

PRUDENTIAL-BACHE  MUNICIPAL  NY  B              O  O           292.4  -14  5.00**  1.05t  4.2  7.2  6.6       6.1  23.2 

PRUDENTIAL-BACHE  MUNICIPAL  PA  B  ^   ^                 156  4  16  5  00**  0  77t  4  5  8  5  6  1  24  9 

PRUDENTIAL-BACHE  NATIONAL  MUNI.  B  O  O                883  3  -10  5.00**  1  121  6  0  7  9  7  4      6  0  22  9 


PUTNAM  CA  TAX-EXEMPT  INCOME  AVG  1925  3  17  4  75  0  52  6  8  9  7 

PUTNAM  NY  TAX-EXEMPT  INCOME  O  O         1414  2  7  4  75  0  57  4  0  8  7 

PUTNAM  OH  TAX-EXEMPT  INCOME  ♦  103  5  5  2.50**  1  59t  5  6  9  1 

PUTNAM  TAX-EXEMPT  INCOME  O   O  1370.5  4  4.75  0  52  4  9  9  5 

PUTNAM  TAX-FREE  HIGH-INCOME  229  8  41  4.75  100  6  6 


9.4 
3.8 


9.5 


6.8 
7.0 
6.1 
6.6 
8.1 


23.3 
23.1 
24.2 
22.8 
24.7 


PUTNAM  TAX-FREE  HIGH-YIELD 
PUTHAM  TAX-FREE  INSURED 
ROCHESTER  FUHD  MUNICIPALS 
SAFECO  MUNICIPAL  BOND 
SCUDDERCA  TAX-FREE 


♦  ♦  # 

AVG 


658.6  4 

321.1  9 

260.5  166 

307.9  9 

206.5  7 


5.00**  1.75t 

5.00**  1.61 1 

4.00  0.75t 

No  load  0.57 

No  load  0.84 


3.6 
5.3 
7.3 
6.6 
6.4 


7.7 
8.7 
9.8 
10.2 
9.5 


8.3 
8.4 


7.3  24.4 
5.8  24.9 

7.4  13.2 
9.9  6.6  20.0 
8.7       6.0  22.9 


SCUDDER  HIGH-YIELD  TAX-FREE  ♦  ♦                127.9  13  No  load  1.00  6.0  9.9  6.8  20.5 

SCUDDER  MANAGED  MUNICIPAL  BONDS  it                       717.1  4  No  load  0.62  6.8  10.1  9.5  6.5  14.8 

SCUDDER  NY  TAX-FREE                                                    140.3  5  No  load  0.60  4.3  8.4  7.7  6.3  20.3 

SELIGMAN  TAX-EXEMPT  MA  O   ^                 109.5  -9  4.75  0.79  5.4  8.5  8.2  6.6  20.3 

SELIGMAN  TAX-EXEMPT  Ml                                               117.8  4  4.75  0.80  5.9  9.6  9.2  6.4  20.1 


SELIGMAN  TAX-EXEMPT  MN  O 

SELIGMAN  TAX-EXEMPT  NATIONAL  O  O 

SELIGMAN  TAX-EXEMPT  OH  O 

SHEARSOH  CALIFORNIA  MUNI,  (z)  AVG 

SHEARSON  MANAGED  MUNICIPALS  (a)  O  O 


168.3 
132.9 
141.1 
326.3 
1432.5 


-7 
5 
-2 
-5 


4.75  0.81 

4.75  0.78 

4.75  0.77 

5.00  0.72 

5.00  0.61 


6.5 
5.8 
6.6 
6.8 
5.2 


9.5 
9.8 
9.6 
9.4 
8.7 


8.7 

9.6 
9.2 
8.7 


6.3 
6.5 
6.5 
6.7 
7.4 


19.8 
24.1 
20.0 
25.0 
24.0 


SHEARSON  NEW  YORK  MUNI,  (b)  AVG 

SHEARSON  TAX-EXEMPT  INCOME  (c)  AVG 

SMITH  BARHEYMUHI.CA  AVG 

SMITH  BARNEY  MUNI.  HATIONAL  # 
SPARTAN  CA  MUNI.  HIGH-YIELD 


426.5  -3 
581.0  3 

95.2  24 

186.6  28 
220.2  1078 


5.00  0.66 

5.00**  1.47t 

4.00  0.21 

4.00  0.35 

0.50*  0.08 


5.3 
5.0 
7.0 
6.8 
8.2 


8.6 
9.0 
10.0 


8.5 
8.5 


7.2  23.0 

6.7  22.0 

7.0  26.0 

6.8  26.8 

7.1  25.2 


SPARTAN  NY  MUNI.  HIGH-YIELD  132  7  NM             0  50*  0  08 

SPARTAH  PA  MUNI.  HIGH-YIELD  (d)  ♦  ♦           142.1  38  No  load  0.78  7.2  10.4 

STEINROE  HIGH-YIELD  MUNI.  ♦  ♦           333  4  17  No  load  0  71  7  7  10  9 

STEINROE  INTERMEDIATE  MUNI.  "ft^  104  5  8  No  load  0  80  7  5  7  3 

STEINROE  MANAGED  MUNICIPALS  #  #                613  9  11  Noload  0  66  7  0  9  5 


6.7  25.3 

7.1  21.1 

10.5  7.2  19.0 
7.1       5.9  7.3 

10.6  6.6  14.4 


LTD 


TAX-EXEMPT  BOND  FUND  OF  AMERICA  O   O  602.8  22  4.75  0.65t  6.2  8.3  8.6  6.7  15.6 

TAX-EXEMPT  FUND  OF  CALIFORNIA  O   O  O            93.4  21  4.75  0.93t  5.6  7.9  5.8  16.7 

TAX-FREE  TRUST  OF  ARIZONA  O  151.3  39  4.00  0.58  6.1  8.6  6.8  18.9 

TAX-FREE  TRUST  OF  OREGON  AVG  150.4  17  4.00  0.71  6.6  8.4  6.5  18.3 

UNITED  MUNICIPAL  BOND  O  691.0  11  4.25  0.57  5.6  10.5  10.0  6.9  23.2 


UNITED  MUNICIPAL  HIGH-INCOME  #  # 
USAA  T/E  CALIFORNIA  BOND 

USAAT/E  HIGH-YIELD  #  -# 

USAA  T/E  INTERMEDIATE-TERM  # 

USAA  T/E  SHORT-TERM  #  # 


200.7  13 

170.2  142 

1360.2  19 

536.9  18 

360.7  40 


4.25  0.75 

No  load  0.50 

Noload  0.43 

Noload  0.46 

No  load  0.52 


7.2 
8.2 
6.6 
6.7 
5.9 


9.1 

9.9 
8.2 
6.5 


7.9  22.8 

6.6  23.1 

8.8       7.2  22.1 

7.7       6.9  8.3 

6.2       6.5  2.0 


031 


{z}  Formerly  Shearson  Lehman  Hutton  CA  Mun 
Shearson  Lehman  Hutton  T/E  Income  Port,  (d) 


icipals  Fd.  (a)  Formerly  Shearson  Lehman  Hutton  Mgd  Municipals,  (b}  Formerly  Shearson 
Formerly  Fidelity  PA  Tax-Free  High-Yield  Port, 
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RATING 


SIZE 


FEES 


PERFORMANCE    PORTFOLIO  TREND 


ASSETS  %  CHG. 
$MIL.  1989-90 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


TOTAL  RET  (%) 


1  YR. 


3YRS.  5YRS. 


YIELD  MATURITY 
(YEARS) 


3-YEAR 
ANALYSIS 


UST  MASTER  T/E  INTERMEDIATE-TERM 
VALUE  IINET/E  HIGH-YIELD 
VAN  KAMPEN  INSURED  T/F  INCOME 
VAN  KAMPEN  T/F  HIGH-INCOME 
VANGUARD  CA  T/F  INSURED  LONG-TERM 


VANGUARD  MUNI.  HIGH-YIELD 
VANGUARD  MUNI.  INSURED  LONG 
VANGUARD  MUNI.  INTERMEDIATE 
VANGUARD  MUNI.  LIMITED-TERM 
VANGUARD  MUNI.  LONG-TERM 


101.6 

27 

4.50 

0.66 

278.7 

1 

No  load 

0.61 

699.0 

1 1 

4.90 

0.87t 

629.1 

1 

4,90 

i.iot 

AVG 

391.5 

45 

No  load 

0.24 

1016.9 

8 

No  load 

0.25 

1250.8 

23 

No  load 

0,25 

141 1.6 

27 

No  load 

0.25 

270.1 

39 

No  load 

0.25 

71 1.5 

5 

No  load 

0.25 

751.7 

7 

No  load 

0.25 

252.2 

89 

No  load 

0.24 

AVG 

245.5 

40 

No  load 

0.34 

567.0 

32 

No  load 

0.26 

197.6 

15 

4.75 

0.82t 

6.6 

6.6 
7.1 
3.2 
7.0 


7.5 
8,7 
9.3 
7.8 
10.0 


8.9 

8,0 
9,4 
9,3 


6,6 
7.6 
6.6 
8.1 
6.5 


7.7 
23.9 
20.3 
23.3 
17.6 


5.9  10.2 

7.0  10.1 

7.2  9.1 

7.0  7.2 

6.8  10.2 


9,6 
9.7 
8.9 

9.6 


7.3 
6,8 
6.7 
6,2 
6.9 


18.8 
18.2 
8.7 
3.4 
20.1 


VANGUARD  MUNI.  SHORT-TERM 
VANGUARD  NJ  T/F  INSURED  LONG 
VANGUARD  NY  INSURED  TAX-FREE 
VANGUARD  PA  T/F  INSURED  LONG-TERM 
VOYAGEUR  MN  TAX-FREE  (e| 


6.6 
7.7 
6.2 
6.9 
6.8 


6.4 

9.5 
9.9 
8.7 


6,1 


8.3 


5.9 
6.6 
6.5 
6.7 
6.6 


2.1 
12.0 
16,6 
15,1 
18.0 


lilTERIiATIONAL 

ALLIANCE  SHORT-TERM  MULTI-MARKET  B 
UPITAL  WORLD  BOND  ^ 
DEAN  WmER  WORLD  INCOME 


2227.5 
50.7 
453.1 


NM 
34 
11 


3.00** 

4.75 

5.00** 


1.86t 

l,54t  11.7 
1.90t  16.6 


6.2 


9.2 

8.0 
12.2 


1.3 

8.4 
7.8 


mm 


FIDELITY  GLOBAL  BOND 

AVG 

134.7 

80 

No  load 

1.40 

12.3 

7.9 

9.2 

4,4 

FRANKLIN  GLOBAL  OPPORTUNITY  INCOME 

27.8 

153 

4.00 

0.25 

7.1 

1 1.9 

9.0 

LLM 

FREEDOM  GLOBAL  INCOME  (f) 

179.5 

-33 

3.00** 

1.82t 

1 1.7 

10.3 

8.3 

6.3 

■LJi 

G.  T.  GLOBAL  BOND 

47.0 

18 

4.75 

1.85t 

8.4 

7.6 

10.6 

EM 

G.  T.  GLOBAL  GOVERNMENT  INCOME 

287.1 

96 

4.75 

1.75t 

8.7 

11.1 

5.9 

IDS  GLOBAL  BOND 

36.0 

2152 

5.00 

1.52t 

13.0 

9.3 

8.1 

INTERNATIONAL  CASH  GLOBAL  CASH 

77.3 

1 

2.25 

1.65t 

14.4 

7.0 

6.8 

0.1 

INTERNATIONAL  CASH  HARD  CURRENCY 

38.8 

83 

2.25 

1.60t 

20.2 

5.8 

0.1 

mi 

INTERNATIONAL  CASH  HIGH-INC.  CURR. 

46.6 

NM 

2.25 

1.60t 

18.5 

10.6 

0.1 

rr» 

KEMPER  GLOBAL  INCOME 

44.3 

NM 

4.50 

1.77 

22.7 

11.4 

3.6 

rra 

LORD  ABBETT  GLOBAL  INCOME 

68.6 

83 

4.75 

0.90t 

11.9 

12.6 

8.6 

MERRILL  LYNCH  RETIREMENT  GLOBAL  B 

o 

274.1 

4 

4.00** 

1.83t 

14.8 

8.3 

12.0 

10.4 

MFS  WORLDWIDE  GOVERNMENTS  (g) 

AVG 

146.5 

21 

4.75 

1.42t 

17.9 

9.7 

16,4 

7.6 

6.2 

PAINEWEBBER  MASTER  GLOBAL  INCOME 

1384.3 

27 

5.00** 

1.901 

17.7 

11.7 

10.4 

3.2 

T.  ROWE  PRICE  INTERNATIONAL  BOND 

430.4 

42 

No  load 

1.15 

16.1 

3.7 

8.6 

7.2 

PUTNAM  GLOBAL  GOVERNMENTAL  INCOME  #  # 

238.9 

28 

4.75 

1.58t 

16.3 

12.9 

1 1,8 

6.3 

mM 

SCUDDER  INTERNATIONAL  BOND 

190,6 

503 

No  load 

1.25 

21.1 

8.8 

5,0 

ELS 

SHEARSON  GLOBAL  BOND  (h) 

55.0 

-32 

5.00** 

1.30t 

9.0 

5.7 

15,7 

5,4 

TEMPLETON  INCOME 

AVG 

1 17.4 

1 

4.50 

1.04 

9.9 

8.5 

9,3 

8,1 

VAN  ECK  WORLD  INCOME 

4^  # 

61.7 

69 

4.75 

1.42t 

16.7 

13.1 

9,1 

3.0 

CONVERTIBLE 

AMERICAN  UPITAL  HARBOR 

o 

337.0 

-13 

5.75 

0.89t 

-1.2 

11.6 

8.8 

6.7 

14.6 

DEAN  WITTER  CONVERTIBLE 

o  o 

362.7 

-50 

5.00** 

1.85t 

-11.7 

2.3 

2.0 

5.6 

15.3 

iaa 

DREYFUS  CONVERTIBLE  SECURITIES 

o  o 

197.1 

-28 

No  load 

1.05 

-16.8 

5.6 

7.5 

6.6 

11.6 

HQ 

GABELLI  CONVERTIBLE  SECURITIES 

81.9 

64 

 r  

4.50 

1.51 

6.3 

6.6 

NA 

1  1  u 

LORD  ABBETT  BOND-DEBENTURE 

o  o 

480.8 

-25 

4.75 

0.59t 

-7.6 

3,4 

4.5 

14.1 

10.4 

KX] 

PHOENIX  CONVERTIBLE 

o 

150.2 

-6 

6.90 

0.99 

4.1 

9,3 

11.1 

5.8 

15.8 

PRUDENTIAL-BACHE INCOMEVERTIBLE  +  iO 

424.0 

-24 

5.00** 

2.06t 

-6.1 

8,4 

8.7 

7.1 

9,5 

PUTNAM  CONVERTIBLE  INCOME-GROWTH 

o  # 

556.1 

-32 

5.75 

0.93 1 

-10.0 

5.5 

5.2 

7.9 

14,5 

!e)  Formerly  Double  Exempt  Flex  Fund,  (f)  Formerly  Freedom  Global  Ir 

icome  Plus  F 

und.  (g)  Form 

erly  Massachusetts  FinI  In 

tl  Trust  Bon 

d  Port,  (h)  Formerly  Shearson  Lehman  Hutton  Global  Bond 

See  page  95  for  an  explanation  of  BW  Rating,  Trend,  and  otiier  terms 

DATA:  MORNINGSTAR  INC. 

JTUAL  FUND  SCOREBOARD 


BUSINESS  WEEK/FEBRUARY  25,  1991  105 


"Piatt's  Global  Alert,"  from  McGraw-Hill.  Accurate,  ui>to-the-minute  information 
is  what  fuels  tfie  petroleum  industry.  Delivered  directly  to  a  personal  computer,  this 
real-time  information  system  gives  users  a  diiect  connection  to  the  world's  energy 
markets.  And  an  edge  on  the  competition. 

] 


At  McGraw-Hill,  being  first 
is  almost  second  nature. 


ACM  GOVERNMENT  INCOME 


ACM  GOVERNMENT  SECURITIES 
ACM  GOVERNMENT  SPECTRUM 
ACM  MANAGED  INCOME 
ALLSTATE  MUNI  INCOME 


Government 
Government 
Government 
Corporate 
Municipal 


482.5  2.05 

673.1  2.22 

274.3  1.43 

250.1  1.09 

333.7  0.79 


8.3 
8.9 


2.0 
6.3 


11.2 
5.9 
4.1 
2.3 
0.3 


12.4 
12.8 
12.6 
12.6 


4.0 
4.0 
4.0 
8,0 


1.0  26.0 


10% 
10 

83/8 

LB  7^3 

9% 


4.8 
-1.6 
-4.4 
-1.7 
-3.8 


ALLSTATE  MUNI  INCOME  II  Municipal  280.3  0.87  6.2  -0.5  7.2  25.0 

ALLSTATE  MUNI  PREMIUM  INCOME  Municipal  363.3  0.98  5.6  2.3  7.1  25.0 

BLACKSTONE  INCOME  Corporate  532.6  1.10  17.5  18.3  11.9  4.0 

BLACKSTONE  TARGET  TERM  Corporate  904.9  0.92  11.4  11.0  10.2  16.0 

COLONIAL  HIGH-INCOME  MUNI.  Municipal  273.9  0.96  5.2  3.4  9.2  NA 


91/4 
8% 
9 

lOVa 
8% 


-5.5 
-4.2 
3.6 
6.8 
-1.4 


COMSTOCK  PARTNERS  STRATEGY  Government         1198.8  1.01  2.7  1.4  10.1  26.0 

DEAN  WITTER  GOVERNMENT  INCOME  Government          548.7  0.75  11.4  11.7  9.8  26.8 

DREYFUS  STRATEGIC  MUNICIPAL  BOND  Municipal              388.5  0.56  7.5  -0.9  7.0  NA 

DREYFUS  STRATEGIC  MUNICIPALS  Municipal              486.7  0.89  6.8  1.1  6.9  21.0 

FIRST  AUSTRALIA  PRIME  INCOME  International  Bond   861.0  2.59  18.8  15,7  12.6  7.0 


9Vc 

8?'8 

91/4 
10 

9y8 


GLOBAL  GOVERNMENT  PLUS  International  Bond  375,3  1.59  10.7  13.2  15.2  12.0 

GLOBAL  YIELD  International  Bond  591  3  1.08  15.4  15.2  11.0  26.0 

HYPERION  TOTAL  RETURN  Corporate  262.2  1.16  9.6  10.1  12,1  3.1 

KEMPER  INTERMEDIATE  GOVERNMENT  Government  290,7  0.89  7.5  1.4  10.0  7.0 

KEMPER  MUNICIPAL  INCOME  Municipal  407.9  0.76  6.8  4.6  7.7  21.0 


□Hi 


71/4 

8 

lOVa 
9 

111/4 


-3.5 
-6.5 
-1.8 
2.7 
-8.9 


-11.8 
-10.5 
-5.6 
2.7 
0.2 


LOMAS  MORTGAGE  SECURITIES  Government  322.4  1.12  9.2  15.3  10.4  7.0 

MFS  GOVERNMENT  MARKETS  INCOME  Government  811,4  1,05  8,2  -8.2  13.7  9.0 

MFS  INTERMEDIATE  INCOME  Corporate  1687.5  1.01  7  5  5.6  13.4  6.7 

MFS  MULTIMARKET  INCOME  Corporate  921.3  1,19  2.4  -7.3  17.4  18.8 

MFS  MUNICIPAL  INCOME  Municipal  323.2  1.21  2.7  -9.2  9.2  20.4 


cm 


11 '/a 
7% 
7% 
6% 

81/4 


0.6 
-6.1 
-9.8 
-9.4 
-7.8 


MUNIENHANCED  Municipal  460.8  0.71  6.5 

MUNIVEST  Municipal  815.4  0.67  6.4 

NUVEEN  MUNICIPAL  VALUE  Municipal  1620.3  0.87  6.7 

NUVEEN  PREMIUM  INCOME  MUNI.  Municipal  1099  1  0  65  6  6 

PATRIOT  PREMIUM  DIVIDEND  II  Preferred  250  7  1  39  3  4 


7.5 
5.2 


8.5 
-28.9 


7.2 
7.7 
7.0 
7.1 
14.0 


22.6 
22.2 
26.0 
27.0 
NA 


10% 

93/E 

10 1/4 

ISVa 

85/8 


-4.1 
-1.1 
1.4 
2.9 
-14.2 


PRUDENTIAL  INTERMEDIATE  INCOME       Corporate  441,9  1,67  6,5  13  8  10.7  5.0 

PUTNAM  INTERMEDIATE  GOVT.  INCOME  Government  568.1  1.10  11.0  11  9  8.2  7.0 

PUTNAM  INVEST.  GRADE  MUNICIPAL       Municipal  310.6  0.81  5.5  11.5  7.4  NA 

PUTNAM  MANAGED  MUNICIPAL  INCOME  Municipal  561.0  0.84  5.1  3.9  7.9  NA 

PUTNAM  MASTER  INCOME                    Corporate  431.8  1.25  5.1  3.3  11.2  10  0 


8Vi 
9 
1 1 
9 '/a 
7V4 


PUTNAM  MASTER  INTERMEDIATE  INC.  Corporate             297.5  1.13  3.5  0,9  12,0  4,0 

PUTNAM  PREMIER  INCOME  Corporate            1109,6  1.09  6.1  2.2  10.4  4.0 

TEMPLETON  GLOBAL  INCOME  International  Bond   997.0  0.81  12.2  9.2  12.1  4,0 

VAN  KAMPEN  MUNICIPAL  INCOME  Municipal              420,5  0,86  8.3  14.2  7.2  26.0 

WORLD  INCOME  Corporate             271.9  0.86  7.3  7.0  14  8  7  1 


6% 

7^/8 
81/4 

9% 
8% 


-4.5 
-1.0 
0.4 
08 
-10.5 


-11.4 
-10.0 

-3.4 
0.1 

-1.8 


NA    -  Not  available. 


See  page  95  for  a  description  of  terms  not  defined  below 


DATA:  MORNINGSTAR  INC. 


HOW  TO  USE  THIS  TABLE 


Closed-end  funds  are  publicly  traded 
companies  that  ov/n  a  portfolio  of  invest- 
ment securities.  The  price  of  a  fund's 
shares  depends  on  tv/o  variables:  the 
underlying  value  of  its  portfolio  of  securi- 
ties and  the  level  of  demand  for  the 
fund's  shares.  Some  of  the  column  head- 
ings in  this  table  reflect  the  special  char- 
acteristics of  closed-end  funds. 


NET  ASSET  VALUE 

The  market  value  of  o  closed-end  fund's 
assets  expressed  in  per-share  terms  is 
called  net  asset  value.  This  term  is  ab- 
breviated NAV. 
CURRENT  RESULTS 

The  first  column  is  the  total  return  a  fund 
earned  on  its  invested  assets  or  NAV. 
The  second  column  is  the  total  return  an 
investor  v/ould  have  earned  by  owning 
the  fund's  shares. 


SHARE  PRICE 

The  final  column  shows  the  relationship 
between  a  fund's  share  price  and  its  net 
asset  value  per  shore.  In  the  current  mar- 
ket, many  shares  in  closed-end  fixed  in- 
come funds  are  trading  at  a  premium 
over  the  NAV  of  the  fund's  portfolio.  For 
the  funds  in  this  table,  that  discount  has 
a  median  value  of  3.5%.  Closed-end 
equity  funds,  by  contrast,  usually  trade 
at  a  discount  from  NAV. 
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FUND/FUND  GROUP 

TELEPHONE 

FUND/FUND  GROUP 

TELEPHONE 

TOLL  FREE 
(800) 

IN-STATE 

TOLL  FREE 
(800) 

IN-STATE 

AAL  Group 

553-6319 

Wl 

414  734-7633 

Lexington  GNMA  Income 

526-0057 

NJ 

201  845-7300 

AARP  Group 

253-2277 

MA 

617  330-5400 

Liberty  Advantage  U.  S.  Govt. 

872-5426 

MA 

617  722-6000 

AcjvsntdQG  GovornniGnt  Socs* 

243-8115 

MA 

617  742-9858 

Liberty  High-Income  Bond 

356-2805 

PA 

412  288-1900 

AIM  Ltd.  Msturity  Trodsury 

347-1919 

TX 

713  626-1919 

Limited-Term  Muni  National 

847-0200 

NM 

505  984-0200 

Alli3nco  Cdpitsl  Group 

227-4618 

NJ 

201  319-4000 

Lord  Abbett  Group 

874-3733 

NY 

212  848-1800 

AfTiGricsn  CspitsI  Group 

421-5666 

TX 

713  993-0500 

Lutheran  Brotherhood  Group 

328-4552 

MN 

612  339-8091 

A?TiGric3n  Funds  Group 

421-0180 

CA 

213  486-9200 

Mainstay  Group 

522-4202 

NY 

800  522-4202 

Ainericdn  High-lncomo 

see  American 

Funds  Group 

MassMutuat  Invst.  Grade  Bond 

542-6767 

MA 

800  542-6767 

AMEV  U.  S.  Government  Sees. 

800-2638 

MN 

612  738-4000 

Merrill  Lynch  Group 

637-3863 

NJ 

609  282-2800 

Bdbson  Bond 

422-2766 

MO 

816  471-5200 

Metlife-State  Street  Group 

882-0052 

MA 

617  348-2000 

Bdrtlett  C3p.  Fixed-Income 

800-4612 

OH 

513  621-0066 

MFS  Group 

225-2606 

MA 

617  954-5000 

Benham  Capital  Management  Group 

472-3389 

CA 

415  965-8300 

Monitor  Short-lntermed.  F/l 

533-0294 

OH 

614  463-4920 

Bernstein  Sanford  C.  Group 

NY 

212  756-4097 

Mutual  of  Omaha  T/F  Income 

228-9596 

NE 

402  397-8555 

Bond  Fund  of  America 

see  American 

Funds  Group 

National  Group 

356-5535 

CT 

203  863-5600 

C.  J.  Lawrence  U.  S.  Treasury 

334-1898 

NY 

800  334-1898 

Nationwide  Tax-Free 

848-0920 

OH 

614  249-7855 

California  Tax-Exempt  Bonds 

see  National  Group 

Neuberger/Berman  Ltd.  Maturity 

877-9700 

NY 

212  850-8300 

California  Tax-Free  Income 

225-8778 

CA 

415  398-2727 

New  England  Group 

343-7104 

MA 

617  267-6600 

Calvert  T/F  Reserves  Ltd. -Term 

368-2745 

MD 

301  951-4810 

New  York  Muni 

225-6864 

NY 

212  608-6864 

Capital  World  Bond 

see  American  Funds  Group 

Northeast  Investors 

225-6704 

MA 

617  523-3588 

Cardinal  Government  Gtd* 

848-7734 

OH 

614  464-6852 

Nuveen  Group 

351-4100 

IL 

312  917-7844 

CIGNA  Family  of  Funds 

572-4462 

MA 

413  784-0100 

Olympus  U.  S.  Government  Plus 

626-3863 

NY 

212  309-8400 

Colonial  Group 

248-2828 

MA 

617  426-3750 

Oppenheimer  Group 

525-7048 

CO 

303  671-3200 

Columbia  Group 

547-1707 

OR 

503  222-3606 

Overland  Express  CA  T/F  Bond 

552-9612 

AR 

501  377-2569 

Common  Sense  Government 

544-5445 

GA 

800  544-5445 

Pacific  Horizon  CA  T/E  Bond 

332-3863 

NY 

800  332-3863 

Compass  Capital  Fixed-Income 

451-8371 

OH 

800  451-8371 

PaineWebber  Group 

647-1568 

NJ 

201  902-7341 

Composite  Group  of  Funds 

543-8072 

WA 

509  353-3400 

Parkstone  Group 

451-8377 

OH 

800  451-8377 

Counsellors  Intermed.  Mat.  Govt. 

888-6878 

NY 

212  878-0600 

Pathfinder  Heritage  Govt.  Plus 

274-2161 

NY 

716  855-7891 

Dean  Witter  Group 

869-3863 

NY 

212  392-2550 

Permanent  Port.  Treas.  Bill 

531-5142 

TX 

512  453-7558 

Delaware  Group 

523-4640 

PA 

215  988-1333 

Phoenix  Convertible 

243-4361 

CT 

203  253-1000 

Dreyfus  Group 

645-6561 

NY 

718  895-1206 

Pilgrim  Group 

334-3444 

CA 

213  551-0833 

Dupree  Kentucky  T/F  Income 

866-0614 

KY 

606  254-7741 

PIMIT  Group 

443-6915 

CA 

800  443-6915 

Eaton  Vance  Group 

225-6265 

MA 

617  482-8260 

Piper  Jaff  ray  Govt.  Income 

333-6000 

MN 

612  342-6376 

Equitec  Siebel  U.  S.  Govt. 

869-8008 

CA 

415  430-9900 

Premier  Group 

242-8671 

NY 

718  895-1396 

Federated  Group 

245-5000 

PA 

412  288-1900 

Price  T.  Rowe  Group 

638-5660 

MD 

301  547-2308 

Federated  Tax-Free  Income 

356-2805 

PA 

412  288-1900 

Princor  Govt.  Sees.  Income 

247-4123 

lA 

515  247-6833 

Fidelity  Group 

544-8888 

MA 

617  523-1919 

Prudential-Bache  Group 

225-1852 

NY 

800  225-1852 

Financial  Tax-Free  Income 

525-8085 

CO 

303  779-1233 

Putnam  Group 

225-1581 

MA 

617  292-1000 

First  Investors  Group 

423-4026 

NY 

212  858-8000 

Rochester  Fund  Municipals 

NY 

716  383-1300 

First  Trust  U.  S.  Government 

848-8222 

CO 

303  671-3200 

SAFECO  Municipal  Bond 

426-6730 

WA 

?06  545-5530 

Flag  Inv.  Total  Return  Treas. 

767-3524 

MD 

301  727-1700 

Scudder  Group 

225-2470 

MA 

617  439-4640 

Flagship  Group 

227-4648 

OH 

513  461-0332 

Seligman  Group 

221-2450 

NY 

212  488-0200 

Fortress  Municipal  Income 

245-5051 

PA 

412  288-1900 

Shearson  Lehman  Brothers  Group 

451-2010 

NY 

?1  P  '=,99.  01 AA 

Franklin  Group 

342-5236 

CA 

415  570-3000 

Smith  Barney  Group 

544-7835 

NY 

Freedom  Group 

225-6258 

MA 

617  725-2300 

Spartan  Group 

see  Fidelity  Group 

Fund  for  U.  S.  Government 

245-5051 

PA 

412  288-1900 

338-2550 

IL 

312  368-7800 

SteinRoe  Group 

G.  T.  Group 

824-1580 

CA 

415392-6181 

368-3863 

Strong  Group 

Wl 

414  359-1400 

Gabelli  Convertible  Sees. 

422-3554 

NY 

212  490-3670 

Tax-Exempt  Bond  Fd.  of  America 

see  American  Funds  Grouc 

General  Municipal 

see  Drevtus  Grouo 

Tax-Exempt  Fd.  of  California 

see  American 

Funds  GrouD 

GNA  Investors  U.  S.  Government 

426-5520 

WA 

800  426-5520 

Government  Income  Securities 

245-5051 

PA 

412  288-1900 

Tax-Free  Trust  of  Arizona 

437-1020 

NY 

212  697-6666 

Gradison  Government  Income 

869-5999 

OH 

513  579-5700 

Tax-Free  Trust  of  Oregon 

437-1020 

NY 

212  697-6666 

Guardian  Bond 

221-3253 

NY 

212  598-8259 

Templeton  Income 

237-0738 

FL 

813  823-8712 

AW  ^iorra  Tnict  Amim 

222-5852 

CA 

800  222-5852 

Thomson  Group 

628-1237 

CT 

203  352-4900 

225-5291 

MA 

617  375-1500 

Transamerica  Group 

999-3863 

TX 

713  751-2400 

nciwdiiaii  I  aAn  w 

228-4227 

NY 

212  697-6666 

20th  Century  U.  S.  Govts. 

345-2021 

MO 

816  531-5575 

Helmsman  Inconne 

338-4345 

OH 

800  338-4345 

U.  S.  Government  Securities 

see  American  Funds  Group 

Home  Investors  Govt.  Income 

821-5100 

NY 

212  353-5125 

United  Group 

366-5465 

KS 

913  236-2000 

lAI  Group 

927-3863 

MN 

612  371-2884 

USAA  Group 

531-8181 

TX 

512  498-4499 

IDS  Group 

328-8300 

MN 

612  372-3733 

UST  Master  T/E  Interm.-Term 

233-1136 

MA 

617  451-1912 

Income  Port.  Short  Govt. 

see  Fidelity  Group 

Value  Line  Group 

223-0818 

NY 

212  687-3965 

Intermediate  Bond  Fund  of  America 

see  American  Funds  Group 

Van  Eck  World  Income 

221-2220 

NY 

212  687-5201 

Huntington  Group 

354-4111 

CA 

818  440-9777 

Van  Kampen  Merritt  Group 

225-2222 

IL 

708  719-6000 

Kemper  Group 

621-1048 

IL 

312781-1121 

Vanguard  Group 

662-7447 

PA 

215  648-6000 

343-2898 

MA 

617  338-3400 

Voyageur  MN  Tax-Free 

553-2143 

MN 

612  341-6728 

Kidder  Peabody  Govt.  Income 

NY 

212  510-5041 

WPG  Government  Securities 

223-3332 

NY 

800  223-3332 

Legg  Mason  Govt.  Intermed. 

822-5544 

MD 

301  539-3400 

Zweig  Government  Securities 

444-2706 

NY 

212  635-9800 
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Real  Estate 


IF  YOU  CAN'T  FIND  A  BUYER 
FIND  A  TENANT 


Takinjj  that  gem  of  a  new 
job  1,000  miles  away  has 
one  hitch:  What  if  you 
can't  sell  your  house?  In  a 
stagnant  market,  homes  are 
languishing  unsold  for 
months — even  years.  Sure, 
you  can  move  and  leave  the 
old  place  vacant,  hoping  a 
buyer  will  materialize  eventu- 
ally. But  carrying  two  resi- 
dences is  an  expensive  act  of 
faith.  Worse,  an  empty  house 
is  a  vandal's  delight.  And  if  a 
pipe  bursts,  who'll  call  the 
plumber? 

Renting  your  old  house  is 
one  alternative.  A  tenant  will 
subsidize  the  property,  giving 
you  the  luxury  of  waiting  out 
bad  times  and  selling  when 
the  market  recovers.  And  it's 
reassuring  to  know  someone 
is  there  to  look  after  things. 

How  much  rent  should  you 
charge?  Ideally,  enough  to 
cover  your  carrying  costs: 
mortgage  payments,  property 
taxes,  and  miscellaneous  up- 


keep. In  toting  up  your  ex- 
penses, remember  that  rent 
receipts  are  taxable  income. 

Sign  up  with  a  real  estate 
agent  who  will  find  you  a  ten- 
ant and  who  knows  the  local 
going  rates.  Agents  typically 
collect  a  fee  equal  to  one  or 
two  months'  rent,  which 
means  they  have  an  incentive 
to  make  the  rent  as  high  as 


possible.  Tenants  should  pay 
for  heating,  electricity,  and 
water.  That  way,  if  they  stoke 
the  furnace  until  the  house  is 
like  a  sauna,  the  bill  is  their 
problem. 

Unfortunately  for  you,  a 
soft  sales  market  usually 
means  a  soft  rental  market, 
too.  Result:  You  may  have  to 
charge  a  rent  lower  than  your 


RENTING  HAS  ITS  ADVANTAGES... 

►  House  produces  income  instead  of  sitting  vacant 

►  Sale  is  delayed  until  the  market  improves 

►  Expenses  and  any  losses  are  tax-deductible 

►  Owner  gets  tax  write-off  for  depreciation 

...BUT  THERE  ARE  DRAWBACKS,  TOO 

►  Keeping  the  house  rented  isn't  always  easy 

►  Monitoring  a  tenant's  upkeep  is  a  chore 

►  A  tenant-occupied  house  is  harder  to  sell 

►  Write-offs  may  bring  a  bigger  capital-gains  tax 

DATA:  ERNST  &  YOUNG,  NATIONAL  ASSOCIATION  OF  REALTORS,  BW 


carrying  costs.  But  keep  in 
mind  that  your  aim  is  not  to 
make  a  killing.  Breaking  even 
is  a  worthwhile  goal. 

The  tax  code  is  helpful 
here.  You  can  deduct  losses 
on  rental  income,  within  lim- 
its. And  since  the  house  is 
now  a  business,  you  can  de- 
duct expenses — from  fixing 
the  wiring  to  advertising  for  a 
tenant.  You  can  take  at  least 
one  deductible  trip  a  year  to 
inspect  the  place.  You  can  de- 
preciate the  property  on  your 
tax  return,  too,  taking  off 
3.59'  of  its  cost  the  first  year 
and  3.67'  yearly  after  that. 

Tax  breaks  carry  certain  re- 
strictions, so  do  some  math 
first  to  see  if  they're  worth 
taking.  Landlords  earning 
more  than  $150,000  a  year 
from  all  sources  can't  deduct 
rental  losses  until  the  house  is 
sold,  warns  Nadine  Lee,  a 
partner  at  Ernst  &  Young. 
The  exception  is  if  you  record 
a  gain  one  year  from  the  rent- 
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al  property.  In  that  case,  you 
can  deduct  previous  years' 
losses  without  seiiinfj  the 
house.  People  with  income 
less  than  $ir)(),()()()  can  take 
yearly  deductions  with  no 
curbs. 

Depreciation  has  a  pitfall, 
too.  It  brings  a  bigger  taxable 
capital  gain  when  you  sell  the 
house.  Let's  say  you've  been 
depreciating  your  $200,000 
rental  house  for  six  years  and 
then  sell  it  for  $280,000.  You 
won't  get  away  with  rejjort- 
ing  only  a  $:^(),000  gain.  On 
paper,  depreciation  has 
knocked  down  the  value  by 
21.5'  ;,  to  $157,000.  That  trans- 
lates to  a  $7:-!, 000  gain. 
HEADACHES.  The  tax  code  pro- 
vides an  additional  reason  not 
to  let  rentals  go  on  forever. 
You  can  roll  over  the  capital 
gain  on  your  old  house  into 
the  purchase  price  of  your 
new  one  without  tax  penal- 
ty— but  only  if  you  sell  the 
old  one  within  24  months.  The 
Internal  Revenue  Service  al- 
lows some  leeway  on  this,  but 
not  often.  "The  IRS  wants  to 
make  sure  that  the  rental  was 
temporary,"  says  Ernst  & 
Young's  Lee. 

As  a  landlord,  your  biggest 
worry  is  the  tenant.  "I'd  be 
very  nervous  about  owning 
an  asset  worth  tens  of  thou- 
sands of  dollars  and  having 
no  control  over  it,"  says  Har- 
ley  Rouda,  president  of  the 
National  Association  of  Real- 
tors. To  be  safe,  get  two 
months'  security  deposit  and, 
before  signing  the  lease,  do  a 
credit  check  on  the  tenant.  If 
you  have  moved  far  away, 
you  may  want  to  hire  a  leas- 
ing agent  to  check  up  on  the 
tenant,  collect  the  rent,  and 
take  care  of  emergency  re- 
pairs. The  agent  can  charge 
from  57'  to  157'  of  the  rent. 

Since  your  ultimate  objec- 
tive is  to  sell  the  house,  make 
sure  your  written  lease  for- 
bids the  tenant  from  making 
renovations.  A  tenant  is  not  a 
plus  when  you're  showing  a 
house  for  sale:  His  idea  of 
swank  decor  may  look  like  a 
nightmare  to  prospective  buy- 
ers. Your  agent  should  prevail 
on  the  tenant  at  least  to  keep 
the  house  tidy.  Or  you  can, 
for  a  reduced  rent,  get  the 
tenant  to  show  the  house. 


Synchronizing  the  end  of  the 
lease  and  a  sales  date  is 
tricky.  If  you  want  the  tenant 
to  move  out  on  limited  notice, 
expect  to  lower  the  rent  yet 
another  notch. 

A  still  better  deal  to  strike 
with  a  tenant  is  renting  with 
an  option  to  buy.  That  way, 
you  don't  have  to  worry  about 
scaring  up  a  purchaser.  This 
arrangement  gives  the  tenant 
some  time  to  get  financing  to- 


gether. But  beware  of  agree- 
ing on  a  price:  The  figure  may 
be  too  low  a  year  later,  if  the 
market  has  come  back. 

You  can  circumvent  all 
these  woes  if  your  employer 
hires  a  relocation  service, 
which  buys  your  house  and 
finds  you  a  new  one  at  the 
other  end.  Don't  abrogate 
your  rights  as  a  seller, 
though,  to  get  the  best  price. 
"They'll  want  to  pick  it  up  for 


a  bargain,"  says  Richard 
Glachman,  chairman  of  First 
Northern  Bank  in  Garden 
City,  N.Y.  You  should  test 
the  service's  offer  by  indepen- 
dently seeking  other  bids. 

Moving  is  one  of  life's  most 
stressful  events.  And  dealing 
with  a  bad  sales  market 
makes  it  more  unpleasant. 
But  there's  no  excuse  for  tak- 
ing a  financial  beating  on 
your  old  house.     Larry  Light 


LEND— OR  EVEN  LEASE— A  HAND  TO  YOUR  KIDS 


Although  sellers  might 
find  the  housing  mar- 
ket depressing,  it's  custom- 
made  for  young  couples  ea- 
ger to  buy  their  first  home. 
Bargains  abound,  and  mort- 
gage rates  are  way  down. 
But  what  if  the  couple's  sav- 
ings haven't  reached  down- 
payment  size?  Often,  mom 
and  dad  get  a  call  for  help. 

The  simplest  response  is  a 
gift.  You  and  your  spouse 
can  give  up  to  $40,000  (that's 
$10,000  apiece  to  each  mem- 
ber of  the  couple  from  each 
of  you)  with  no  gift- tax  wor- 
ries. Or  you  can  lend  the 
money  and  have  them  start 
repaying  principal  plus  inter- 
est, with  perhaps  a  few- 
years'  grace.  But  note:  The 
interest  is  taxable  income  to 
the  high-bracket  taxpayer — 
most  likely,  you.  The  family 
deducting  it  is  often  in  a  low- 
er bracket. 

COMPLICATIONS.  Be  careful 
when  you  set  the  rate.  If  you 
charge  unusually  low  inter- 
est on  a  loan  of  more  than 
$100,000,  the  Internal  Reve- 
nue Service  can  tax  you  as  i 
you  had  collected  a  marki 
rate,  and  it  might  levy  a  pen- 
alty for  underreporting  in- 
come. Also,  such  deals  may 
create  family  friction  if  the 
couple  fails  to  meet  repay- 
ment obligations. 

To  ward  off  some  of  the 
problems.  Dime  Savings 
Bank  of  New  York  (800  879- 
3463)  offers  a  novel  mort- 
gage plan  for  first-time  buy- 
ers nationwide.  Parents  or 
relatives  put  at  least  207^  of 
the  home's  price  into  a  certif- 
icate of  deposit  earning  inter- 


est at  one-year  Treasury-bill 
rates.  With  the  CD  as  securi- 
ty, the  bank  gives  the  buyers 
a  1007  mortgage  (up  to 
$750,000).  They  can  choose  a 
one-year  adjustable-rate 
mortgage  or  an  ARM  with  a 
rate  fixed  for  five  years, 
then  adjusted  annually. 

The  parents  can  withdraw 
the  t'I»  sum  once  the  children 
have  paid  back  207  of  the 
loan  principal — or  sooner,  if 
the  house  is  sold.  Meanwhile, 
they  get  the  CD  interest. 
"Roughly,  you're  looking  at 


lease  your  interest  in  the 
house  to  your  children  for  a 
nominal  sum.  They  live  in 
the  house,  maintain  and  re- 
pair it,  and  pay  the  mort- 
gage. In  time,  they  either 
buy  out  your  share  or  sell 
the  house  and  return  your 
cash  plus  an  agreed-on  slice 
of  any  appreciation. 

It  sounds  simple;  but  there 
can  be  complications.  The  co- 
owners  must  agree  on  how 
to  split  the  deductions  for 
mortgage  interest  and  real 
estate  taxes.  If  the  IRS  finds 


an  investment  period  of  10  or 
12  years,  with  your  money 
doubling  in  that  time,"  says 
David  Totaro,  the  Dime's 
marketing  director. 

Equity  sharing  is  another 
arrangement  to  consider. 
You  put  up  the  downpay- 
ment  as  an  investment,  then 


that  the  parents'  profit  is  un- 
usually small  in  relation  to 
the  investment,  it  could  hit 
them  for  a  gift  tax.  And  if 
the  parents  need  their  money 
and  the  kids  can't — or 
won't — sell  the  home,  every- 
one may  have  a  house-size 
headache.  Don  Dunn 
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A  TRANCE  THAT 
CAN  CHANGE 
YOUR  LIFE 


A 


cuttinji;  wind  off  the 
Eust  Fviver  makes  it 
like  10  below,  but 
I'm  outdoors  in  my  bathing 
suit.  I  can  feel  hot  sun  on  my 
back.  Actually,  I'm  indoors — 
and  in  hypnosis,  a  state  of  re- 
laxation in  which  the  uncon- 
scious is  more  open  to  sug- 
gestion than  usual.  I'm 
mentally  at  the  beach  l)ecause 
my  hypnotist  told  me  to  imag- 
ine a  place  I  love. 

Hypnosis,  once  scorned  as 
wizardry  more  appropriate 
for  the  stage  than  a  doctor's 
office,  has  gained  respect 
among  medical  professionals. 
Many  view  it  as  an  efficient 
tool  for  treating  problems  not 
caused  by  serious  disorders. 
Hypnotists  such  as  Richard 
Harte  in  New  York  are  con- 
sulted for  stress,  weight  con- 
trol, smoking  (my  problem), 
and  phobias,  such  as  fear  of 


flying  or  public  speaking. 
Harte  also  uses  hypnotic  tech- 
niques in  corporate  programs 
to  motivate  salespeople  and 
build  confidence. 

Practitioners  say  anyone 
can  be  hypnotized,  though  it's 
easier  when  the  subject  has  a 
vivid  imagination.  A  hypnotist 
can't  make  you  do  anything 
you  don't  really  want 
to  do.  But  short-term 
hypnotherapy  can 
lessen  your  resis- 
tance to  change. 
DEEP  FOCUS.  There's 
nothing  spooky  about 
it.  The  state  of  con- 
centration when  you 
see  a  good  film  is  not 
unlike  a  "trance." 
You  may  lose  your 
sense  of  time — an 
hour  can  seem  like 
minutes — but  you 
don't  lose  control. 

The  best  way  to 
find  a  reputable  hyj)- 
notist  is  through  or- 
ganizations such  as  the  Na- 
tional Guild  of  Hypnotists 
(603  429-9438),  the  American 
Association  of  Professional 
Hypnotherapists  (703  448- 
9623),  or  the  Association  to 
Advance  Ethical  Hypnosis 


(216  923-8880).  These  groups 
require  members  to  complete 
formal  training  programs, 
and  they  make  referrals. 

If  you  want  a  doctor  or  psy- 
chologist who  is  also  a  hypno- 
tist, call  the  American  Society 
of  Clinical  Hypnosis  (708  297- 
3317).  Don't  just  check  the 
Yellow  Pages,  because  hypno- 


to  find  a  hypnotist  who  teach- 
es self-hypnosis,  so  you  can 
go  on  treating  yourself.  A 
few  sessions  (at  around  $75 
each)  can  give  you  the  basic 
method. 

When  Harte  "wakes"  me,  I 
don't  remember  much  of  what 
he  has  said.  On  the  way 
home,  though,  I  suddenly 


HYPNOTIST  HARTE  IS  HELPING  REPORTER  WARNER  BREAK  HER  SMOKING  HABIT 


sis  isn't  regulated  in  the  U.  S. 
And  it's  rarely  reimbursed  by 
medical  insurance,  even  when 
administered  by  a  doctor. 

Beware  of  claims  that  you 
can  be  "cured"  of  a  lifelong 
bad  habit  in  one  session.  Try 


think:  "Cigarettes  are  poi- 
son." Such  formerly  alien 
ideas  keep  me  from  buying  a 
pack  and  assure  me  that 
something  constructive  hap- 
pened while  I  was  at  the 
beach.  Joan  Warner 


Autos 


OLDS  HITCHES  ITS  WAGON 
TO  THE  '90s 


Although  minivans  now 
rule  suburbia,  carmak- 
ers aren't  neglecting 
station-wagon  loyalists.  Olds- 
mobile,  which  introduced  its 
Silhouette  minivaii  in  1990, 
has  updated  and  improved  its 
Custom  Cruiser  wagon  for 
1991.  With  a  $20,495  base 
price,  the  Custom 
Cruiser  is  the  most 
CO  n  t  e  m  I  )0  r  a  r  y  - 1  oo  king 
of  this  year's  full-size 
wagons. 

Contemporary  does 
not  mean  small.  The 
new  Olds  Custom 
Cruiser  is  6V2  feet 
wide  and  more  than 
18  feet  long.  That's 
substantially  larger 
than  the  Ford  Taurus 
and    Mercede.i  and 


Volvo  wagons — and  two  feet 
longer  than  the  Silhouette 
minivan.  The  [)ack-seat  leg 
room  is  superior  to  that  of 
many  luxury  cars,  while  hip 
and  shoulder  room  have  been 
added  in  both  front  and  rear 
seats.  Flip  up  the  third,  rear- 
facing  row,  and  the  Cruiser 


can  seat  up  to  eight  people. 

The  car's  basics  are  as  tra- 
ditional as  its  size:  a  five-liter 
V-8  engine,  rear-wheel  drive, 
body-on-frame  construction. 
In  updating  this  behemoth. 
Oldsmobile's  engineers  made 
major  improvements  to  both 
the  transmission  and  the  en- 
gine. The  power  steering  has 
been  calibrated  to  match  the 
wagon's  heft,  so  the  handling 
is  surprisingly  graceful  for 
the  vehicle's  size.  Antilock 
brakes  are  standard,  as  is  a 
driver's-side  airbag. 
The  designers  deserve  the 
most  applause,  howev- 
er. They  restored  the 
Vista  roof,  a  band  of 
dark-tinted  glass  just 
above  and  ahead  of 
the  second  row  of 
eats.  It's  a  stylish 
ouch  that  fights  the 
dowdy  image  of  wag- 
ons. Then  they  added 
optional  leather  seats 
and  steering  wheel 
$490).  Finally,  they 
ot  rid  of  the  fake- 


wood  paneling  on  the  outside. 
If  you  must  have  fake  wood, 
you  can  still  find  it  on  Buick's 
version  of  the  Custom  Cruis- 
er, the  Roadmaster  wagon. 
BICEP  BUILDER.  The  designers 
didn't  get  everything  right, 
though.  Gas-filled  struts  aid 
in  opening  the  hood,  but  open- 
ing the  heavy  doors  is  still  a 
workout.  And  the  new  rear- 
window  wiper  isn't  much  help: 
It  cleans  only  the  top  right 
quarter  of  the  window. 

The  most  annoying  glitch  in 
this  big  wagon  are  the  illogi- 
cal outside-mirror  controls. 
There's  a  remote  control  for 
the  driver's-side  mirror  but 
not  for  the  one  on  the  passen- 
ger's side.  In  order  to  adjust 
the  latter,  the  driver  must 
stretch  across  the  broad  front 
seat.  You  can  buy  a  remote 
control  for  the  passenger-side 
mirror,  but  only  as  part  of  a 
$2,638  package  that  includes 
every  option  available  on  the 
car.  Still,  at  barely  $23,000, 
that's  a  lot  of  car  for  the 
dollar.  Jim  Treece 
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LEAVING 
YOUR  JOB? 

You  ■will  have  only  60  days  to 
reinvest  the  money  you  receive 
from  your  pension  or  profit- 
sharing  plan— or  have  it  taxed 
as  ordinary  income. 

Vanguard's  free  Retirement 
Plan  Kit  answers  important 
questions  you  may  have  about 
how  to  keep  those  retirement 
savings  tax-deferred. 

Is  rolling  the  money  over 
into  an  IRA  the  best  way  to 
avoid  taxes?  What  are  the 
alternatives?  What's  an  IRA 
conduit? 

Vanguard  can  give  you  answers. 
For  a  Free  Retirement  Plan  Kit 
Call  1-800-662-SHIP. 

For  more  complete  information  .includ- 
ing advisory  fees,  charges  and  expenses, 
call  for  a  free  prospectus  and  Retirement 
Plan  Kit.  Read  it  carefully  before  you 
invest  or  send  money 

TH^anOTiardGROUP 
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Uncover  new  business 
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National/Regional /Custom 
FREE  Information  Kit:  1-800-333-8036 
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12  Alfred  Street.  Suite  200 
Woburn.  Massachusetts  01 801 
(617)  932-3939  •  FAX:  (617)  932-6335 
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Until  Now  The  Value  Of 
Advertising  Was  Something  EVen 
Its  Strongest  Supporters 
COULDN'T  Put  Into  Numbers. 


They  ( 


Effects  of  Advertising  on 
Retum-On-Investment 


could  cite  success  stories  of  advertising  going  into  a  market,  how  this  was 
followed  by  a  shift  in  purchase  patterns,  in  market  share,  in  immediate  sales. 
But  no  one  expressed  the  value  of  advertising  as  retum-on-investment  until 

The  Strategic  Planning  Institute  did  its  PIMS 
(Profit  Impact  of  Market  Strategy)  study*  with 
the  Ogilvy  Center  for  Research  and  Development. 

It  found  that  advertising  nearly  doubled 
R.O.I.!  (See  graph  on  the  left.) 

Brands  that  advertise  much  more  than 
their  competitors  enjoy  an  average  R.O.I,  of  32 
percent.  Brands  that  advertise  much  less  than 
their  competitors  average  17  percent. 

This  is  the  first  systematic  evidence  linking 
advertising,  profitability,  and  growth.  It  draws 
on  more  than  700  consumer  businesses  in  North 
America  and  Europe,  spanning  the  years  1970  to 
1986-years  of  both  rapid  and  slow  inflation,  both 
good  and  bad  years  of  the  business  cycle. 

The  graph  on  the  lower  right  shows  further 
evidence.  It  represents  the  competitive  perfor- 
mance of  two  actual  brands  over  a  10-year  period, 
as  analyzed  by  Robert  M.  Prentice,  an  advertising 
and  marketing  consultant.  He  distinguishes  between  consumer-franchise-building  /S54 
(CFB)  activities  (whether  advertising  or  promotion)  and  non-CFB  activities. 

Brand  A  used  predominantly  price-incentive 
promotions.  Brand  B  spent  approximately  the 
same  amount,  but  most  of  the  money  went  into 
consumer-franchise-building  activities-particu- 
larly  advertising  and  promotion. 

In  the  first  year,  the  two  brands  were  nearly 
even  in  their  category.  But  after  10  years  in  which 
they  took  dramatically  contrasting  approaches  to 
the  spending  of  marketing  funds,  they  ended  up  in 
remarkably  different  positions. 

Brand  B  had  become  a  resounding  success, 
not  only  in  terms  of  its  sales  performance  versus 
Brand  A,  but  also  in  terms  of  its  contributing 
profits  to  the  company. 

For  brand  franchise  owners  and  managers, 
the  insight  into  how  advertising  contributes  to 
profitability  will  be  just  as  interesting  as  how 
much  it  contributes. 

For  more  information,  you  can  write  to         '  — 

The  Committee  on  the  Value  of  Advertising,  Department. A,  .American  .Association  o 
Advertising  Agencies,  666  Third  Avenue,  New  York,  New  York  10017. 

Now  that  there's  finally  proof  of  advertising's  true  value, 
there's  only  one  thing  you  need  to  do.  Take  advantage  of  it. 

1987  The  Strategic  Planning  Institute,  Cambridge,  MA 


Competitive  Performance  of 
Two  Brands  (in  millions) 


Note:  Brand  A  used  primarily  non-consumer- 
franchise-huilding  sales  incentives. 


nvestment  Figures  of  the  Wee 


COMMENTARY 

A  joyous  week  in  the  financial 
markets.  The  Dow  Jones  industrial 
average  climbed  73  points  on 
Feb.  1 1  as  investors  continued  to 
take  a  more  upbeat  view  of  the 
economy.  It  was  a  broad  rise  ac- 
componied  by  heavy  volume,  with 
large  and  small  stocks  participat- 
ing in  the  rally.  Foreign  markets 
also  gained,  and  U.  S.  interest 
rates,  both  long-  and  short-term, 
continued  to  move  downward.  As 
a  result  of  the  rate  decline,  finan- 
cial stocks,  such  as  regional 
bonks,  gained  handsomely. 


STOCKS 

Feb.  Aug. 


Feb.      Feb.  7-13 


52-week  change 
+  11.1% 


1  -week  change 

+  3.1% 


BONDS 

Feb.  Aug. 


Feb.     Feb.  7-13 


Lehman  Brothers 
Treasury  Index 


52-week  change 
+  4.3% 


.  r  ►  r  r 
L| 


-week  change 
0.2% 


THE  DOLIAR 

Feb.       Aug.  Feb. 


Feb.  7-13 


J.  P.  Morgon 
Index 


52-weel<  change 

-10.0% 


1  -week  change 
+  0.1% 


MARKET  ANALYSIS 


%  change 


U.  S.  STOCKS 

latest 

Week 

52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

DOW  JONES  INDUSTRIALS 

2909.2 

2.8 

10.9 

90-OAY  TREASURY  BILL  YIELD 

6.0% 

6. 1  % 

7.9% 

BIG  COMPANIES  (Russell  1000) 

192.0 

2.9 

10.8 

30-YEAR  TREASURY  BOND  YIELD 

8.0% 

8.0% 

8.4% 

SMALL  COMPANIES  (Russell  2000) 

155.9 

2.4 

-1.5 

S&P  500  DIVIDEND  YIELD 

3.3% 

3.4% 

3.2% 

ALL  COMPANIES  (Ru.sell  3000) 

203.4 

2,9 

10.0 

S&P  500  PRICE/EARNINGS  RATIO 

16.8 

16.1 

14.3 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

FOREIGN  STOCKS 

Latest 

Week 

52-week 

S&P  500  26-week  moving  average 

321.4 

320.5 

Positive 

LONDON  (FINANCIAL  TIMES  100) 

2267.8 

3.3 

-1.3 

Stocks  above  26-week  moving  average 

76.8% 

68.8% 

Neutral 

TOKYO  (NIKKEI  INDEX) 

25,139.5 

5.0 

-32.3 

Speculative  sentiment;  Put/ coll  ratio 

0.31 

0.32 

Neutral 

TORONTO  (TSE  COMPOSITE) 

3519.2 

2.8 

-6.2 

Insider  sentiment:  Vickers  sell/buy  ratio 

0.96 

0.90 

Positive 

■  INDUSTRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC. 

%  change 

% 

change 

FOUR-WEEK  LEADERS 

4-week  52-week 

Strongest  stock  in  group 

4-week 

52-week 

Price 

1  SHOES 

43.8 

48.3 

REEBOK  INTERNATIONAL 

60.0 

10.8 

18 

2  MAJOR  REGIONAL  BANKS 

41.7 

-2.5 

SHAWMUT  NATIONAL 

88.9 

-60.2 

6% 

3  PAPER  CONTAINERS 

39.9 

10.2 

STONE  CONTAINER 

83.8 

-19.0 

17 

i  TOYS 

38.2 

19,1 

TONKA 

96.2 

-42.0 

6% 

5  PERSONAL  LOANS 

34.8 

-6.1 

HOUSEHOLD  INTERNATIONAL 

42.1 

-14.8 

41% 

FOUR-WEEK  LAGGARDS 

% 

4-week 

change 

52 -week 

Weakest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

1  GOLD  MINING 

-7.7 

-29.5 

HOMESTAKE  MINING 

-10.6 

-25.0 

16% 

2  COAL 

3.1 

-8.8 

WESTMORELAND  COAL 

-7.6 

-22.3 

181/4 

i  ELECTRIC  POWER 

6.2 

2.7 

DUKE  POWER 

0.0 

5.5 

28% 

i  INTERNATIONAL  OIL 

6.6 

6.0 

CHEVRON 

2.5 

5.8 

73  Vs 

5  REGIONAL  TELEPHONE  COMPANIES 

6.6 

4.4 

PACIFIC  TELESIS 

2.7 

-2.3 

43% 

MUTUAL  FUNDS 


LEADERS 

four-week  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

1.  PRUDENT  SPECULATOR  LEVERAGED 

2.  T.  ROWE  PRICE  SCIENCE  &  TECHNOLOGY 
I.  SELIGMAN  COMMUNICATIONS 

30.9 
29.4 
29.1 

STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
MCKEEVER  TOTAL  RETURN 

-18.3 
-11.5 
-1 1.3 

!2-week  totol  return 

% 

52-week  total  return 

% 

1.  FIDELITY  SELECT  BIOTECHNOLOGY 

I.  FINANCIAL  STRATEGIC  HEALTH  SCIENCES 

3.  FIDELITY  SELECT  MEDICAL  DELIVERY 

68.8 
54.3 
51.6 

STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
STRATEGIC  SILVER 

-57.7 
-46.4 
-45.3 

SS.P  500 
4-week  totol  returr 


MORNINGSTAR  INC, 
52-week  total  return 


RELATIVE  PORTFOLIOS 


DATA  RESOURCES  INC. 


}oljar  amounts 
epresent  the  present 
/alue  of  $10,000 
nvested  one  year 
igo  in  each  portfolio 

Percentages  indicate 
ive-day  total  returns 


Treasury  bonds 
$11,489 

+  0,38% 


<0 

U,  S,  stocks 
$11,147 

+  4.05%> 


III! 


Money  market  fund 
$10,665 

+  0, 1 3  % 


Foreign  stocks 
$9,310 

+  5,57% 


Gold 
$8,770 

-0.60% 


^li  data  on  this  page  are  as  of  i 
ndustry  groups  include  S&P  500  c 


larket  close  Wednesday,  Feb.  13,  1991,  unless  otherwise  indicoted. 
jmpanies  only;  performance  ond  shore  prices  are  as  of  morket  close 


Feb,  12-  Mutual  fund  retun 
detailed  explonotion  of  this 


IS  ore  OS  of  Feb-  8.  Relative  portfolic 
poge  is  available  on  request. 


'olued  OS  of  Feb.  12.  A  more 
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WHAT  THE  MARKET 

IS  REAHY  SAYIHG  

If  you  want  to  know  why  the  stock  market  has  a  credibil- 
ity problem  with  some  people,  all  you  have  to  do  is  take 
a  look  at  its  performance  since  Jan.  16,  when  the  fire- 
storm of  Allied  bombs  began  raining  on  Iraq.  The  market 
has  staged  its  strongest,  broadest  advance  in  years  (page 
78).  Despite  a  seemingly  endless  stream  of  reports  of  sor- 
ties. Scud  missiles,  and  the  threat  of  a  deadly  ground  war, 
the  Standard  &  Poor's  500-stock  index  has  risen  18.5/f  since 
its  Jan.  9  low. 

The  economic  news  is  also  bleak:  rising  unemployment,  a 
sick  banking  system,  the  federal  budget  in  chronic  deficit, 
and  sagging  consumer  confidence  reflected  in  stalled  auto 
sales. 

So  why  is  the  market  rising?  Money  has  become  cheaper, 
and  the  Federal  Reserve  Board  will  continue  to  ease  until 
it's  convinced  that  the  economy  will  recover.  Interest  rates, 
already  down  sharply,  will  fall  to  the  point  where  banks  can 
afford  to  lend  and  where  it  makes  sense  for  businesses  to 
borrow\  Inflation  is  down  and  will  stay  low.  The  price  of  oil 
dropped  by  one-third  on  the  first  day  of  the  war  and  has 
stayed  down,  elevating  hopes  that  Saddam  has  been  coun- 
tered and  the  industrial  world's  oil  supply  secured.  Economi- 
cally, that's  what  the  war  is  all  about. 

Sensing  these  turns,  the  market  is  telling  us  it  thinks  the 
economy  is  looking  up.  Should  we  believe  it?  During  the 
1980s,  we  developed  strong  reasons  to  mistrust  the  market. 
It  seemed  to  reflect  almost  anything  but  what  was  going  on 
in  the  real  world.  When  it  rose,  as  it  did  from  1982  to  mid- 
1987,  it  seemed  to  be  the  plajthing  of  acquisitors  and  arbi- 
trageurs, having  less  and  less  to  do  with  economic  reality. 
The  stock  market  plunge  in  October,  1987,  appeared  to  or- 
dain nothing.  It  just  happened. 

Is  the  market  still  so  divorced  from  the  real  world  in  these 
more  sober  times?  The  excesses  are  gone,  and  new  trading 
rules  have  curbed  arbitrage.  Falling  interest  rates  and  fall- 
ing inflation  do  provide  a  firm  foundation  for  a  rise  in  the 
market. 

That's  a  good  start  toward  a  more  constructive  stock 
market.  But  this  bull  market  would  really  be  good  news  if 
the  newfound  strength  led  it  back  to  its  traditional  role: 
providing  new  capital  for  businesses  that  want  to  build. 


A  ONE-LEGGED 
ENERGY  POLICY 

The  logic  of  the  Bush  Administration's  proposed  nation- 
al energy  policy  would  come  as  a  shock  to  a  space 
traveler  returning  to  the  U.  S.  after  a  15-year  absence. 
That's  because,  in  the  1970s,  America  had  a  prolonged  and 
bitter  debate  between  advocates  of  damping  energy  demand 
and  those  who  would  produce  their  way  out  of  a  domestic 
shortfall  in  energy.  Those  who  saw  the  greater  potential  in 
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conservation  won  the  argument.  It  did  indeed  turn  out  to  be 
cheaper,  more  effective,  and  easier  to  reduce  demand  than 
to  increase  supplies.  It  may  still  be. 

But  to  look  at  the  proposed  policy,  you  would  never  know 
those  debates  were  ever  held  (page  30).  The  Administration 
is  plumping  for  producing  its  way  out  of  excessive  depen- 
dence on  imported  oil,  at  the  probable  cost  of  increased 
offshore  drilling  and  opening  up  the  Arctic  National  Wildlife 
Refuge.  We're  not  necessarily  against  either  one,  as  long  as 
there  are  environmental  safeguards.  But  the  Administra- 
tion's move  is  shocking  for  the  reason  that  it  totally  ignores 
conservation  because  the  President  or  someone  else  in  the 
White  House  equates  enhancing  the  supply  with  a  market 
solution. 

Whatever  is  done  to  ease  our  dependence  on  foreign  oil 
will  require  more  intervention  by  the  government  than 
Adam  Smith  would  have  liked.  That's  not  the  issue.  The 
issue  is:  Will  augmenting  supplies  or  restraining  demand  be 
a  faster,  cheaper,  and  easier  way  of  cutting  dependence  on 
imported  oil?  The  answer  has  got  to  be  a  mix  of  both.  An 
energy  plan  for  the  1990s  ought  to  build  on  what  we  learned 
in  the  1970s. 


WHEN  APARTHEID  LAWS 
GO,  SO  SHOULD  SANCTIONS 

Pretoria's  move  to  dismantle  the  remaining  apartheid 
laws  is  an  important  step  toward  reintegrating  South 
Africa  in  the  international  community.  The  final  step 
in  tearing  down  statutory  apartheid  may  come  at  the  end  of 
April,  when  the  government  is  expected  to  release  political 
prisoners.  That  step  would  fulfill  the  conditions  for  lifting 
U.  S.  sanctions,  and  the  Bush  Administration  should  disman- 
tle the  elaborate  sanction  edifice  now  in  place. 

The  European  Community  has  already  decided  to  lift  some 
sanctions  to  encourage  President  F.  W.  de  Klerk's  moves 
(page  53).  The  Administration  has  let  other  capitals  take  the 
lead  on  this  sensitive  political  issue.  But  after  apartheid 
statutes  disappear,  expectations  for  racial  progress  may 
soar — and  there  will  still  be  no  blueprints  for  giving  blacks  a 
vote  and  a  role  in  government.  In  such  an  environment, 
Pretoria  and  the  African  National  Congress  agree  that  eco- 
nomic links  to  the  outside  world  can  play  an  important  role 
in  economic  and  social  development. 

Sanctions  have  worked  to  deliver  South  Africa  to  this 
hopeful  point.  They  remain  as  a  credible  threat  against 
backsliding.  But  they  needn't  linger  past  their  usefulness. 
When  de  Klerk  meets  the  requirements  of  the  U.  S.  sanc- 
tions law,  President  Bush  should  begin  lifting  restrictions  on 
agricultural  imports  as  well  as  investments  by  companies 
already  operating  in  South  Africa.  He  should  restore  direct 
air  links,  too.  American  investors  will  still  face  more  state 
and  local  restrictions  than  their  European  counterparts.  In  a 
new  South  Africa,  the  litmus  test  for  investors  will  be  inter- 
nal stability  and  a  movement  toward  democratic  political 
participation  by  blacks.  As  that  movement  becomes  evident, 
Bush  should  deposit  the  remaining  sanctions  on  the  same 
scrap  heap  as  the  apartheid  system. 
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After  being  a  professor,  author 

and  championship  athlete, 
he  was  fina%  in  a  position  to 
change  the  world. 


Some  people  have  a  talent  for 
helping  those  whose  lives 
they  touch.  But  few  have  a  wealth  of 
talents  that  can  help  the  entire  world. 


And,  he  was  even 
a  starting  guard 
on  three  consecutive  Pacific 

Conference  championship  basketball     advanced  solutions 
teams  while  at  UCLA.  to  a  surprising  variety 

If  you  understand  how  Bunche     of  communications  problems, 
combined  his  unique 

^  HOW  THE  COMPANIES  OF  BELLSOUTH  INTEGRATED 

MANY  TALENTS  TO  HELP  SLOT  GOVERNMENTS. 


Ralph  Bunche  wanted  to  teach. 
So  he  became  a  professor  at 
Harvard,  and  later,  the  chairman  of 
the  pobtical  science  department  at 
Howard  University. 

He  wrote  two  books  that  look 
at  race  relations  in  the  U.S.  and 
the  world. 

As  a  noted  statesman  and 
negotiator,  Bunche  led  the  United 
Nations'  commission  that  eased  the 
Arab-Israeli  confbct  in  1949. 

He  was  awarded  the  Nobel 
Peace  Prize,  the  Presidential 
Medal  of  Freedom  and 
more  than  fifty  honorary 
degrees  from  colleges  and 
universities  around 
the  world. 


abilities  to  meet  and  excel 
at  many  challenges,  you'll 
understand  the 
commitment  of  BellSouth. 

Individually,  the 
companies  of  BellSouth 
are  considered  among  the 
best  in  their  field.  Brought  together, 
they  can  provide  technologically 


Designed  an  integrated  tekcomnnunications  and 
information  systems  solution  utilizing  computers,  gateways, 
telephone  systems  and  mice  mail  to  support  a  state  lottery. 

Linked  together  key  locations  across  the  state  with  a 
digital  data  net)^'ork  for  transmitting  important 
documents  with  customer  control  of  network  configuration. 

Modernized  the  state  capital  communications  system 
by  installing  a  state-of-the-art  digital  switching  system. 


For  the  past  three  years  in  an 
annual  survey  by  fortune  magazine, 
senior  industr\'  executives  have 
named  BellSouth  the  most  admired 
telecommunications  company  in 
the  United  States. 

Which  means  if  you're  looking 
at  vour  own  communications 

J 

needs,  the  companies     ,^s)V  *  y  U/",-, 
of  BellSouth  may  be    A^^'^***^  ' ' 
just  the  partner 
you're  looking  for. 

After  all,  when  you 
can  surround  a  problem 

with  remarkable  talent, 
there's  no  telling  what 
kind  of  solution 

negotiate. 


vou 


Telecommunications      Infoi  niulion  Senm 


Mobile  Communiidth 


.advertising  Services 


BBJ^OUTH- 


Evervtbin(j  vou  expect  from  a  leader'^' 


II  ■■  I irrrTnmi fil  ii  I  ill  »HH  I miw I M  ■■' 


Will  it  cost  yotir  company 
yoiir  company'^ 


Ready  for  one  of  the  most  difficult  challenges  ever  to  confront 
corporate  America?  One  that's  estimated  to  cost  up  to  $400  billion. 

New  FASB  regulations  will  force  companies  to  measure  and  post 
as  a  debit  their  health  expense  obligation  to  current  and  future  retirees. 

The  effect  of  this  new 
liability  on  your  financial 
statements  could  be 
enormous.  In  fact,  some 
corporations  could  see 
profits  cut  by  as  much  as 
25%.  And  now  is  the 
time  for  you  to  address  it 
We  can  help.  We  offer 
actuarial,  retirement  and 
health  benefits  expertise. 

We  can  correctly  assess 
your  current  situation. 

And  help  you  better 
prepare  for  the  future. 

We  will  do  everything 
fi^om  measuring  your 
expense  and  liability  to 
evaluating  plan  redesign  alternatives  and  advance  funding  options. 

The  end  result:  we'll  help  you  minimize  the  financial  impact  of  these 
regulations  and  still  enable  you  to  remain  responsive  to  the  benefit 
needs  of  employees.  Write  or  call  Diane  Luedtke,  CIGNA  Employee 
Benefits  Services,  Dept  M-50,  Hartford,  CT  06152,  (203)  725-2492. 
After  all,  the  clock  is  ticking. 


We  get  paid  for  results; 


CIGNA 


